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MUTUAL SECURITY ACT OF 1957 


WEDNESDAY, MAY 22, 1957 


Untrep Srates SENATE, 
CoMMITTEE ON Foreicn RELATIONS, 
Washington, D. C. 


The committee met, pursuant to call, at 10 a. m., in room 318, Senate 
Office Building, Senator Theodore Francis Green (chairman) 
presiding. 

Present: Senators Green (chairman), Fulbright, Humphrey, 
Mansfield, Wiley, Smith (of New Jersey), Hickenlooper, Aiken, and 
Capehart. 

The Cuarrman. The meeting will please come to order. 

The Committee on Foreign Relations is meeting this morning to 
begin hearings on the Mutual Security Act of 1957. 

Yesterday the President of the United States, in his message, asked 
the Congress to authorize a total of $3.85 billion in new funds for aid 
programs during the next year. The message of the President and 
the copy of legislation proposed by the Executive are before every 
member of the committee. I shall introduce that legislation in the 
Senate this noon. 

After consultation with the representatives of the executive depart- 
ment, it is my plan to meet tomorrow in open session with Mr. Hol- 
lister, Director of the International Cooperation Administration. 
Then on Friday we will receive the testimony of Mr. Sprague, Assist- 
ant Secretary of Defense. On next Tuesday we will hear Secreta 
of Defense Wilson and Admiral Radford. All of these hearings will 
be in open session. I anticipate that the committee will wish to re- 
ceive additional testimony in executive session. 

Before opening your testimony, Mr. Secretary, I would like to say 
that I read the President’s message with a great deal of interest. It 
seems to me that in many respects the message is consistent with the 
findings of the special Senate committee which recently completed 
its study of the foreign aid program. 

I am hopeful that our hearings will serve to develop a unified ap- 
proach to the subject of foreign aid so that this country may present 
a strong and united front to the world at large. 

Mr. Secretary, we are very glad to hear from you this morning. 
Will you please proceed in your own way. 


STATEMENT OF HON. JOHN FOSTER DULLES, SECRETARY OF STATE 


Secretary Duties. Mr. Chairman and members of the Foreign 
Relations Committee, I have come before you to discuss the authori- 
zation which we are requesting for our future mutual security pro- 
grams. 


1 











2 MUTUAL SECURITY ACT OF 1957 


TYPES OF FOREIGN AID PROGRAMS 


As noted by the Senate special committee, to which you, Mr. 
Chairman, just alluded, the money we spend abroad is not on a single 
program. So-called foreign aid is a term that is given to several 
quite distinct programs. Each of these is addressed to different 
purposes. Each employs separate means. Each must be considered 
on its own merits. 

It is to these distinctive programs that I address myself. 

I shall try, in each case, to tell what foreign policy purpose the 
program serves. 

I shall explain how the executive branch believes that these pur- 
poses can, in the next fiscal year, be better defined and better served. 

There are, in essence, four major programs. 

First, the mutual defense assistance program, which provides 
weapons and military equipment and economic support for allied 
military forces and facilities ; 

Second, the development assistance program, which helps free 
countries achieve economic growth ; 

Third, the related technical assistance program through which we 
share our skills with these countries ; 

Fourth, the special assistance programs, through which we meet 
particular needs and emergencies that cannot be met by the three 
preceding programs. 


COLLECTIVE SECURITY SYSTEM 


I do not have to review with this committee the magnitude of the 
Soviet and Chinese Communist military threat, or the fact that no 
te country can obtain adequate security through its own resources 
alone. 

This fact has led to the creation of a collective security system which 
binds us and 42 other free countries in a common defense against a 
common peril. 

Since 1950, we have provided around $17 billion in military equip- 
ment plus supporting economic assistance to our allies’ military pro- 

ams. During this same period, our allies have spent over $100 

illion for defense, and they have provided manpower for the armed 
forces of the free world, and they have provided sites for highly 
valuable bases for our and their forces. 

Without our assistance, these allies’ military programs could not 
have been carried out. With these programs, we are enabled to spend 
far less on our own military programs—and to achieve far greater 
security—than would otherwise be the case. 


MILITARY AID AND DEFENSE SUPPORT 


Collective security is truly a case in which the whole is greater 
than the sum of the parts. And the instrument which creates the 
whole out of these parts is our mutual defense assistance program. 

This program consists of two elements : ’ 

First, the provision of military equipment to friendly forces. 
This is what, in the past, has usually been called military aid. 
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Second, economic aid given to allied countries to compensate their 
economies for contributions made to the common defense, when these 
countries cannot unaided make the contribution judged necessary. 
Many of the less-developed countries, such as Korea, Formosa, and 
Vietnam, cannot maintain the desired forces without some outside 
help, and sometimes the provision of essential facilities for the com- 
mon defense involves burdens for which compensation is appropriate. 

In the past, much, but not all, of this aid, has been called defense 
support. But the phrase has also been used to include assistance to 
some of these same countries for other purposes, such as economic 
development and growth. 

This labeling produced misunderstanding, both at home and 
abroad. We believe that what in the past has been called defense 
support should hereafter be confined to what is distinctly related to 
an effective military contribution. 

Development assistance to stimulate economic growth should be 
dealt with separately. 

For fiscal year 1958 we are asking for $1.9 billion for the provi- 
sion of weapons and military equipment, and $900 million for true 
defense support. This totals $2.8 billion. It is approximately three- 
fourths of what we are asking the Congress to appropriate for all the 
mutual security programs. 

Both these types of defense assistance—military equipment and 
support—have more in common, in point of purpose, with other ele- 
ments of our own defense program than they do with other types of 
so-called foreign aid. They contribute to and maintain our military 
security just as expenditures for our own forces do. 

That is why the President has recommended that defense assistance 
should be rec ognized and treated as an essential element of our own 
worldwide national defense effort. To do this effectively, he requests 
that appropriations for military assistance and for related defense 
support should now be so authorized that hereafter they may be in- 
cluded as a separate part of the regular appropriations for the De- 
partment of Defense. Both w ould continue under the policy guid- 
ance of the President and the Secretary of State. 





SEARCH FOR REDUCTION OF ARMAMENTS 


Requirements for defense are substantial, but they are necessary. 
We are, of course, actively seeking a sound and safeguarded basis for 
reciprocal reductions of ‘armaments, which weigh heavily upon our 

country, the Soviet Union, and indeed nearly all nations. 

It is not easy to reach such an agreement. Experience has dem- 
onstrated that agreements with the Communists are not dependable 
so long as they are merely based upon paper accords. Good faith 
is not a factor which can be relied on to assure continued adherence 
by Communists to the terms of an agreement. Therefore, the free 
nations cannot safely reduce their military strength merely in re- 
liance upon promissory agreements by the Soviet rulers to reduce 
correspondingly. We do not, and will not, rely upon Soviet promises 
alone. There must be adequate means to verify performance and to 
gain increased protection for the free world against surprise attack. 
We do seek an agreement that will be in the mutual interest of the 
parties, an agreement that would decrease the danger of war. 








4 MUTUAL SECURITY ACT OF 1957 


We find it hard to believe that the Soviet rulers will not in their 
own self-interest eventually accept such mutual supervision and con- 
trol as will permit of lightening the burden of armament, and will 
provide to both sides a better prospect for a just and durable peace. 

We do not know today whether the Soviet leaders consider that the 
benefits of an armaments agreement justify their submitting to a sys- 
tem of adequate inspection. 

But even on the most hopeful estimate, the first steps of arma- 
ments reductions will have to be carefully calculated and carefully 
taken. It would be folly now, in the absence of a safeguarded agree- 
ment for the inspected reciprocal reduction of armaments, to weaken 
in any manner the collective security system which provides the 
greatest deterrent against aggression at the least cost. 


ASSISTING ECONOMIC DEVELOPMENT OF INDEPENDENT NATIONS 


I turn now to the economic development aspect of mutual security. 

We propose the establishment of a development loan fund to as- 
sist the economic development of other independent nations. The 
Senate special committee has found that this—and I quote from their 
report—“is in the interest of the United States.” This statement is 
particularly, though not exclusively, applicable to 19 new nations 
which have come into existence since the end of World War IL. 
These nations contain nearly a third of the world’s population. Most 
of them are close to the Soviet-Communist China bloc. They are na- 
tions where poverty is age old. The per capita annual incomes of 
most of the peoples of these nations is well below $100 a year. Their 
food production is at levels of bare subsistence inadequate for hard 
productive work. 

It is important to us that the people of these nations should remain 
free, that their strategic lands should not fall under Communist con- 
trol, that their resources should be available to their own people and 
in commerce with other free nations. 

For generations these people have fatalistically accepted stagnation. 
But now their mood is different. Two intense emotions now grip 
the peoples of these new nations. The first is a desire to maintain 
and strengthen their newly won political freedom. The second is a 
determination to raise their pitifully low standards of living and get 
started quickly on the inevitably long road to economic betterment. 


FREEDOM AND ECONOMIC GROWTH 


But the obstacles to growth are substantial. There is a shortage— 
sometimes an absence—of technicians. The governments are inex- 
perienced. With incomes at the barest subsistence levels, very little 
can be saved and invested. Without outside help, the prospects 
of economic growth are indeed very slim. 

These people are determined to move forward. If they do not suc- 
ceed, there will be increasing discontent which may sweep away their 
moderate leaders of today and bring to power extremist leaders who 
will resort to extremist measures fostered by international com- 
munism. 

Today hundreds of millions in these countries seek the answer to 
this simple question: Do political independence and freedom mean 
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economic growth? If these peoples do not feel that in freedom they 
get growth, then freedom will be on its way out in much of the 
world. 

It is in our interest to help to demonstrate that freedom and growth 
ro hand in hand. That is the conclusion of your special committee as 
it is of the President. 

The question then becomes what is the most economical and effee- 
tive way to do this? 


DEVELOPMENT LOAN FUND PROPOSAL 


The recommendation of the President and the conclusion of your 
own special committee is that this should be done through the establish- 
ment of a development loan fund. 

How should such a fund work ¢ 

For the past few months the executive branch has given lengthy, and 
detailed study to many aspects of this question. We have had ad- 
vice from many quarters. We have reached a number of conclusions. 
These conclusions are sufficiently firm, detailed, and well founded to 
make us feel that the fund should be founded now, without another 
year’s delay. 

What are some of the essentials ? 

First, the recognized purpose of the fund should be to assist the’ 
less-developed free countries to get economic growth under way. ' 

Second, the fund would operate on terms of repayment. A sub- 
stantial part of its activities should be in loans, but it should also be 
empowered to use other banking and financing arrangements, such as 
credits and guaranties, in carrying out its purposes. It could not, 
however, make grants. Its loans would be made available on repay- 
ment terms less rigid than those of existing institutions. Repayment 
could be in foreign currencies, as well as dollars, and interest could 
be waived or suspended. 

The fund would primarily be an instrumentality of foreign policy, 
and as such take greater financial risks than those acceptable to exist- 
ing institutions. The fund’s expectations of repayment would be 
based, however, on confidence in the long-range future of the nation it 
is helping. If the fund achieved its object, as I believe it would, then 
confidence would prove justified. ; 

Third, the fund would seek cooperation with private investors and 
established lending institutions. It could participate in joint. finane- 
ing with private investors, the World Bank or the Export-Import 
Bank, adjusting its own repayment claims to those of these others. It 
would not loan its funds where other loans and private investment 
were available. Properly administered, the fund would not reduce 
but would increase the effective flow of activity through normal 
channels of finance. 

Fourth, the fund could be used only for development projects and 
programs which seem technically and economically sound and which 
could be expected to contribute to the economic progress of the borrow- 
ing country and to the long-range interest of the United States in the 
welfare of that country. It would not be used to meet emergencies or 
other needs for short-term assistance. Continued financing: by::the 
fund to any country would depend upon that country’s record of 
performance. 
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Fifth, a substantial part of the financing undertaken by the fund 
would be devoted to basic works such as transport, communication 
systems, power installations, harbors, irrigation and drainage proj- 
ects—the capital needed to create the economic environment in which 
private initiative can come into play. The fund could also use its 
resources to support local development banks and private enterprises 
engaged in iecdanion the countries we seek to help. 

ixth, the fund should be established upon a basis of continuity with 
sufficient capital for several years’ operations. As I said here last 
month, economic development is a long-term process. It is not an 
annual event. If our assistance is to be useful at all, it should be 
provided on a sustained basis that is consistent with the long-term 
nature of the job to be done. 

It is not necessary that all the capital of the fund be provided at 
once. But it is essential that there be initial provision for future 
availability. For this reason the President has asked that there be 
provided this year an appropriation of initial capital and the authority 
to borrow additional capital from the Treasury in the second and 
third years. Such borrowing authority has been used to capitalize 
other United States lending agencies. These additional funds which 
would be borrowed from the Treasury would not be available for obli- 
gation until such second and third year. However, the fact that they 
would be available will give the countries we wish to help and our own 
administrators the assurance they need to plan ahead. 

This new approach we contemplate requires that we get away from 
annual authorizations or appropriations. These inevitably tend to- 
ward a system of “illustrative programs” as a basis for justifications. 
These are not compatible with the assurance of continuity essential to 
good planning and to the new long-term loaning concept. They are 
not compatible with cooperation with such organizations as the Inter- 
national Bank for Reconstruction and Development and Export- 
Import Bank, which operate on a long-term businesslike basis with 
established capital. 


AUTHORIZATIONS AND APPROPRIATIONS REQUESTED 


The President has requested an appropriation of $500 million to be 
available for the fund in fiscal year 1958, and authority to borrow $750 
million in fiscal year 1959 and the same sum in fiscal year 1960. Any 
unobligated balances of any year would be carried forward as part 
of the fund’s working capital. 

The sums the President has requested are, we believe, conservative 
figures. The two reports made to your special committee which relate 
to a.development financing program both conclude that a loan fund to 
be effective should be able to finance development activities at a higher 
rate than at present. This was also the conclusion of the International 
Development Advisory Board, which recommended that “the initial 
congressional appropriation for the fund should be sufficient for a 
substantial increase in capital investment and technical assistance 
programs.” Another study, that of the Research and Policy Commit- 
tee of the Committee for Economic Development, has suggested an 
initial 5-year program at the rate of $1 billion per year in addition to 
our existing level of expenditures for economic assistance. 
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One of the witnesses before your special committee rather aptly com- 
pared economic development with getting an airplane off the ground. 
You have to achieve a certain minimum rate of speed to take off. It 
would not be prudent to invest our resources in development programs 
which are too small to offer any hope of eventually achieving a self- 
sustaining rate of growth. 


FUTURE COST AND DIRECTION OF FINANCING UNDER THE FUND 


What of the future cost and direction of financing under the fund ? 
There is a popular idea that the underdeveloped areas are a bottomless 
pit. In reality, as the Committee on Economic Development says in 
its report : “The amount that can be productively invested in the under- 
developed world is not enormous but is in fact rather strictly limited.” 
The duration of the need for financing of the kind the fund would sup- 
ply is also reasonably limited. It is not our purpose to finance the 
development of these nations to the level of our own economy. It is 
rather our purpose to help them gain a momentum of economic prog- 
ress which will make it possible for them to go forward on their own 
capital formation, with outside assistance confined to private invest- 
ment and other normal sources of financing. 

We should think of the fund as a long-term operation but not as 
going beyond the time when it serves the enlightened self-interest of 
the United States. As it serves its purpose, the calls upon it should 
decline. 

TECHNICAL ASSISTANCE RECOMMENDATIONS 


I turn now to the third program, technical cooperation. 

There is universal agreement that the technical cooperation pro- 
gram is valuable and should be continued on sabetotindiy the present 

asis. The executive branch so recommends. 

We believe, furthermore, that this program has proved its worth 
as a long-term instrument of United States policy and that it should 
be authorized on a continuing basis. 

The President has recommended an appropriation of $168,900,000 
for this program next year. 

This ls includes, in addition to our regular bilateral program, 
our contribution to the technical assistance program of both the Or- 
ganization of the American States and the United Nations. 

Last year the Congress recommended that our proportionate con- 
tribution to the United Nations expanded program of technical as- 
sistance should be reduced in fiscal year 1958 to 3314 percent from the 
present level of 49 percent. Since that date, the Subcommittee on 
Technical Assistance of the Foreign Relations Committee has recom- 
mended in its final report that this proviso be reconsidered. This 
report favored a reduction of the percentage of the United States 
contribution but urged that “precipitous action to this end should not 
be taken” and noted that a reduction to 3314 percent in 1 year might 
have deleterious effects on this important United Nations activity. 
We agree with these conclusions and believe that any reduction should 
be phased over several years. The President has accordingly recom- 
mended that the level of our contribution be set at 45 percent for 
fiscal year 1958, compared to 49 percent at present. 
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SPECIAL ASSISTANCE 


The final category of our aid is special assistance. 

There are some programs, like the malaria eradication program, 
that do not fit into any of the preceding categories. 

There will inevitably be occasion when it will be 3 in our national 
interest to furnish assistance to friendly nations stance which is 
not designed to support our common defense effort al which could 
not properly be handled through the development fund or technical 
assistance. 

There are bound to be emergency situations which we cannot fore- 
see and there are bound to be efforts we need to support without pros- 
pect of repayment. 

International communism is constantly probing to discover and 
exploit weak points within the free world. We cannot tell in advance 
where these weak points will develop or the amount of pressure which 
international communism will bring to bear. We must have reserve 
funds which can be thrown into the breach if we are to conduct suc- 
cessfully the cold war which international communism has forced 
upon us. 

During the past few years there have been emergency situations 
in many places where immediate grant aid was necessary. Such situa- 
tions have arisen in relation, for example, to Iran, Jordan, Hungarian 
refugees, and Guatemala. It can be soberly estimated that inter- 
national communism would have gained spectacular victories, and that 
freedom would have suffered tragic defeats, if the President had not 
had substantial discretionary funds to use to meet unpredictable 
emergencies. The fact that the President has had such funds has 
meant on net balance a vast saving to the cause of freedom to which 
we are dedicated. 





AMOUNT REQUESTED FOR SPECIAL ASSISTANCE 


Aid of this nature is designed to meet immediate needs, not to 
finance long-term programs. “It is appropriate that it should be au- 
thorized anew each year. 

The President has asked for the authorization of an appropriation 
of $300 million for special assistance. 

This figure includes three separate elements. Approximately one- 
third of it has already been programed for firm requirements, such 
as our malaria eradication plan and certain special country programs. 
Another third is designed to provide for recognized but unprogramed 
needs, including further assistance for the Middle East under the 
American doctrine. In addition, we need continuation of the special 
Presidential fund to meet unforeseen contingencies. 


FOREIGN AID STUDIES 


The total program which I outline reflects the results of the intensive 
study which has been given to this subject during the past year. Such 
study has been given ‘by the executive branch of the Government, by 
both Houses of Congress, and by special groups of qualified persons 
who have been asked by the President and by the Congress to study 
this problem. 
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These studies indicate no substantial disagreement as to the need 
of mutual security programs dealing both with military and non- 
military matters. There is also, we believe, an unusual consensus as 
to the general order of magnitude which these programs should 
assume. ‘There is also a large measure of agreement that our mutual 
security programs can be better organized than has been the case 
heretofore. ‘The executive branch of Government shares that view 
and it is reflected in the President’s special message, which is before 
you, and the proposed legislation, in this presentation. 

Let me recall, in conclusion, that the Constitution of the United 
States specifies as among the basic purposes of our Government to 
“provide for the common defense * * * and secure the blessings of 
liberty to ourselves and our posterity.” Under today’s conditions a 
common defense is most effectively promoted, and the blessings of 
liberty most effectively secured, by itis mutual security programs I 
have described. 

We know full well that this committee has ably and conscientiously 
studied this whole problem. We have taken into account its views, 
particularly as expressed in the report of the Senate special committee, 
published on May 13. The executive branch of Government welcomes, 
and will seek to merit, the cooperative spirit which is manifested by 
this committee. 

Thank you, Mr. Chairman. 


COMMITTEE PROCEDURE 


The Cuatrman. Thank you, Mr. Secretary. I know that you ex- 
pect to be asked some questions by various members of the committee. 

Secretary Dunes. Yes, sir. 

The CuAirman. Before questioning you on your statement, I wish 
to announce to my colleagues that I shall ask that each member limit 
his questioning period, at least on the first round of questions, to 
6 minutes. If there is additional time available, we will proceed 
then to a second and third round of questions, as may be necessary. I 
will begin by asking several questions myself. 


HONORING TREATY COMMITMENTS 


Mr. Secretary, it has sometimes been alleged that our treaty com- 
mitments have pledged aid to 42 nations, but should they be attacked, 
the commitments might not be honored. 

Is there any doubt in your mind as to how the United States might 
respond to an attack by international Communist forces on any of 
these states ? 

Secretary Duties. No, sir; there is no doubt whatsoever the de- 
termination on the part of all of the parties to our collective defense 
treaties reflects and depends upon not only the pledged word of the 
parties—and these are nations which have a record of keeping their 
word—but also would be reflected by the community of interest, which 
is always a very useful and important adjunct to any treaty. 


EFFECT OF BRITISH MILITARY CUTBACK 


The Cuatrman. The British have decided that new strategie con- 
cepts make it possible for them, over a period of years, to reduce 
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the size of their armed forces. Does this decision have any bearing 
on the amount of military assistance we should be expected to give 
to foreign countries ? 

Secretary Duties. No, sir. 

In my opinion, it does not involve any increase. It does not in- 
volve our picking up the check, as it is sometimes said, that the 
British have dropped down. 

The new concept that is expounded in the British white paper is 
a concept which, in their opinon at least and in the opinion of other 
respectable military authorities, is designed to increase their effective 
military power, not to decrease it, and to provide a more competent 
and more thoroughly trained military personnel, even though some- 
what less numerous. 

That whole concept is being studied at the present time within 
NATO by the Supreme Allied Command, Europe, and the appraisal 
of it will come out, probably, at the NATO meeting next December. 
There is no reason at the present time to feel the British action involves 
any runout at all upon our global defense programs. 

The Cuarrman. This concept, then, is based on the theory that 
the decrease in quantity means an increase in quality, or is accom- 
panied by a corresponding increase in quality ¢ 

Secretary Duties. Yes, sir. 

And an additional factor is, I believe, the recognition, which is 
pretty generally accepted, that with modern weapons, the numbers 
of forces in your divisions can, with advantage, be cut down some- 
what. 

I believe that in our own Military Establishment, we plan to cut 
down the size of our divisions. The prospective German divisions 
are going to contain less numbers of men than our own; and there is 
a general trend in that direction. 

The Soviet Union professes to, and perhaps has, cut down very 
materially the actual number of men in its armed services. That is 
a worldwide trend reflecting the greater fire power of modern weapons 
and the greater need, however, for skilled training and for mobility 
in their use. . ' 

AID TO YUGOSLAVIA 


The Cuarrman. Now, on another subject, the draft bill, which is 
being submitted for Senate consideration, proposes outright repeal 
of the provisions inserted last year relating to assistance to Yugo- 
slavia. 

Are we to assume that this year’s program contains additional mili- 
tary and economic funds for Yugoslavia / 

Secretary Duxxs. Only in relatively small amounts. That partic- 
ular provision was proposed to be repealed because it was a provision 
which was operative only for a defined period of time. 

It required the President to make a certain finding which he has 
already made, and therefore it seems to become obsolete. 

Whatever additional military assistance is given to Yugoslavia 
will be given out of prior funds, except for a relatively insignificant 
amount which I believe may be given for spare parts and similar 
items. 

The Carman. I will now give way to my colleagues so they may 
ask further questions, with your consent. 
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Before doing so, I want to congratulate you on the clarity of 
your statement to the committee. 

Secretary Duties. Thank you. “cohegys 

Mr. Chairman, could I just qualify on the question of this military 
aid to Yugoslavia; I think I have made a correct answer, but you can 
get more authoritative information from the Secretary of Defense and 
his assistants when they appear. 

The Cuarrman. Senator Wiley, have you any questions? 

Senator Wimry. Yes. 

I want to join, Mr. Chairman, in your complimentary statement to 
the Secretary. I think that if any unbiased mind reads this statement, 
he will realize that this is not only a significant, but also an important 
program in the interest of providing for the common defense. 


SITUATION IN PRESENT-DAY WORLD 


Mr. Secretary, in view of the difference of opinion expressed by 
the chamber of commerce and other organizations, I think it is very 
imperative that we get a little education on the meaning of the present 
day outlook as far as common defense is concerned. I am going to 
ask you questions about it. 

I know you realize that only a few years ago it took 45 days to 
travel around the world, and I believe you remember that a plane 
recently went around it in 44 hours. 

Secretary Duties. Yes, sir. 

Senator Winey. And the day before yesterday I think a plane 
crossed the American continent in 3 hours and 30 minutes. 

Now, we have a development in weapons in a shrunken world. That 
all requires a different approach, does it not, to the national 
defense—— 

Secretary Duties. Yes, sir. 

Senator Wixtey (continuing). Than what we even thought about 
before Pearl Harbor ? 

Secretary Duties. Yes, sir. 

Senator Wixey. Is it true that at the time of Pearl Harbor, this 
Nation was complacent and had fallen asleep so that it did not think 
that Pearl Harbor was possible? 

Secretary Duties. I think we were just beginning to wake up about 
that time. 

Senator Witry. After Pearl Harbor we had 2 years to pick up the 
pieces, didn’t we—to rearm and get ready for the real conflict ? 

Secretary Duties. Yes, sir. 

Senator Witry. How many hours will we have now, if we are not 
prepared ¢ 

Secretary Dutxes. I would figure it in terms of minutes rather than 
hours. 

Senator Wier. In view of the shrunken world, is it not true that 
even my State, and we of the Middle West, are now nearer to attack 
over the circle route than New York City? 

Secretary Duties. Yes. 

I would suppose that an area which we always thought was almost 
invulnerable, the highly industrialized area which centers around the 
Great Lakes region and the ore deposits and the Soo Canal, and so 
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forth—that probably would be almost the front which would be at- 
tacked first. 

Senator Wirey. Is that the reason why cities like Milwaukee are 
being surrounded now by Nikes and we are building a great airfield 
in northern Michigan and one south of Milwaukee ¢ 

Secretary Duties. Yes, sir. 

Senator Witey. Is it also true that we are now, as compared to 
the days of Pearl Harbor, talking about intercontinental missiles 
and have developed missiles that will, go 1,500 miles or so ? 

Secretary Duties. Well, there are missiles in the process of develop- 
ment which are designed to go in a few minutes distances such as you 
describe, and per haps even further. 

Senator Wirey. What I am getting at is this. Does this whole 
changed picture, which you said would require us to be on our toes 

so that we would only have minutes to get ready, also bring us 
up against the situation where we are not ‘suflic ient in ourselves, as 
we haven’t the raw material in adequate supply on our continent, 
and we haven’t the necessary manpower alone? 


GROWING IMPORTANCE OF DETERRENT POWER 


Secretary Duties. That is correct, Senator. 

And I would also like to emphasize the growing importance of 
what is called deterrent power. 

None of us likes to contemplate, under the most favorable conditions, 
what the results might be if you actually had a war, because modern 
weapons are so terribly destructive that there could be no real victor 
in such a war; or could there be any escape, in case of general war, 
from a very widespread devastation of “ United States. 

The important thing is to deter a war. Now, the fact is that the 
deterrent capabilities of the free world are not loc ated, by any means, 
exclusively in the United States but, to a very large extent, are found 
elsewhere, and if - were denied those deterrent possibilities, and if 
they did not operate as a whole in defense of the free world, every 
one of use would be in ements al danger. 

Senator Witey. Thank you very much. That is what I was getting 
at. You have answered my next question. 

Now, these four major programs that you have spoken of here, 
and very clearly eee are a part of that deterrent, are they not? 

Secretary Duties. They are part of the deterrent, and they try 
to meet the necessary preconditions to having that deterrent available 
to us and to others. 

Senator Witry. Now, when you speak of providing for the common 
defense, you are talking about the self-preservation of the United 
States and its people, are you not ? 

Secretary Duties. Yes, sir. 

Senator Witry. As well asthe free world? 

Secretary Duties. Yes, sir. 

Senator Wiitey. And within the law of self-preservation, all these 
factors that you have outlined apply ? 

Secretary Dutxes. Yes, sir. 

I cannot conceive, nor have any of our military advisers been able 
to conceive, of an effective deterrent of a war which could devastate 
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the United States, unless we have available to us the benefits of this 
so-called common defense. 


IMPACT OF FOREIGN AID ON UNITED STATES ECONOMY 


Senator Witry. One other question. 

Every dollar of aid that we give has an impact upon our own 
economy in providing jobs and industry in America, does it not? 

Secretar y Duturs. Yes, sir. 

Pr actically all of the money that is given to so-called foreign aid 
is spent in the United States—the overwhelming majority of it. 

Senator Witry. That which goes abroad ultimately creates a de- 
mand which comes back here, does it not ? 

Secretary Duties. That is correct. 

Senator Winter. Thank you very much. 

The Cuarrman. Mr. Fulbright, any questions? 

Senator Funsrieut. Mr. Secretary, | am very pleased indeed to say 
that I think you have made an excellent presentation. I think you 
have presented a wise and imaginative program, especially with regard 
to the economic development aspect of this program, and I believe it is 
well designed to promote the best interests of the United States, and I 
hope the Congress will support it. 


ADMINISTRATION OF DEVELOPMENT LOAN FUND 


In view of the limitation of time, I would like to concentrate my 
questions on the aspect of the program related to administration, 
although there are many other parts of it that are of interest. You 
recall that the Special Committee to Study the Foreign Aid Program 
recommended that the control of this revolving fund be vested in a 
board with representation drawn from the Dep: irtment of State, the 
Export-Import Bank, the Department of Commerce, and the Inter- 
national Bank, to insure coordination. 

Do you propose to follow that, or can you just clarify a bit how 
you intend to have the fund administered ? 

Secretary Duties. We believe, Senator, that the best form of admin- 
istration woud be to have a director of the fund who would identify 
himself with the other agencies of Government through appropriate 
liaison. He would, however, be in the ICA and under the policy 
direction of the Secretary of State. 

Senator Futsrieut. You would not exclude the possibility of, say, 
an Advisory Loan Committee which was the device, I believe, the 
RFC used, which could be composed of representatives of these other 
agencies ¢ 

Secretary Duties. No, we would not. 

Senator Futsricut. That might be a useful procedure. 

Secretary Dutirs. That might be. I think something like that 
would probably emerge, in any event, and there would inevitably be 
persons designated by. the other interested agencies as the persons with 
whom we would maintain contact, and something like that would 
probably be a de facto result, if not a de jure result. 
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COORDINATING ACTIVITIES OF LOAN FUND AND EXPORT-IMPORT AND 
WORLD BANKS 


Senator Futsrient. Some means of coordinating the lending activ- 
ities of this loan fund with the Export-Import Bank and with the 
World Bank in particular would have to be developed, wouldn’t they ? 

Secretary Duties. Yes, sir. 

It is highly important that there should not be competition between 
the two, or between the three, and obviously it would be foolish and 
beyond what is contemplated if this new fund should be making loans 
which either of the other two institutions was prepared tomake. Toa 
large extent, we would hope that there might be a cooperative partner- 
ship effort in some of these transactions, and that the World Bank or 
the Export-Import Bank might be willing to enlarge its activities, if 
it knew that the development fund was also taking a participation, 
perhaps, on a junior basis. 

Senator Fu.srient. I would anticipate that is very likely to occur 
if this succeeds. That actually was one of the ways in which the RFC 
functioned, in what were called the participating loans, where loans 
would be provided partially by the private bank if the RFC partic- 
ipated, and this would be a somewhat similar situation. 

Secretary Duties. Yes, sir. 

Senator Fursricut. I might say I think the experience of the RFC, 
on which a final report has just been made—I put it in the record last 
Thursday, I believe it was—is very encouraging as to this proposal, 
because, in retrospect, that experience was very successful, and 
actually ended up, according to the statement of the Treasury, with 
a $300 million profit to the Government. It did not cost the taxpay- 
ers anything. So if this fund is administered well, I would think 
that you could anticipate a reasonably prudent program such as that. 


COULD EXPORT-IMPORT BANK HANDLE ACTIVITIES PROPOSED FOR LOAN 
FUND? 


Now, it has been suggested to me that the Export-Import Bank can 
handle this. Would you comment on that: that is, that a new fund 
or a new organization is not needed, but we should just authorize the 
oe ort Bank to do this. 

would like you to give the Department’s views on that, because 
I know we will be confronted with it. 

Secretary Duties. We believe, Senator, that this fund should be 
more under the direction of the foreign policy-makers of our Gov- 
ernment than treated primarily on banking terms under the direction 
of the Treasury Department. 

The fact is that to a very considerable extent the activities of the 
Export-Import Bank are limited, and properly limited, by weighing 
the financial factors that are present in the individual transactions 
which they conduct. 

Now, as you pointed out in your analogy to the Reconstruction Fi- 
nance Corporation, here the basis for making advances must be our 
faith in the future of the country to which we are making the loan, 
just as the Reconstruction Finance Corporation made its advances 
not upon the particular balance sheet it was dealing with but faith 
in the future of the United States. 
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The Export-Import Bank is now organized to do its job very effec- 
tively. However, those appraisals and the extent to which they serve 
our foreign policy cannot be made by the Export-Import Bank with- 
out damage to its present setup. While I believe there should be 
close cooperation between the two institutions, and while I think that 
the loaning capacity of the development fund can often make it pru- 
dent and proper for the Export-Import Bank to make loans that it 
would not otherwise make, I do not think it proper to combine in the 
Bank the factors which ought to be determinative in the operations 
of the development fund. 

Senator Futsricutr. Would it be fair to say that if you did follow 
such a course, you would have to change completely the character 
of the Export-Import Bank? I mean, it would have to abandon its 
present program to a great extent if it took on this. Would that 
be a fair observation ? 

Secretary Duties. Yes, sir. 

I think you would have to shift the controlling influences very 
largely from the Treasury Department to the State Department. 

r am not reflecting in any way on the Treasury Department except 
to F save out that the Treasury Department is not set up to judge 
and appraise the types of conditions in foreign countries which would 
be a determining factor in the operation of this Fund. I believe it 
would not be advantageous, probably, to switch the Export-Import 
Bank into what you might call a State Department operation, any 
more than I do not think it wise to make this development fund into 
a Treasury operation. 

Senator Futsricut. My time is up, Mr. Secretary. 

I hope your staff will give further consideration to that particular 
question because I am confident we are going to have such arguments 
mace. 

Again, I would like to say I think this presentation is a very imagi- 
native and hopeful sign that we can get a good program out of this, 
especially on the economic aid. 

The Cuatrman. The Senator can take it up further on the second 
round, if he wishes. 

Senator Smith? 

SIGNIFICANCE OF AID PROGRAM 


Senator Smrrn. Thank you, Mr. Chairman. 

Mr. Secretary, I join with the others in complimenting you on your 
statement, which seems to me to be a very effective implementation of 
the President’s message to Congress yesterday, and on T'V last night. 
I was trying to get my own thinking straightened out. 

I issued a statement this morning, based on the President’s message, 
as follows, which defines the significance of this whole movement we 
are discussing. 

The President’s message to the Congress yesterday, and in this I 
include the Secretary of State’s statement this morning and his chal- 
lenging broadcast to the country, presents a soundly analyzed break- 
down of our national mutual security program. The issue he presents 
1s the security of our people. 

That security is inevitably alined with the security of the entire free 
world. We cannot reject or seriously cripple the President’s program 
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without grave danger, not only to our own survival as a free nation 
but also the survival of civilization itself. 

That is just my own reflection on the significance of what we are 
discussing today. I don’t ask for your comment, unless you want 
to make a comment, but I do want to go on with a few questions that 
are not in criticism of your statement but just to clarify certain things 
that came to me as you were reading it. 


NATURE OF DEVELOPMENT LOAN FUND 


I will devote my attention to the so-called loan fund, the develop- 
ment fund, and also the special assistance program, because those is- 
sues are where we might get the largest amount of controversy. I 
can’t believe there will be very much discussion over the soundness 
of the military end of it. 

In the first place, the loan fund is a loan fund and no grants can be 
made from this development fund; is that correct ? 

Secretary Duties. That is correct. 

Senator Smirn. Then, if we want to get into the area of grants, it 
would probably fall under technical assistance, perhaps, or under the 
present emergency program, which is your item No. 4; is that correct? 

Secretary Duties. That is correct. 

Senator Smiru. Then, for this development fund, and also under 
the discussions you have had on the military program, you see the 
necessity now, after our years of experience, in long-range planning. 
We are contemplating now long-range planning, both on ‘the military 
end of this program and also in : this loan fund, if we are going to have 
a program for constructive aid to these countries. 

Secretary Duuugs. Yes, sir. 

Senator Smrru. Is that correct? 

Secretary Dutxes. Correct. 


NATURE OF SPECIAL ASSISTANCE REQUIRED 


Senator Smiru. The other aspect that I wish to talk about from 
your presentation is the question of flexibility, and that comes in No. 
4 here, which is the President’s discretionary fund, I take it, and which 
your figure suggests would be about $300 million. 

I think that there is where we are going to get some controversy, 
and I would like to have that developed a little further. I was im- 
pressed by your statement, on page 9 here, where you point out that 
emergency money was used in Iran, in Jordan, for Hungarian ref- 
ugees, and so on. It is that type of crisis which arises that makes 
you feel you must have this emergency fund available; is that correct ? 

Secretary Duties. Yes, Senator. 

And I don’t think there should be a great controversy about this 
because, in fact, the degree of discretion ‘and flexibility which is con- 
templated is not in excess, substantially at all, of the flexibility which 
the President has had under prior acts, where he has discretionary 
funds and transfer possibilities which, at least, equaled what is sug- 
gested at the present time. 

I would say, furthermore, that in many respects I consider that that 
element of the program is the most v itally important of any because, 
as I point out, we are engaged in a kind of war, it is called a cold 
war. 
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Nobody can predict in advance where the pressures may become 
most serious, where a breakthrough by the opposition may become 
imminent, and to have all of your ammunition, in a way, tied up so 
that you can’t meet a new situation would, under present circum- 
stances, be the height of folly, both from the standpoint of the need 
of the fund and also the amount of the fund which, as I say, is within 
the same order of magnitude as has been customary. I do not think 
there should be much controversy about that. 

Senator Smirn. I agree with you on that, but, naturally, there will 
be attempts made to find out where there is the least definite ear- 
marking, if they want to cut this whole program. 

Now, when we had the Middle East discussion a little earlier this 
year, we prov ided a $200 million fund, and I am thinking of that. 
This is a similar fund to that one which you had earlier this year, but 
it was concentrated on the Middle East. 

I take it this $300 million fund you are asking for in fiscal year 1958 
is a worldwide fund and, at the President’s discretion, would not be 
limited to any special area of the world, but it would be possible to use 
it, no matter where an emergency might arise; is that correct? 

Secretary Duties. That is correct. 

You may recall, Senator, that when the President sent his special 
message to the Congress on the Middle East situation, he intimated 
at that time that he would ask for the $200 million discretionary fund 
for fiscal 1958 and 1959. 

Now, in view of the new setup which we now contemplate, that 
$200 million is otherwise taken care of. We figure that what is needed 
for development purposes, or roughly about half of that, could be 
provided for through the development fund or through technical as- 
sistance. Another “$100 million for possible discretionary use in 
relation to the Middle East would be provided in special assistance. 
That would substantially comply with the concept that the President 
had when he spoke of $200 million for the Middle East last January. 

Senator Smrrn. I am glad you clarified that. I am advised that 
my time is up. I will have to preserve my further questions for a 
second round, Mr. Chairman. 

Thank you, Mr. Secretary. 

The Cuarrman. Mr. Humphrey? 

Senator Humpnrey. Mr. Secretary, first of all, I want to say 
that I read with considerable interest and genuine support and ap- 
proval the President’s message. I was not privileged to hear it, 
but I did read it, and I felt that it was a very cogent and logical and 
persuasive message, and long overdue. I was delighted with it. 

Secondly, I want to join w vith my colleagues here on the committee 
in commending your statement before this committee. It, to me, is 
one of the finest statements that I have heard on our foreign policy, 
and I believe that it opens an opportunity for us to do some of the 
things that need doing in terms of long-term planning and pro- 
graming. 

PROGRAM FUNDS WHICH ARE LOANABLE 


I want to ask just a few specific questions relating to your own 
proposals. The total amount of the requested authorization, as I un- 
derstand it, is $3,865 million ? 

Secretary Duttes. Yes, sir. 
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Senator Humrnrey. That is a revised budget from the original ? 

Secretary Duxizs. Yes, sir. 

Senator Humpurey. Representing a reduction ? 

Secretary Duties. Of about $500 million on the military side. 

Senator Humenrey. Of that amount of the revised figure, now, of 
the $3,865 million, Mr. Secretary, how much of that would you esti- 
mate would fall within the repayable loan category ? 

Secretary Duties. About $500 million. 

Senator Humpurey. About $500 million ? 

Secretary Duties. Yes, sir. 

Senator Humpurey. The Development Loan Fund of $500 million 
would, of course, be all repayable? 

Secretary Duties. That’s right. 

Senator Humpurey. Mr. Secretary, is there not some of the defense 
support funds which can be loaned ? 

Secretary Duties. There could be some loanable amounts in these 
other items, but that was not sufficiently predictable so that I wanted 
to include that, but I think you can say that there is an additional 
factor, call it X, if you wish, which probably will be added to the 
loanable funds. 

Senator Humpurey. Without trying to press the point here, I would 
appreciate it if you, Mr. Secretary, or one of your associates, would 
give us a conservative estimate—I want to be on the conservative 
side—of the amount of funds in this program that you would estimate 
would be on a repayable loan basis. 

I want also to include not merely the dollar funds but the counter- 
art funds which may be used for economic development on a loan 
asis, because this is a significant factor within itself, 

Secretary Dues. I will produce those, Senator. 

Senator Humpurey. At some time before we go into the details of 

the bill. 

Secretary Duties. Yes. 

(The following information was subsequently submitted for the 
record :) 


CoMPARISON OF LOAN FUNDS IN Fiscat YEAR 1957 AND Fiscat YEAR 1958 


Fiscal year 1957.—Loans for development assistance and defense support will 
total at least $300 million, and for military assistance (normally short-term 
credits for the procurement of military equipment) $70-$90 million. Total; 
$370-$390 million. 

Fiscal year 1958.—Al1 assistance from the development loan fund will be on a 
repayment basis. It is possible that limited amounts of defense support or 
special assistance, as for example special assistance for Yugoslavia, may be 
loaned rather than granted. From military assistance funds it is proposed that 
$175 million will be used on a credit basis. In order to comply with the 50 
percent loan provision in the law, relating to the Asian economic development 
fund, an additional $45 million would have to be on a loan basis in fiscal year 
1958. Total, $675-$735 million. 


AID UNDER EISENHOWER DOCTRINE 


Senator Humpnurry. In light of the action that was taken relating 
to the Middle East Doctrine or the Eisenhower Doctrine, how do you 
break down the funds in this bill, or in this proposal, as related to 
the Eisenhower Doctrine? I have heard your statement on the 100 
million out of the Presidential fund. Out of what will the other 100 
million for fiscal 1958 come? 
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Secretary Duties. It would be provided by the development fund 
and technical assistance. 

Senator Humpurey. Out of the development loan fund? 

Secretary Duties. Yes. 

Senator Humpurey. So that would not be a grant; that would be a 
loan, again ? 

Secretary Duties. That is correct. 

Senator Humpnrey. That leads me to this question, which I gather 
is implicit in your answer. Your answer is implicit in that the 
Development Loan Fund of $500 million is to be considered available 
for those countries in the Middle East and Africa that are within the 
purview of the so-called Eisenhower doctrine; is that right ? 

Secretary Duties. Yes, sir. 

Senator Humpnrey. So it will be an admixture of grant and loan, 
under the terms of that doctrine ¢ 

Secretary Duties. That is correct for assistance extended under the 
doctrine. 

TRANSFERABILITY PROVISIONS 


Senator Humrurey. Relating to the transferability of funds, are 
you making any recommendations in the administration draft bill for 
any modification of the so-called flexibility and transferability provi- 
sions of the Mutual Security Act? 

Secretary Duties. Senator, my advisers tell me, and I think quite 
rightly, that they do not think I am qualified to answer that question. 

Senator Humrurey. Mr. Secretary, we will respect this expression 
of humility. 

Secretary Duties. There will be no transferability into the develop- 
ment fund. That is sealed. Apparently, there will be some limited 
transferability as between some of the other pockets, but that is a 
very intricate matter, and I would like to let those who are still lawyers 
give you the answer on that. 

Senator Humpnrey. My time is up, so we will come back to it, and 
I only add that I hope that your advisers and associates will contrast 
this year’s loan funds with last year’s loan funds, for our record, so 
that we get a breakdown on that. I think we will need that in debate, 
Mr. Secretary. 

Secretary Duuues. I can, I think, answer that, I am informed that 
this year’s loans will amount to about $200 million. 

(See p. 18 for information subsequently received.) 

Senator Humpurey. Thank you, Mr. Chairman. 

The Cuamman. Mr. Hickenlooper ? 


SECRETARY DULLES’ CONSISTENT PRINCIPLES 


Senator Hickentoorer. Mr. Secretary, I have read your statement 
with a great deal of interest, and in reading it, it seems to me that this 
statement that you have made today is completely and thoroughly 
consistent in principles with the historic positions which you have 
taken with regard to international matters of this kind. 

There may be a slight innovation in the matter of the revolving fund 
which you presented in principle 2 or 3 weeks ago to this committee, 
but I feel that there is great consistency in your position and in your 
perception and concept of this matter. 
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I wonder if you fee] that you have been consistent in this. 

Secretary Dues. I feel that Ihave,Senator. I know that long be- 
fore I was Secretary of State, when I was advising from a more or r less 
private capacity, and in the period when I was in the Senate, I ad- 
vocated and supported measures of this general character. 

I recall that I appeared here in support of the interim aid to Europe. 
I had just come back from France, and saw there the very great activi- 
ties which the Communists were carrying out. They had a general 
strike in France, and France was almost at the point of collapse. 

I recall I called on the telephone from Paris to Senator Vandenberg, 
and said that the situation was so precarious that if we could not 
throw a little aid into that situation, the French Government might 
be taken over by the Communists. 

I have felt that in this struggle with international communism, we 
had to spend money, spend some of it abroad, and if we did not spend 
money abroad we would be spending blood abroad, and I am sure we 
all prefer the money to the blood. 

Senator Hicken.oorrr. Mr. Secretary, I feel that you have been 

completely consistent, and I want to just recall for my own personal 
benefit, perhaps, the fact that I congratulated you in the past on the 
vision which you have had in these international affairs, and the 
courage with which you have stood up under some very adverse 
conditions on occasions to support the principles which you think, in 
the long run, are right. 

I shall not fail to join in the universal approval which has been 
given your statement this morning, these principles which I feel in 
many ways are a restatement of the traditional principles which you 
have followed, and I do congratulate you on the continued courage 
and vision in your approach to the security of the United States and 
the international matters involved. So I do want to join in thanking 
you for a very fine statement and a very clear outline of these princi- 
ples, and especially for the further advocacy of a revolving loan fund, 
which is one that not only intrigues me very much but I believe is a 
step toward a sound approach toward aid to underdeveloped countries. 

Mr. Chairman, I will yield back the rest of my time. 

Secretary Duttes. Senator, I would like just to say that I appreciate 
very much what you say, and I want to say, from my side, that the 
support which I have had almost consistently from the members of 
this committee has been a great help and encouragement. 

I remember particularly when you and Senator Green were with 
me at Caracas 3 or 4 years ago when we had quite a battle on our hands 
there, fighting against communism. The fine support which was given 
me there was very heartening, and whenever we get that support and 
the feeling of working together, we get a lot better results, I think. 

Senator Hickenwoorer. If I may have another minute, I may com- 
ment on Caracas, as I have in the past, that I don’t think the written 
or the public record fully gives you the credit which you deserve 
for one of the most master ful jobs in meeting a most serious situation. 

T again congratulate you, and I yield back whatever time I have left. 


The CHAIRMAN. Mr. “Mansfield? 


PERCENTAGE CHANGE IN MILITARY AND ECONOMIC AID 


Senator Mansriexp. Mr. Secretary, the President on yesterday sent 
9 
up a good message. Last night he made a fine speech in defense of the 
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mutual security program, and this morning you have made a very 
excellent presentation on behalf of it. 

I am, of course, very pleased, as I am sure the whole committee is, 
about the creation of a development loan fund, and I think that 
another good factor about the proposal this year is that in compari- 
son to this fiscal year’s appropriation, which contains 85 percent for 
military aid and assistance, compared to 15 percent for economic, 
on the basis of the proposal before us, this year’s bill provides for 
72 percent military aid and assistance, and 28 percent economic and 
otherwise. 

I think that is a step in the right direction, and I certainly want 
to congratulate you for the clarity with which you have expressed 
yourself this morning and the type of a bill which you presented 
to us for consideration. 

I would hope that as time goes on, we would be able to make more 
efficient the conduct of the ICA, and by that I mean, wherever pos- 
sible, to do away with duplication and overlapping, and make it an 
organization which would be able to operate on a businesslike basis. 


ADMINISTRATION OF AID PROGRAM 


I have one question, Mr. Secretary. 

The President said that the Secretary of State would, of course, be 
responsible for foreign aid coordination. Does that mean that you 
intend to rescind the order by which you transferred this authority 
to the Director of the semiautonomous International Cooperation 
Administration ¢ 

Secretary Duttes. I would have to continue, as in the past, Sen- 
ator, I think, to have a high level associate who gave more day-by- 
day attention to this than 1 can give, myself, but 1 would not expect 
in any way to delegate my responsibility in such a way that I did not 
myself remain ultimately responsible, and make the major policy de- 
cisions that are involved. ‘That is the case today. 

Senator Mansrievtp. That is all, Mr. Chairman. 

The Cuairman. Mr. Aiken, have you any questions ? 

Senator Arken. Mr. Secretary, I not only want to compliment you 
on the testimony you have given the committee this morning, but I 
also want to compliment you on the compliments you have received. 


LOAN REPAYMENTS TO DATE 


Apparently, the suggestion for a development loan fund is having 
strong popular appeal, and besides that it bears a great deal of prom- 
ise towards bringing greater efficiency and effectiveness into our for- 
eign programs. I think we are going to have a greater area of agree- 
ment on this proposition than we have had on some others. 

However, there will be critics of the plan, you may be sure of that, 
and one of the principal arguments of the critics will be that the 
countries to whom the soft loans are made will never repay them. 
We have heard those same predictions made when other soft loan 
agencies have been set up for domestic purposes, and I believe it was 
also made in connection with the establishment of the Export-Import 
Bank some 23 years ago. It seems to me that the best answer to the 
contentions of critics is evidence to the contrary. 
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Now, as I understand it, we have made soft loans to many foreign 
countries over the last 10 years, and particularly to some in south 
Asia, and I understand that there are repayments being made on those 
loans. Do you have any record that you could give to the com- 
mittee as to the repayments which have been made by foreign coun- 
tries, particularly in the southeast Asia area? Are they paying on 
the loans ¢ 

Secretary Dues. I will have those figures made available to the 
committee, Senator. So far, most of the repayments have been made 
in terms of interest on the loans, because the principal has not yet 
fallen due, but there have been appreciable interest payments received. 

(See p. 33 for information supplied.) 

Senator Arken. Most of these countries were not required to pay 
on the principal until after 5 years elapsed ? 

Secretary Duties. That is about right. They are longer-term. 

Senator Arken. But they are paying the interest on the loans? 

Secretary Duties. Yes, sir. 

Senator ArkEN. Would you say there are many in arrears? 

Secretary Duties. There is one case where interest is in arrears or 
has not been pressed, but I don’t think that that is surprising. 

The Congress recently acted to permit the waiver in interest pay- 
ments, suspension of interest payments, for one of the greatest and 
strongest countries in the world, and we all recognize that there are 
conditions where interest has to be foregone or suspended. 

That does not mean you are not going to get it. I think, Senator, 
the main thing is, as I indicated, that if you have a well-founded faith 
in the future of the country, and do enough to get it well started, 
then you can get your money back. 

It is a case, sometimes, where doing just a little is more costly 
than doing a little bit more. You have got to do enough, really, to 
get, as I said, momentum going, and I think we are doing that in 
a number of these countries. I would hazard the guess that a very 
large part, most probably, of what will be loaned by this develop- 
ment fund will at some time or other, in some way or other, inure 
correspondingly to the benefit of the United States. 

Now, it is hard to foresee the turns of history which will bring 
these things about. I think I referred to the fact that before the last 
war, India was heavily in debt to the United Kingdom and then, 
during the war, it oad up the other way around, and where the 
availability of credits in India was of immense value to the United 
Kingdom. 

One can never foresee the ups and downs of international events. 
I have long felt, and I know that view has been shared by many in 
the Congress, that we should get some flow from these advances that 
were designed to aid the economy of the country receiving them. We 
won’t always expect to get returns precisely on the due date for 
everything, and we will have to be moderate and tolerant in our 
attitude in those respects, but I am quite sure that this new way of 
doing it, which I know has been shared by many in the Congress for 
quite a time, will prove to be a more self-respecting way. 

I think this will more assure the usefulness of the advances being 
made. Nations, when they think they have to repay, are not going to 
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be so eager to borrow, unless they are quite sure they are really going 
to get the benefit out of the loan which will enable them to repay. 
The operation will, therefore, accumulate very considerable benefits 
for future generations of Americans. 

Senator A1rken. My time is up, Mr. Secretary. 

Secretary Duties. I am sorry; I have talked too much. 

Senator Aiken. No. You have been very informative. 

Secretary Duss. I apologize. 

The Cuarrman. Mr. Capehart? 

Senator Careuart. Thank you, Mr. Chairman. 

Mr. Secretary, 1 do want to congratulate you on your statement. 
I want to say to you that I shall vote for your proposal, for the 
first time on a foreign aid bill, because I feel that it is sound in prin- 
ciple, and I feel we are now on the right track, and you are doing 
what I have been fighting for for 10 years, namely, to get this foreign 
aid business in the form of loans, and the military to the military. 

I might say this: I have before me here the record of the loans that 
have been made primarily, most of them, since 1953. Some go back 
to 1948. 

I find that ICA has loaned $2 billion, in round figures; that $162 
million, in round figures, has been collected on interest; and $14 mil- 
lion, in round figures, has been paid on principal. This report does 
not show those countries which are in default on their loans, but I 
think it is interesting to note that $162 million out of a total of $2 
billion has been collected in interest already. 

And the longest loan I find here goes back to 1948, and there are 
very few of those. Most of them were made in the fifties. 


TRANSFERRING UNEXPENDED BALANCES INTO LOAN FUND 


I do have one question, Mr. Secretary. I feel so strongly that we are 
on the right track now, and have the right principle with respect to 
this whole matter, that I am wondering if it would be possible to 
transfer the unexpended funds that we have into this new principle 
and into this new set-up. 

For example, what are the unexpended funds at the moment under 
all of these four categories ? 

Let me say this: I don’t know that the amount is so important. 
There are a lot of unexpended funds; is that correct ? 

Secretary Duties. Roughly speaking, Senator, on the economic 
side, and I assume that is what you are referring to primarily, there 
is about a year’s backlog, you might say, equivalent to about a year’s 
appropriation. That, however, 1s obligated because we are now re- 
quired to obligate most of it, as you know, by the 30th of April, and 
all of it by the end of the year. 

Senator Carruart. Your answer is, then, that there are not any of 
those funds at this time which could be transferred into the new loan 
corporation / 

Secretary Duties. That is my impression, but I would not want to 
be as categorical as that, and I would like to ask you to put that 
question to Mr. Hollister, who is more familiar with it. 

I would think that there are probably certain types of operations 
which are underway, and which do involve loans and which could be, 
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in effect, picked up by this development fund, I would think there was 
some latitude there, but, as I say, I would rather have you go into the 
details of that with Mr. Hollister. 

Senator Caprnart. My thinking is simply this: that we do have 
X amount of unexpended funds for the military and defense support 
and economic and for other programs. 

Now, this new program, I think, is sound in principle, and I was 
wondering if we could not, at the earliest possible moment, break the 
unexpended funds into the categories that the new program falls into, 
namely, four, and transfer them, thereby eliminating maybe a duplica- 
tion of effort and duplication of organizations, and get a better admin- 
istration of the whole matter. 

Secretary Dunes. Yes. 

Senator Caprnart. Because I find too often we in the Congress here 
are talking about something that we don’t like, such as what happened 
a number of years ago, leaving the impression, though not intention- 
ally, that it is happening today. If we could roll all of these unex- 
pended funds into the new principle, we might be better off. 

I have no further questions. 

I shall watch the formation of the new corporation with great 
interest, and I shall watch the operation of the administration of the 
new program. I think it is excellent in principle. 

My only regret is that we didn’t do it 10 years ago. I think it is 
sound and, as I said a moment ago, I shall vote for it, for the first 
time in 10 years, because I think we are on the right track now. 

Secretary Duties. Thank you very much, Senator. 

Senator Capenart. Under this plan it can be very, very helpful 
to the world and ourselves, as well, and I, too, want to congratulate 

ou, Mr. Secretary, on what I think has been a splendid job in the 
ast 4 years. 

Secretary Duties. Thank you. 

The Cuarrman. That ends the first round, Mr. Secretary, Shall 
we continue with the second round under the same conditions? 

Secretary Duties. Yes. 

Senator Aiken left. I was going to make a plea for indulgence, 
but he has gone. 

The CHatrman. I think many of us should ask for indulgence, 
because the Senate meets at 12. 

Senator Fulbright, have you any more questions ? 


FORM OF DEVELOPMENT LOAN FUND 


Senator Fu.srieut. I notice Senator Capehart one or twice said, 
“the new corporation.” Do you recommend that this fund be incorpo- 
rated ? 

Secretary Duuzes. It is not our recommendation that it be formally 
incorporated. It would be operated as a distinct entity or body. 
We think there are some problems of rigidity in the corporate form 
which are undesirable and which can be explained at greater lengths. 

Senator Fursricut. Is it fair to say that you haven’t an adamant 
attitude, one way or the other, and that it is a matter that may be 
possible as the whole program develops? 

Secretary Duttes. Yes. 

Senator Futsrieut. I don’t wish to commit you. 
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Secretary Duties. No, sir. My original personal disposition was 
to favor the corporate form. I was persuaded that there would be 
some difficulties in doing it in that way to best advantage, because 
it would probably involve a greater duplication in some respects 
between the activities of the corporation and certain related activities 
of the ICA, and it would also give a certain type of legal responsi- 
bility to the directors, which might not be compatible with the type of 
high policy guidance which is desirable for the fund, certainly during 
its formative years. So for those reasons I was inclined to think 
that the unincorporated association, as you might call it, is better 
than a corporate form. But it is a matter where I think there is 
room for an honest difference of opinion. 

Senator Futsricut. Mr. Secretary, I wanted a moment ago, and 
I didn’t get to it, to particularly express my approval of the fourth 
and fifth points in your statement: that this fund would not be used 
to meet emergencies or other needs for short-term assistance, and the 
thought that this is to be devoted to basic public works, such as trans- 
port, communications, power installations, power irrigation, and 
drainage, and also to support local development banks and private 
enterprises engaged in the development of the country. I think those 
two points are especially pertinent and well taken. 


ADMINISTRATION OF DEFENSE ASSISTANCE 


One other question that I wish to develop a little bit, because this 
may be a source of some controversy, is this question of the separa- 
tion in the budget and in the administration of the military aid and 
defense support from the economic aid. 

This was one matter that caused the committee some concern. Could 
you just develop that a bit, and how you think the decisions with 
regard to defense support will be made, and whether you, as the Secre- 
tary of State, will have a voice in it? 

Secretary Duties. It is suggested by the President’s message and 
the proposed legislation that the military portion of this—both mili- 
tary assistance and related defense support—should be appropriated 
as part of the Defense budget, appropriated as a special part of the 
Defense budget, but appropriated to the President rather than to the 
Secretary of Defense. 

Senator Futsrient. To the President, you say ? 

Secretary Duties. Appropriated to the President. 

Now the keeping of it as a separate part and the appropriation of it 
to the President is designed for the purpose of enabling the President 
and Secretary of State to keep a control over the foreign policy aspects 
of these matters. 

The question of whether or not you provide defense assistance to a 
foreign country is not a matter, In my opinion, which ought to be 
decided purely on the basis of military considerations. 

There are always political considerations, and indeed economic con- 
siderations, because however valuable the military may conceive it to 
be to have a very big military establishment in a certain country, they 
perhaps are not the best people in the world to judge the economic 
and social consequences of doing that. Those ought to be judged by 
nonmilitary standards, as indeed is the case in fact as regards our 
own military budget; considerations of the impact of it upon our 
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budget, upon our monetary system, upon our economy—all of these 
things are taken into acc and the same needs to be the case 
with respect to foreign countries. 

The normal way of doing that is to give the Secretary of State, 
under the President, authority in those matters. That method has 
been devised as appropriate to do that. It identifies the project with 
the military, which is appropriate because it is primarily military 
considerations that are served, but it is done in a way, in a form, w hich 
is designed to, and we think will, conserve the foreign policy guidance 
of the President and the Secretary of State. 

Senator Futsricur. Then, if I understand it, this committee will 
authorize the appropriation and the appropriation itself will be 
carried directly to the Defense Department appropriation before the 
Appropriations Committee; is that correct ? 

Secretary Dutixs. Yes, once authorized, funds would be sought in 
Defense Department appropriations. 

Senator Futsricur. But that in the actual decisions for its use, you 
will have the primary responsibility, representing the President; is 
that correct ? 

Secretary Duties. Yes, sir; in the foreign policy aspects. 

Senator Furprrenr. And it will be up to the Defense Department to 
consult with you, rather than the reverse, in the administration of this 
particular fund ? 

Secretary Duties. Yes, sir. 

Senator Funsricgnr. My time is up. Thank you very much, Mr. 
Secretary. 

The Cuarrman. Mr. Smith? 





ROLE OF PRIVATE ENTERPRISE 


Senator Smiru. Yes, L have 1 or 2 questions. 

Mr. Secretary, how do you propose that the money in your revoly- 
ing development fund, your loan fund, will be administered, so as to 
operate with and aid the flow of private investment? The President’s 
message refers to the encouragement of private investment, and I 
want to know how you plan to go about it. 

Would the loan ‘fund possibly be merged with the attempts of pri- 

vate investors in foreign countries ? 

Secretary DuL.es. Quite often today, Senator, credits are extended 
as a joint operation between private bankers and investment houses, 
and the Export-Import Bank, which takes participation in the matter, 
sometimes subordinates its position. 

I see no reason why the same practice should not develop as between 
the development fund and private investors. 

Now, of course, the transactions that I referred to are usually rela- 
tively short-term operations, and I would not expect that the situa- 
tion would duplicate itself so readily in the case of long-term opera- 
tions, but I think that there would develop a coordination there, and 
if it was known to the development fund we were going to, for instance, 
promote a powerplant, it would be more easy to get private capital 
to develop some other plant which would use that power, things of 
that sort. 

There was a recent illustration brought to my attention where, if 
a certain waterworks plant were developed, that a private bottling 
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company would move in and make, perhaps, Coca-Cola or some such 
drink, Pepsi-Cola. 

Senator Smiru. I assume it would be our policy to do all we could 
to encourage private development and cooperate with them in every 
way possible. 

RECEPTACLE FOR LOAN REPAYMENTS 


Senator Capehart brought out that a lot of these foreign loans were 
being repaid. As this money comes in, repayment of the existing 
loans, will it go into your revolving development fund, or would that 
go into the Treasury { ¢ 

Secretary Duties. That would go into the revolving fund, and pre- 
sumably decrease the amount whic +h would be required to be borrowed 
from the Treasury, unless the demands had so risen as to make both 
sources seem necessary. 

Senator SmirH. Then, you contemplate $500 million next year in 
the revolving fund, and then in the second year ahead you wouldn’t 
necessarily call on the Tres asury for all of that, if money comes back 
from the existing loan and was in that pot alre ady ; isn’t that true? 

Secretary Duties. That is true, although it must be borne in mind 
that when you make these loans for long-term projects, you generally 
don’t begin getting the money back as quickly as a year or two. 

Senator Sarr. Then, what do we plan to do with the controversial 
question of the inconvertible currencies ? 

Secretary Duties. I should make clear—I think it is clear from 
what you said and I said—that the repayments on the existing loans, 
as they come in now, go to the Treasury. They would not go into 
this fund. What I was saying related to the new loans that might 
be made. 

Senator Smiru. The new loans? 

Secretary Duties. Yes, sir. 

Senator SmirnH. That is what I wanted to find out. 

Secretary Duties. Yes. 

Senator Smirn. The existing loans would go back into the 
Treasury / 

Secretary Duties. Yes, sir. 

Senator Smirn. But new loans, when they are repaid, stay in the 
revolving fund ? 

Secretary Duties. Yes, sir. 


LOAN REPAYMENTS IN LOCAL CURRENCIES 


Senator SMirn. To come back to my other question, what are we go- 
ing to do with the inconvertible local currencies which we are going 
to get and with which we will have a problem? That was discussed 
at some length in the committee. 

Secretary Duuies. Yes, sir. 

Senator Smiru. We favor repayment in local currencies, but we 
weren't quite clear as to what policy we pursue. 

Secretary Duties. The payment in local cur rencies is a difficult 
problem, and it may well be, of course, that some of the loans would be 
repaid in dollars. 

On the other hand, we do have uses for appreciable amounts of for- 
eign currency. There are, I think, only a relatively few countries at 
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the present time, perhaps 10 or thereabouts, where we have adequate 
amounts of local currency to meet the immediately foreseeable needs 
of our own Government agencies in these countries. 

Then, if the money is not transferable, there are uses which can 
often be made of the local currency in the form of reloans. ‘This 
would reduce additional dollar calls upon the fund itself. 


ICA’S UNCOMPLETED PROJECTS 


Senator Smrru. I just have one more question. 

The ICA is now engaged in certain projects which I assume are 
not yet completed. Would these be integrated into the new program, 
or would we wind them up on their own and have the new program 
start from scratch ? 

Secretary Duties. There would surely be an integration in the 
sense of a coordination. They would not operate in separate com- 
partments at all. 

Senator Smiru. I am not certain that we might not have some out- 
standing projects that don’t meet the qualifications for loans from 
the development fund. What do we do with them? I am not quite 
clear how we handle, I might say, the unfinished business. 

Secretary Duties. Are you referring, Senator, to such projects, 
for example, assuming that there was a country X, call it Korea, 
where a construction project was partially underway / 

Senator Smiru. That is right. 

Secretary Duties. I think each of those cases would have to be 
considered on its own merits. 

If the completion of the financing could be done through the loans 
under the development fund, it would be done in that way. 

If it could not be done, then we would have to have recourse to so- 
called special assistance, which is contemplated. 

Senator Smrru. Thank you, Mr. Secretary. 

My time is up again, and I thank you again for a splendid 
presentation. 

The Cuarman. Mr. Humphrey? 

Senator Humrnrey. Mr. Secretary, I want to pursue for just a 
moment the important point that Senator Smith was developing. 

I have been concerned over the variety of loan funds which are 
available under the terms under which the International Cooperation 
Administration operates. I am not speaking now of the Export-Im- 
Bank, or the international development funds, or the World 

ank, but under the ICA provisions, plus Public Law 480. 

We are going to prepare a report on a trip that I took in which 
Public Law 480 loan funds will be discussed. Would it be possible 
under this development fund which you are outlining here in your 
proposal, to have all loan funds, whether they are dollar loan funds 
or loans for locally generated currencies, to be under at least the ad- 
ministrative management of whatever board or person directs that 
development agency ? 

Secretary Duties. That could be done, although that is not con- 
templated by the legislation which has been submitted to you, 
Senator. 

There might be value, and I think would be value, if the uses of 
foreign currency for development purposes were all concentrated so 
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you did not get conflicting claims upon it, or conflicting uses of it. 

Senator Humpurey. I have in mind particularly that portion of 
the locally generated currencies which are designated for economic 
development purposes, that is, the loan development purposes. 

Now under section 420 of the Mutual Security Act, it is possible 
to generate some local currencies through the sale of surplus foods? 

ecretary Duties. Yes, sir. 

Senator Humpurey. Under Public Law 480, take, for example, 
Spain, which I just left a few days ago, where there are 100 million 
pesetas, I believe, in the Spanish Central Bank that are lying around 
there, no one being able to really say for what they are going to be 
used. I am not saying they won’t be used, don’t misunderstand me. 
Iam sure they will. 

But I have noticed that when we get over into the local currency 
category, you can find 2 or 3 places where local currencies become 
available, and while they apparently work their way around to getting 
back to ICA for some policy judgment, when it comes to these food 
dollars, such as under Public Law 480, you have to deal with 1 or 2 
departments of Government outside of the Department of State or 
ICA, and I am just of the opinion that we might very well conserve 
on the use of these dollars, of these funds, if we could concentrate 
not only the dollar loans but the local currency funds for local pur- 
pe under 1 director or under 1 board, however that may ultimately 

e set up. 

Saukiny Duties. We have given quite a bit of thought to that, 
Senator, and Mr. Hollister will be prepared to develop that quite 
fully. 


LOANS FOR REGIONAL DEVELOPMENT 


Senator Humpurey. Thank you very much. 

Now the other point that I had was in reference to whether or not 
any of the funds authorized and ultimately appropriated under the 
terms of your proposal could be made ula or a regional de- 
velopment agency. 

Just as a word of background, Mr. Secretary, I have for some time 
as an individual advocated that our Government might participate 
in a Middle East regional development agency, which would provide 
a capital fund for regional projects which would include within its 
scope the member states of the area and any other country that would 
like to participate in terms of a capital loan or a capital grant to 
such an agency. 

I discussed this with a number of heads of state, or at least prime 
ministers and finance officers, and each and every one felt that this 
could serve a very significant and vital role, over and beyond our 
unilateral or bilateral arrangements. I am not excluding what we 
are doing; don’t misunderstand me. 

I think what we are doing is vital and needs to be done. But I 
wondered whether or not out of the President’s special fund, for 
example, it would be possible for the United States, after due con- 
sultation with the appropriate committees of Congress, to make a loan 
or a grant for, let us say, a Middle East development agency. 

Secretary Duties. That would certainly be comprehended within 
the special fund, the $300 million fund, and there are certain of these 
projects which might even be assisted by the development funds. 
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We have incurred some disappointments in trying to realize these 
conceptions of regional development funds. They appeal to one as 
being extremely desirable, particularly in the Middle East, where 
there are some countries which are relatively well off, and others which 
are greatly impoverished. 

We have, as you know, the President’s fund that was created, a 3- 
year fund for regional development in the Far East. 

Senator Humrnrey. That is correct. 

Secretary Duties. We have not been able to find ways to use that 
as rapidly or effectively as we had hoped. The working out of these 
multilateral arrangements with several other countries gets into very 
an difficulties generally, which retards the thing, so we have had to 

ll back more upon the bilateral approach. 

We have not given up the multilateral or regional approach, and 
indeed we are restudying it in connection w ith this very area you 
speak of, and I have no doubt that at the meeting of the Baghdad Pact, 
which is scheduled for early next month, it will be further discussed 
at that time. 

But while we have our own problems in dealing with many other 
countries, the other countries seem to have even more problems in 
dealing with themselves, and so we get into a multiplicity of troubles. 

Senator Humpnurey. I recognize that. I merely wanted to estab- 
lish whether or not within the confines of this proposal there was the 
possibility of this, if not the feasibility, and, as Fenhersend it, there is. 

Secretary Duties. It certainly is a desideratum. 


USE OF LOCAL CURRENCIES 


Senator Humpnurey. If the chairman will indulge me for 2 seconds, 
I would like to make two suggestions to you, in all respect. 

First of all, in the country of Spain there is a desperate need for 
action on the part of our Gover nment in a request for wheat. 

Secondly, where local currencies are generated particularly under 
Public Law 480, due to administrative delays some of the value of the 
currency is lost ‘where we could have actually invested it, but did not, 
in tangible products which might have been of help, for example, to 
an embassy in a country where there is a need for new equipment and 
facilities. I just call your attention to this and when Mr. Hollister 
comes up, we will talk about it in more detail. 

The CHarrman. Mr. Capehart ? 
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TRANSFERRING UNEXPENDED BALANCES INTO LOAN FUND 


Senator Carpenarr. Thank you, Mr. Chairman. 

I would like to discuss just a moment again the matter we discussed 
before; namely, tranferring the funds or the activities into this new 
corporation, or fund, whichever it works out to be. 

For example, I find, Mr. Secretary, that ICA has authorized, in 
round figures, approximately $214 billion worth of loans; that they 
have disbursed. in round figures, a little over $2 billion. 

As I said before, $162 million, in round figures, has been repaid in 
interest, and, in round figures, $14 million has been repaid on principal. 

Now, I wish you would give considerable thought, 1f you will please, 
to turning over all of these loans to the new fund, or corporation, 
whichever it turns out to be, by law, and then making not only this 
$2,436 million, $2 billion of. which has already been disbursed and the 
other obligated, plus the $500 million we are talking about at the 
moment, plus another $750 million a year from now, and another $750 
million a year from then, into one corporation, making it into a revolv- 
ing fund. As now, the repayments of interest and principal g go into the 
Tre: isury, but I suggest they might go into this revolving fund to be 
reloaned under the law, and ‘thereby we might well find that we would 
never again have to appropriate any money, nor call upon the Treasury 
for any funds whatsoever, because the collections of interest and 
principal here might be more than $500 million, or $750 million, a year. 

It might be as much as a billion dollars a year, and it might well be 
that, with the authorization and appropriation you are asking for at 
the moment, plus that which we have previously invested, this might 
well develop into a big fund over the next 10, 20, or 30 years, and the 

American taxpayers would never be called upon to put another dollar 
into this fund at all. 

I wish you would give a lot of thought to that procedure. I think it 
would be better administration. 

Mr. Chairman, I would like to ask unanimous consent at this point 
to have printed in this record pages 505 to 510, exclusively, of the 
hearings of the Special Committee to Study the Foreign Aid Progr am, 
because that contains so many figures that are pertinent to what we 
are talking about here. 

The CuarrMan. Without objection, it is so ordered. 

(The information referred to above is as follows:) 
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International Cooperation Administration—Summary status of country loans, as 


of Dec. 31, 1956 





Country 


Afghanistan.._...--- 
Bs & eden 5« 
Belgium . ~__.--- 
Brazil___- oa 
China (Formosa) --.- 
SM obits cuaben 
Colombia. - 
Denmark. -. 
Ecuador. ..-...--- 
DOVER a .. <cnause 
France 
Germany... 
Greece. . .. 
Cee 
Ss aot cen nan 
Indonesia. . -.__- 
Iran 
Ireland_.. & 
Israel. . pean aime 
SS aE AF 8 
Japan 
Netherlands 
Norway...---- 
Pakistan 
Peru. 
Philippines - -__-_- 
Portugal. - rm 
Spain. 
Sweden. - ; 
Thailand_____- 
Turkey... : 
United Kingdom._. 
i oe cas utlantoee 
Yugoslavia-_- 
European Coal 
munity - ~~ 


and Steel 


| 68, 000, 478. 55 
: 


ai 29, 200, 000. 00 


“| 384, 800, 000. 00 


Com- 


| | 
Loan agreements | Loan disburse- 
ments 


$6, 433, 933. 19 
16, 000, 000. 00 


$1, 535, 933, 19 


68, 000, 478, 55 
149, 215, 000. 00 
40, 000, 000. 00 

| 4, 000, 000. 00 
10, 000, 000. 00 | 
35, 616, 443. 57 | 

3, 100, 000. 00 | 

7, 500, 000. 00 

| 225, 600, 000. 00 
16, 900, 000. 00 


25, 302, 760. 29 
3, 190, 881. 51 


35, 616, 443, 57 
1, 752, 805. 31 

1, 481, 113. 73 
225, 600, 000. 00 
16, 900, 000. 00 
25, 000, 000. 00 
5, 300, 000. 00 


9, 300, 000. 00 
272, 156, 420. 7! 
| 17, 200, 000. 00 
| 42, 000, 000. 00 | 
128, 200, 000. 00 | 
61, 290, 000. 00 | 
95, 600, 000.00 | 
108, 850, 000. 00 | 
149, 500, 000. 00 | 
39, 200, 000. 00 
61, 000, 000. 00 

7, 750, 000. 00 

10, 000, 000. 00 | 
36, 051, 000. 00 
92, 984, 726. 84 | 
20, 400, 000. 00 | 
10, 000, 000. 00 | 
130, 006, 686.10 | 





42, 000, 000. 00 
128, 200, 000. 00 
35, 403, 887. 92 
95, 600, 000. 00 
73, 640, 000. 00 
149, 500, 000. 00 
39, 200, 000. 00 
26, 499, 756, 58 


89, 048, 927. 33 


120, 627, 686. 10 
384, 800, 000. 00 
25, 000, 000. 00 | 25, 000, 000. 00 
24, 000, 000. 00 
100, 000, 000. 00 


100, 000, 000. 00 


| 2, 436, 854, 689. 03 


2, 017, 941, 087. 68 


' 
| 
| 


214, 317, 690. 95 | 
17, 200, 000. 00 | 


4, 610, 526. 31 
36, 051, 000. 00 | 


20, 400, 000. 00 | 
6, 161, 196. 34 | 


Interest col- 
lected 


$8, 011, 392. 81 


3, 946, 533.11 
2, 292, 470. 89 


6, 460, 435. 94 
38, 530, 917. 26 


4, 602, 986. 53 


162, 145, 341. 42 


Repayments 
of principal 


| $1, 693, 475. 50 


280, 000. 00 


2, 120, 848. 00 

~ 154, 142. 00 
950, 000. 00 
644, 196. 88 

4, 307, 144. 00 


~~ L, 195, 714. 00 
1, 610, 000. 00 


13, 924, 804. 27 
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Senator Carenart. I am not asking you to comment on my sugges- 
tion at the moment, but it seems to me as though, while we may 
already have invested sufficiently with the funds authorized, that with 
the new authorization, if it becomes a revolving fund, the American 
taxpayers might not be called upon ever to put up any more money, 
because the interest this fund or corporation might earn, plus the 
repayment of principal, might even be more than enough to make the 
kind of loans that we want to make in the future. 

I wish you would give a lot of thought to that, because I think it 
will give us much better administration. We might find that we can 
help ourselves and the world, and not have to put up any more money 
at all. 

The Cuarrman. This concludes the second round of questioning. 

Mr. Secretary, you have been very patient with us. I want to thank 
you, on behalf of the committee. This has been a very satisfactory 
hearing, and I hope it has been mutually satisfactory. 

Secretary Duties. Yes, sir. Thank you very much. 

The CHatrman. The committee will stand adjourned. I have 
already announced our next meeting. 

(Whereupon, at 12 noon, the committee recessed, to reconvene at 
10 a. m., Thursday, May 23, 1957.) 
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THURSDAY, MAY 23, 1957 


Unirep States Senate, 
CoMMITTEE ON Foreign RELATIONS, 
Washington, D. C. 

The committee met, pursuant to call, at 10:10 a. m., in room P-63, 
United States Capitol Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present : Senators Green (chairman), Humphrey, Mansfield, Morse, 
Kennedy, Smith (of New Jersey), Aiken, and Capehart. 

The Cuarrman. The meeting will please come to order. 

The Committee on Foreign Relations this morning will hear Mr. 
John B. Hollister, Administrator of the Intern ation: al Cooperation 
Administration. Mr. Hollister is here to testify in support of the 
proposed Mutual Security Act of 1957. This is the bill which Senator 
Wiley and I introduced ‘yesterday. Members of the committee have 
copies in their folders. If the committee is able to complete its ques- 
tioning of Mr. Hollister today, we will convene tomorrow to hear 
Assistant Secretary of Defense Sprague testify as to the military 
aspects of the program. In any event, we will meet tomorrow in room 
457, Senator Office Building, at 10 a. m. Mr. Hollister, will you 
proceed in your own way ? 

Mr. Hotuisrer. Senator, I have a statement here which I would 
like to read to the committee. 

The CHarrman. Will you proceed, please. 


STATEMENT OF HON. JOHN B. HOLLISTER, DIRECTOR, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Hotuisrer. I am happy to appear before this committee to 
discuss the proposals of the President for the continuation and im- 
provement of the mutual security program. 


STUDIES ON FOREIGN AID 


This year we have the considerable benefit of the studies that have 
been made by the Congress, the executive branch, and many private 
groups. These are of particular value in that they combine in their 
variety the views of people both inside and outside the Government 
and of those closely associated with the program in past years, as well 
as those who became informed of the program for the first time. 

This is important when we note the almost complete agreement of 
these studies on certain basic matters: 

(1) That the threat of Communist imperialism continues with an 
increased military capacity and economic base; 
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(2) That our security requires that we continue the program of 
military and economic assistance in substantial volume for the fore- 
seeable future ; 

(3) That the mutual security program is in large part devoted to 
sustaining and increasing the military effort. This is not clearly 
recognized by our own public and, therefore, some method should be 
adopted to make this clear ; 

(4) That economic development assistance to less developed coun- 
tries is as important to the security interests of the United States as 
defense assistance is. However, its objective should be clearly defined 
so that our purpose in carrying out such programs is understood by 
both our own people and the peoples of the less developed countries ; 

(5) That assistance for economic development should be admin- 
istered with full recognition that economic development is a long-term 
process ; and 

(6) That there should be an increasing percentage of our aid put on 
a loan basis, particularly in the field oF economic development. 


LIMITATIONS ON EFFECTIVENESS OF PROGRAM ADMINISTRATION 


I agree wholeheartedly with these basic conclusions, In addition, I 
feel strongly that the administration of the program suffers in two 
basic respects which greatly limit its effectiveness as an instrument of 
our foreign policy: 

(1) The program attempts to accomplish long-term objectives by 
methods which are totally unsuited for this purpose; and 

(2) Some of the fiscal procedures imposed on the operation of the 
program, intended to encourage sound management, have had the op- 
posite tendency. 

ADMINISTRATIVE CHANGES PROPOSED 


The following major changes are proposed in accord with the basic 
conclusions that I have listed to meet difficulties in the administration 
of this program: 

(1) Military assistance should have a continuing authorization and 
the appropriation requested should be on a no-year basis; that is, the 
funds will be available for obligation indefinitely unless canceled by 
subsequent congressional action ; 

(2) Defense support should consist of those funds which are neces- 
sary in the economic field to make it possible for the country involved 
to maintain its forces without deterioration of its economy; and also 
of those funds which are necessary to assure the availability of mili- 
tary facilities for our forces in certain countries. This account should 
also be on a no-year basis; 
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(3) It is also proposed that-there be a new development fund, which 
fund can only be used on a loan or other nongrant basis. That part 
of the existing defense support program which was directed toward 
economic development of a country, as distinguished from the mere 
maintenance of the economy as a concomitant of the military effort, 
will be in this category. This fund should be authorized on a con- 
tinuing basis and the requested appropriation will be for no-year 
money. I will discuss this fund in more detail a little later; 

(4) Technical cooperation is a most important part of our efforts 
and should be administered closely with the activities of the fund. 
Therefore, we ask for continuing authority for technical cooperation 
and we request that in accordance with the existing authorization in 
the Mutual Security Act, 25 percent of such funds, once appropriated 
remain available for 15 months rather than for 1 year; and 

(5) We further request a special assistance fund which will have 
three purposes: First, to provide economic aid under those circum- 
stances where neither defense support nor loans from the develop- 
ment loan fund will be available to accomplish the end desired; sec- 
ond, to meet unforeseen additional military or other requirements 
above funds programed; and thirdly, to serve, like this year’s special 
presidential Fund, to meet those contingencies which require waiver of 
certain restrictive provisions of the law. Insofar as the first purpose 
is concerned, this special fund is a recognition of the fact that there 
will be instances where it will be desirable to aid countries in a pro- 

ram or project not eligible for a development loan from the fund. 
Vhile most of this aid will be in the form of grants, loans will not 
be necessarily excluded. This special assistance account will contain 
the emergency funds deemed essential for flexibility in carrying out 
this Government’s policy in this fast-moving world. It would be on 
an annual authorization, appropriation, and obligation basis. 

We do not ask for any material change in the various smaller pro- 
grams which have been included in this legislation the last few years, 
and we request transfer rights similar to those presently in the law. 


DEFENSE SUPPORT AND MILITARY ASSISTANCE 
Let me show here a table which will indicate the proposed division 


of accounts for fiscal year 1958. I have also a chart to compare these 
accounts with our fiscal year 1957 appropriations. 
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Fiscal year 1958, mutual security program: Authorization and appropriation 
request * 


Fiscal year 1958 











Authorization Appropriation 
request request 
Title I: Mutual Defense Assistance: 
Ch. Il: Military Assistance; Sec. 103 (a): General Authorization - .| (2) | 34 $1, 900, 000, 000 
Ch, III: Defense Support; Sec. 131 (b)_. | (?) | 900, 000, 000 
Total, title I____. 4 2, 300, 000, 000 
Title Il: Development Loan Fund; Sec. 203..........-- | 5 $500, 000, 000 5 500, 000, 000 
Title {11: Technical Cooperation: 
Sec. 304: General Authorization- -- bit. bs | (?) § 151, 900, 000 
Sec. 306: Multilateral Technical Coope ration: 
(a) United Nations Expanded Program of Technical Assist- | 
ance... .-. cea Ee : 15, 500, 000 | 15, 500, 000 
(b) Organization of American States 1, 500, 000 | 1, 500, 000 


168, ‘900, 000 


Total, title III Sl ‘ 
Title IV: Other Programs: 


Sec. 400: Special Assistance : 300, 000, 000 300, 000, 000 
Sec. 403: Special Assistance in Joint Control Areas......--..-.- 11, 500, 000 | 6 11, 500, 000 
Sec. 405: Migrants, Refugees and Escapees: 
(a) Intergovernmental Committee for European Migration __| (7) | 12, 500, 000 
(c) United Nations Refugee Fund_...--..-.-- > , 2, 233, 000 | 2, 233, 000 
(d) Escanee Program | 5, 500, 000 5, 500, 000 
Sec. 406: Children’s Welfare Bie 1s dl eel ic 11, 000, 000 | 11, 000, 000 
Sec. 408: North Atlantic Treaty Organization-Civilian Head- | 


quarters 7) 2, 700, 000 
Sec. 409: Ocean Freight Charges: (c) V olunte ary Relief Shipments_ 2, 200, 000 2, 200, 000 
Sec. 410: Control Act Expenses 1, 300, 000 1, 300, 000 
Sec. 411: (b) Administrative and Other Expenses (other than | 


ch. I of title I, and sec. 124) 35, 000, 000 35, 000, 000 

(d) State — Administrative Expenses... -.__ (7) 4, 577, 000 

Sec. 419: Atoms for Peace__.._-_-- aie i 7, 000, 000 7, 000, 000 
Datel AMA sicn desc cbsccsp hh. cas host detucey-dacepacl | § 395, 510, 000 
ene) Sh oo ek Sd LLL i iad 15 ela te ‘3 3, 864, 410, 000 


1 Title and section references are to the Mutual Security Act of 1954 as it would be cumulatively amended 
by the proposed Mutual Security Act of 1957. 

2 Continuing (requested). 

3 This figure includes funds for infrastructure and assumes reappropriation of $500 million carryover of 
fiscal year 1957 military assistance funds. 

‘ Funds on a no-year basis. 

5 In addition, authorization is requested for the Treasury to make (unless disapproved in an appropria- 
tions act) loans to the fund, beginning in the fiscal year 1959, to cover obligations incurred by the fund. 
The maximum amount of obligations to be incurred by the fund is $500 million in the fiscal year 1958, $750 
million in the fiscal year 1959, and $750 million in the fiscal year 1960 and thereafter, with the unused por- 
tion of the maximum applicable to any of these years to be added to the maximum applicable to the suc- 
ceeding year. 

6 25 percent requested to be available for 15 months. 

7 Continuing (now in effect). 

8 In addition, continued availability of any unobligated balances is requested, indluding $23,800,000 of 
currently estimated unobligated balances for Palestine refugees in the Near East (sec. 407) and approxi- 
mately $500 million of military assistance funds. Also $47,548,000 of unobligated funds appropriated pur- 
suant to sec. 418 (b) for the President’s fund for Asian economic development will continue to be available 
through fiscal year 1958 under existing law. 


Note.—This paper replaces the one dated May 21, 1957. 


Mr. Sprague will explain the military assistance figures, discussing 
in some detail the $500 million difference between the figure contained 
in this table and that in the President’s budget message. In this 

table you will note that the request for defense support fiscal year 
1958 is $200 million less than was appropriated for fiscal year 1957. 
This is because under the new definition for defense support we esti- 
mate that only $900 million should be programed to assist countries 
with which we have military agreements to maintain forces of a cer- 

tain desired level and effectiveness or where we have bases established. 
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I am referring to these two pie charts. The difference between de- 
fense support last year and this year—you will note there is $200 
million difference—the pink piece in the chart. While this sum of 
$900 million will appear in the defense budget, it will continue to be 
administered by the ICA, to avoid duplication of staff and because 
it is so inextricably tied up with other foreign economic activities. 


May 17, 1957 


.$ 3,865 Million 


© Assuming reappropriation of $500 million carryover 


United Nations Technical Assistonce 


Total.. 
other 


programs 


of FY 1957 Militory Assistance Funds. 
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under multilateral ond 


®® Biloterol 


be 
” 
WW 
= 
og 
WW 
a 
z 
o 
3 
ze 
o* 
a: 
Oo: 
@ - 
a 
a. 
= 
© 
wo 
2 
> 
uw 


Multilateral and Other 


Military Assistance 


President's Contingency Fund 


Multilateral and Other 


.$3,767 Million 


FY 1957 APPROPRIATIONS 
Total.. 


> 
: 
< 
S 
S 
S 
S 
S 
S 


Technical Cooperation 
$152 


You will note that under this arrangement the military side of this 
program becomes $2.8 billion, $1.9 billion of military assistance, plus 
$900 million of defense support. 
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That is shown in here, and in the table over to the left where we 
have tried to break down simply the mutual defense side of the pro- 
gram consisting of this $1.9 billion of military assistance and $900 
million of defense support, showing that there is now $2.8 billion. 


= 


(millions ) 
$2,800 
86 


2 | 3 
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FY 1958 
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(#300 Adtton Appropriation) 777777 * 77 


— of 
Continuing ware 
Varie 
Annual 


TYPE OF 


MUTUAL DEFENSE AUTHORIZATION APPROPRIATION NEW APPROPRIATIONS 

\ oe Budget, ---------- 

annually, 
bits “} MO - year funds ------- 

ICA Budget, capitalization 
as needed 
ICA Budget, onnualiy 
15 Mero 
ICA, State 

{ onnuall 
one - year funds 


MUTUAL SECURITY PROGRAM 


® Assuming reappropnation of $500 million carryover of FY 1957 Military Assistance funds 


*¢ Bilateral programs only United Nations Technical Assistance under multilateral 
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WC and TECHNICAL COOPERATION 


Technical Cooperation™ --------- 


Defense Support ------------- 


MULTILATERAL and 
NON 
SPECIAL ASSISTANCE 
Programmed. -------------=--------- 
Contingencies 


When we set aside the $200 million of contingency funds which may 
be applied in any sector of the whole program, we leave the nonmili- 
tary side of the program at $865 million. That appears again more’ | 
clearly in the table at the left. Of this, $500 million is to be in the 
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development Joan fund. In this connection it should be noted that 
in fiscal year 1957, approximately $300 million will have been placed 
on a loan basis. 

I want to correct the figures that were given to the committee 
yesterday on this amount. They were given as something over $200 
million yesterday. It will be nearly $ 3300 million by the end of 1957, 
we believe, that will have been placed on a loan basis in our nonmili- 
tary programs, 

he CuatrMan. That is an estimate? 

Mr. Howuister. That is estimated because the year is not over as 
yet. Therefore, maintenance of anything like the present level of 
assistance will require a significant reduction in grants and an in- 
crease in loans. 

In other words, having placed something under $300 million on a 
loan basis, if under next year taking advantage of the development 
loan fund we place $500 million on a Joan basis, that means an in- 
crease over the amount in the loan category over this year of something 
like $200 million. 

Of the $365 million remaining, as evidenced over there on the chart, 
that is, after deducting from that $865 million, $500 million for the 
Development Loan Fund, about $152 million will be bilateral tech- 

nical assistance, and roughly $113 million for the various special funds 
which over the years change very little. This leaves about $100 million. 
Together with the $200 ‘million emergency fund which, as I have 
already stated, is usable either for the military or the nonmilitary 
side of the program, this gives us a special assistance fund of some $300 
million. 
FINANCING OF DEVELOPMENT LOAN FUND 


The development loan fund deserves further explanation because 
it is in this area that our proposals differ most basically from present 
practice. In the first place, we ask for an authorization and appro- 
priation of $500 million, and in addition, authority to draw on the 
Treasury for an additional $750 million in each of the fiscal years 
er and 1960, with any unused balance of such amounts to continue 

vailable in succeeding periods. Such an arrangement will not in- 
crease the fiscal year 1958 budget but would permit the fund to be 
replenished in subsequent fiscal years as might be needed from time 
to time. There are a number of reasons for the changes which we 


suggest. 
OBLIGATING AUTHORITY 


1. In our planning of projects which are intended to develop ba- 
sically and effectively the economy of a country, we are at present 
torn on the horns of a dilemma. Subject to limited authority to make 
exceptions, we must at present obligate 80 percent of our appropriated 
funds by April 30, or they lapse. Projects of the nature I am dis- 
cussing require very careful planning. They should be those which 
the country wants but also those which bring about the greatest 
progress. At present, until we receive an appropriation, we can 
give no assurance to a country beyond the current fiscal year that a 
particular project can go forward. These projects should, in general, 
be preceded by adequate surveys and engineering studies. To under- 
take such surveys and studies often creates an expectation that we 
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will finance the project involved. Serious repercussions may result 
in the event that lack of funds prevents its initiation. There is, 
therefore, pressure to obligate funds immediately for the entire cost 
of a project without adequate advance study. This results in long 
delays and frequent changes in plans. 


LOANS TO PRIVATE ENTERPRISE 


2. Another improvement which we hope will be brought about 
through the development loan fund is the greater participation of 
private capital in the economic development of the less developed 
countries. Our American system has demonstrated that private 
capital can operate much more efficiently and economically than 
any government. Furthermore, the reservoir of private capital is 
almost unlimited and to the extent that it can be used it will make 
unnecessary use of the taxpayers’ money in the foreign field. We are 
asking for authority to use the development fund for loans directly 
to private industry, as well as to countries and organizations either 
directly or in conjunction with loans from banking institutions and 
other sources of credit. 


COORDINATION WITH OTHER LENDING AGENCIES 


3. This brings up the question of possible competition with the 
World Bank, the Export-Import Bank or the new International Fi- 
nance Corporation. It should be pointed out at once that these or- 
ganizations limit themselves to dollar loans for self-liquidating 
projects to borrowers whose credit rating justifies the loan. While 
the loans made by the development loan fund may, of course, be 
made payable in dollars, and the borrower will always have the option 
to pay in dollars, it is contemplated that in many cases payment of 
interest and principal will be in local currencies, and it is in this area 
that the fund may well find its greatest usefulness. However, proper 
coordination will be established so that we will be certain that the de- 
velopment fund will not finance projects which other Government 
agencies or private enterprise are willing to undertake. 


ABOLISHING ILLUSTRATIVE COUNTRY PROGRAMS 


4. Finally, we hope that the use of the development loan fund 
will help us get away from the present necessity of establishing an- 
nual overall country programs at a specific level. Under the pres- 
ent system, a country often learns of the amount illustratively pro- 
gramed for it. Notwithstanding the fact that conditions may change 
greatly before the year is over, making it unwise or unnecessary to 
allocate to that preniey the specific sum, the country regards this sum 

1 


as something to which it has a vested right. Furthermore, a level 
established for a country in 1 year is most difficult to reduce in later 
years without political repercussions. 


USE OF ECONOMIC DEVELOPMENT FUND 


We believe that the use of this fund will bring better results at 
.lesser cost than the present system. We believe that the whole fiscal 
year 1958 program, as summarized today, presents the opportunity to 
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clarify to the people of our country the basic makeup of the pro- 
gram and to explain the need for its continuance. 


ADMINISTRATION OF ECONOMIC ASSISTANCE 


I wish to address myself to two additional matters which I believe 
will be of interest to the committee. 

The first refers to the administration of economic assistance. In 
the operation of a program of this type if we are to obtain the best 
possible results, the following factors should be taken into account: 

1. The necessity that all such operations be conducted under the 
policy guidance of the officials responsible for our foreign policy; 

2. The need for coordination of all the various types of activities 
in the economic area in dealing with friendly nations; 

3. Duplication of staff and effort should be avoided wherever 
possible. 

In the two years that I have administered this program, I have 
come to the firm conclusion that all phases of the economic assistance 
program should be administered and coordinated under one official 
if we are to accomplish the objective of giving effective assistance to 
our friends. 

Secondly, I believe that the administrative needs of the organi- 
zation should be carefully reviewed. We are constantly aware of 
the need to improve our fiscal and administrative controls and proce- 
dures. Much has been done in this direction over the past year or so. 
However, the best results cannot be accomplished without providing 
the means by which we can obtain and keep adequate staff to do 
the job. 

ACCOMPLISHMENTS OF MUTUAL SECURITY PROGRAM 


Gentlemen, let me state in conclusion that I believe firmly that this 
program is essential to the security of the United States. To give a 
few outstanding examples of its accomplishments, this program has 
been the weapon which has held back the Communists in Korea, 
Taiwan and Vietnam. 

It has saved Iran and Guatemala from internal capture and per- 
haps Jordan as well. Results such as these are worth many times 
the cost.of the effort. If we are to continue in the role of free world 
leadership, not only must we continue our mutual security program, 
but it seems difficult to see how we can reduce substantially its over- 
all cost. 

The Cuarrman. Thank you very much, Mr. Hollister. 

I have sent to members of the committee copies of a memorandum 
outlining the differences between the recommendations of the Special 
Committee to Study the Foreign Aid Program and the recommenda- 
tions of the President. I am inserting that memorandum in the 
record at this point. 
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(The memorandum referred to is as follows:) 


UNITED STATES SENATE, 


COMMITTEE ON FOREIGN RELATIONS, 


May 23, 1957. 


Memorandum for the Committee on Foreign Relations. 
From: Theodore Francis Green, Chairman. 
Subject: Comparison of recommendations of the Senate Special Committee 
To Study the Foreign Aid Program with recommendations of the President. 
To assist the committee in its consideration of the President’s message and 
his legislative proposals relative to mutual security programs (S. 2130), I have 
asked the staff to prepare the following table which points out the differences 
between such proposals and the recommendations made by the Special Com- 
mittee to Study the Foreign Aid Program in its report (Senate Report 300, 85th 


Cong., May 13, 1957) : 


Senate special committee 
recommendations 


The President’s recommendations in 8. 
2130 and in his message to Congress 


MILITARY ASSISTANCE 


1. Foreign policy direction by the 
Secretary of State should be strength- 
ened. 

2. If the President proposes placing 
military aid in the Department of De- 
fense appropriation Dill, Congress 
should consider this carefully, but such 
appropriations should be authorized an- 
nually and should be clearly ear- 
marked. 


DEFENSE 


3. Appropriations for defense support 
and development assistance should be 
separated. 


4. Administration of defense support 
and development assistance should be 
separated. 


5. Defense support should continue 
to be the responsibility of the Secre- 
tary of State and ICA should be fur- 
ther integrated into the Department of 
State. 


6. No change in the present system 
ef annual authorizations for appropri- 
ations for defense support was recom- 
mended. 

7. No change in the present practice 
of making defense support appropria- 
tions available for one year for obliga- 
tion was recommended. 


DEVELOPMENT 


8. Consideration should be given to 
vesting control of the proposed devel- 
opment loan fund in a corporation 
whose directors would include United 
States representatives from IBRD, the 
Departments of State and Commerce 
and the Export-Import Bank. 


1. No. change in existing 


ments is indicated. 


arrange- 


2. Military aid and defense support 
appropriations should be contained in 
a separate title in the Department of 
Defense budget and permanent authori- 
zations for appropriations for both 
kinds of aid should be enacted. 


SUPPORT 


3. Same. Loans for development 
should come from the “Development 
Loan Fund’. Any economic aid grants 
should come from the new “Special As- 
sistance” appropriations. 

4. ICA would administer the pro- 
posed development assistance fund and 
presumably defense support, although 
the President’s message is silent on this 
latter point. 

5. Defense support should be in the 
Department of Defense appropriation. 
Presumably ICA would continue to ad- 
minister defense support. Policy guid- 
ance for both military assistance and 
defense support would be effected by 
the Secretary of State. No change in 
the status of ICA within State is indi- 
cated. 

6. There should be a permanent au- 
thorization for appropriations for de- 
fense support. 


7. Defense support appropriations 
should be available for obligation until 
expended, i. e., indefinitely. 


ASSISTANCE 


8. The fund should be established 
and administered in ICA without the 
corporate form. There should be close 
coordination with existing lending in- 
stitutions. 
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TECHNICAL COOPERATION 


9. Technical assistance appropria- 
tions should be authorized annually. 


9. A permanent authorization for 
technical assistance should be enacted. 


OTHER MATTERS 


10. “Supporting assistance,’ defined 
as defense support, plus other grant 
economic assistance, but excluding 
technical assistance and development 
assistance, should be a distinct category 
of aid. 


10. Instead of a single category of 
“supporting assistance,” the President 
recommends separate appropriations 
for defense support and a new category 
of “Special Assistance,’ which would 
include funds formerly placed in the 


President’s “Special Fund.” 

The Cuarrman. I would like to have the International Coopera- 
tion Administration submit in writing its comments on this memo- 
randum, not now. 

(The following information was subsequently submitted for the 
record :) 

MILITARY ASSISTANCE 


Senate special committee 
recommendation The President's recommendation 
1. Foreign policy direction by the Sec- 1. No change in existing arrange- 
retary of State should be strengthened. ments is indicated. 


COMMENT 


In testifying before the committee, Secretary Dulles stressed that in his belief 
the foreign policy direction which he now has over the mutual security program 
is sufficient. In response to a question as to whether it would be desirable to 
put certain parts directly under his control, he said that in any case he would 
have to exercise his control through a high level, responsible official and that 
this is exactly what is done now. 

Under present arrangements the International Cooperation Administration 
is in the Department of State. Its Director is a high-level official ranking di- 
rectly below the Secretary of State and with, but after the Under Secretary. 
The Secretary of State participates both directly and through the Director of 
JCA in the policy determinations of the military assistance programs as well as 
the economic programs. When the Secretary of State delegates to the Director 
of ICA coordinating responsibilities, he does not separate himself from policy 
direction. The Director of ICA is in regular contact with the Secretary and 
the Under Secretary, and senior representatives of the Secretary are in a con- 
tinuing working relationship with the Director’s main assistants. The Director 
is given full policy guidance by the Secretary or Under Secretary and pursues 
it in his coordinating activities. 

In the view of the executive branch, it is important that the foreign policy 
direction of the Secretary of State be maintained over all of our mutual security 
programs. While it is proposed to include appropriations for defense assistance 
in the Department of Defense appropriations, the President specifically pointed 
out in his message that: 

“Policy guidance for both military assistance and defense support would, of 
course, be effected by the President through the Secretary of State.” 


MILITARY ASSISTANCE 


Senate special committee 





recommendation 


2. If the President proposes placing 
military aid in the DOD appropriation 
bill, Congress should consider this care- 
fully, but such appropriation should be 
authorized annually and should be clear- 
ly earmarked. 


The President’s recommendation 


2. Military aid and defense support 


appropriations should be contained in a 
separate title in the DOD budget and 
permanent authorizations for appro- 
priations for both kinds of aid should 
be enacted. 
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COMMENT 


In his message to the Congress, the President said that in order “to remove 
uncertainty as to the character and purpose of our aid, I recommend a clear 
separation of military and defense support assistance on the one hand, from eco- 
nomic development assistance on the other.” The purpose of this separation 
is to enable the Congress and the American people to have a clearer picture of 
the purposes for which their mutual security dollars are spent—and the amounts 
for each purpose. 

In order to make this separation plain and understandable, the President then 
proposed that defense assistance appropriations—both military assistance and de- 
fense support—should be included as a separate title in the regular Department 
of Defense budget. The President explained this recommendation, saying: 

“Our expenditures for defense assistance differ neither in basic purpose nor 
character from those for our own Armed Forces. Once incorporated in our 
own defense budget, they will become recognized here and abroad—as indeed 
they should be—as part of the military effort of the United States. To assure 
a continuing close coordination of all elements of the entire program, I also pro- 
pose that these funds be appropriated to the President.” 

The President went on to say: 

“T recommend also that appropriations for both military assistance and de- 
fense support be pursuant to a continuing authorization enacted by the Con- 
gress. This would fittingly recognize that our own security requires continuance 
of these parts of our own military effort as long as Communist imperialism re- 
mains a menace to free peoples. This would also enable the Congress to con- 
sider simultaneously appropriations both for our own Armed Forces and for as- 
sistance to friendly forces. In this way, these two interrelated elements of our 
military budget can be better integrated and balanced, and the effectiveness of 
both increased.” 

The regular budget of the Department of Defense has a standing authoriza- 
tion and comes to the Congress only as an appropriation measure. The Presi- 
dent’s proposal is that the foreign military program segment of our overall mili- 
tary budget is now so well established as a matter of national policy that it would 
be appropriate to place it on the same basis. However, because of the size of the 
Defense appropriation request and the length of time needed by the Congress to 
handle it, it is brought to the Congress very early in each session. It would be 
impractical to consider the foreign military program in connection with the domes- 
tic program unless it would be included in this regular appropriation request, and 
it would be impossible to do that, if it were necessary to go through the long proc- 
ess of authorization each year before the appropriation request for the foreign 
program could be considered. 

A further, very important advantage will be gained from establishing continu- 
ing authorization of appropriations and thus permitting consideration of the 
foreign program at the same time as the domestic program. This will enable the 
executive branch to secure appropriations for both programs at the same time, 
and it will thus be possible to combine procurement orders of items needed for the 
foreign program with orders for domestic program items. This cannot be done 
fully under the present separate treatment of the two programs. If the requested 
change is made, it could be expected to result in monetary savings. 

Secretary Dulles in his statement to the committee also expressed his views 
in support of the proposed change: 

“Both of these types of defense assistance—military equipment and support— 
have more in common, in point of purpose, with other elements of our own defense 
program than they do with other types of ‘foreign aid’. They contribute to and 
maintain our military security just as expenditures for our own forces do. 

“That is why the President has recommended that defense assistance should 
be recognized and treated as an essential element of our own worldwide national] 
defense effort. To do this effectively, he requests that appropriations for military 
assistance and for related defense support should now be so authorized that here- 
after they may be included as a separate part of the regular appropriations for 
the Department of Defense.” 
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DEFENSE SUPPORT 


Senate special committee The President's 
recommendation recommendation 
3. Appropriations for defense sup- 3. Same. Loans for development 
port and development assistance should should come from the development loan 
be separated. fund. Any economic aid grants should 


come from the new special assistance 
appropriation. 


COMMENTS 


The executive branch agrees that appropriations for defense support and 
development assistance should be separated. As the President said in his 
message to the Congress, “the major elements of our mutual security pro- 
grams * * * should be more clearly defined in order to facilitate more efficient and 
more economical administration. * * * To remove uncertainty as to the charac- 
ter and purpose of our aid, I recommend a clear separation of military and 
defense support assistance, on the one hand, from economic development assist- 
ance on the other.” 

In keeping with the objective of clearly defining the purposes which the 
various mutual security programs are designed to serve, the executive branch 
believes, as Secretary Dulles pointed out, that “what in the past has been called 
‘defense support’ should hereafter be confined to what is distinctly related to an 
effective military contribution. Development assistance to stimulate economic 
growth should be dealt with separately.” The recommendation of the President 
and the conclusion of the special Senate committee is that this economic develop- 
ment, which your committee concluded “is in the interest of the United States,” 
should be handled through the establishment of a development loan fund which 
would operate on terms of repayment. 

On those other occasions when, as Secretary Dulles said, “it will be in our 
interest to furnish assistance to friendly nations which is not designed to support 
our common defense effort and could not properly be handled through the develop- 
ment loan fund or technical assistance,” such aid should be provided separately as 
special assistance. Aid of this nature would not necessarily be confined to 
grants, but, in order to make a clear identification of the purposes for which 
our aid is designed, should not be combined with other categories of assistance. 


DEFENSE SUPPORT 


Senate special committee The President’s 
recommendation recommendation 


4. Administration of defense support 4. ICA would administer the proposed 
and development assistance should be development assistance fund and pre- 
separated. sumably defense support, although the 

President’s message is silent on this 
latter point. 


COMMENT 


The executive branch believes that the development loan fund should be under 
the administration of a director who would associate himself through appropriate 
liaison with other agencies of the Government engaged in similar or related 
activities, but he would be in ICA and under the foreign policy direction of the 
Secretary of State. This is discussed more fully under comment 8 below. 

The Administration also proposes that ICA should continue to administer, as 
it does today, the defense support program in close coordination with the Depart- 
ment of Defense and under the foreign policy guidance of the Secretary of State. 
It is generally true that funds are administered by the agencies in whose budgets 
they are appropriated. However, this is not always true. 

The President and Congress in their job of allocating United States resources, 
have their work facilitated if the several activities under consideration are 
grouped together according to purpose (as distinct from process, form of goods 
purchased, clientele, etc.). When it comes to administering programs, however, 
this is not always the predominant consideration. Defense support funds are a 
casein point: Aithough identical in purpose to military assistance funds, they are 
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different in form—frequently involving purchases in the civilian economy fol- 
lowed by sales in the civilian economy and normally involving the handling of 
two currencies, United States dollars and one foreign currency. They are also 
different in the form of goods and services which they buy. 

It would be wasteful to employ or develop within the Department of Defense 
all of the professional expertise and procedural knowhow required to do this 
complex job when such facilities already exist in ICA and will continue to be 
needed in ICA to carry out the other activities for which State-ICA is to continue 
responsible. Admittedly it would appear on the surface to be simpler if the 
agency in whose budget funds were appropriated always administered the same, 
just as it would appear on the surface to be simpler if the major contractor on a 
given job performed all subcontracts. Below the surface, however, in the actual 
workings of the program, less confusion and duplication will exist if ICA 
administers the defense support program. 


DEFENSE SUPPORT 


Senate special committee The President’s recommendation 


recommendation 5. Defense support should be in the 


5. Defense support should continue DOD appropriation. ICA would con- 
to be the responsibility of the Secretary tinue to administer defense support. 
of State and ICA should be further in- Policy guidance for both military as- 
tegrated into the Department of State. sistance and defense support would be 

effected by the Secretary of State. No 
change in the status of ICA within 
State is indicated. 


COMMENT 


In order to define clearly for the American people the purposes for which their 
money is being spent and the amounts for each purpose, the President’s first, 
fundamental proposal to the Congress is that “defense assistance programs 
should be separated for economic development.” His second proposal is that 
these defense assistance programs “should be recognized and treated as an inte- 
gral part of our own world-wide defense efforts.” He proposes that both types 
of defense assistance—nmilitary assistance and defense support—should be con- 
sidered by the Congress simultaneously with appropriations for our own Armed 
Forces. 

Defense support should, however, as pointed out in comment 4 above, be 
administered by the ICA. Moreover, as the President said in his message, 
“policy guidance for both military assistance and defense support would, of 
course, be effected by the President through the Secretary of State’’, 

ICA is now a part of the Department of State, fully under the policy direction 
of the Secretary of State. The executive branch does not consider that further 
integration of operating functions with policy functions would be wise. The 
basie principle and philosophy governing the relationships between ICA and the 
rest of the Department of State stem from the President’s Reorganization Plan 
No. 7 of 1953. The studies which culminated in that plan pointed to three gen- 
eral conclusions : 

1. The desirability of consolidating foreign economic and technical assistance 
programs for all areas of the world under a single person ; 

2. The basic difference in method and type of activity between these programs 
and the traditional foreign policy responsibilities of the Department of State; 
and 

8. The necessity for effective foreign policy guidance to these programs by 
the Secretary of State. 

These principles were reiterated by the President at the time the mutual 
security operations were transferred to the Secretary of State in 1955 and they 
were followed in the establishment of ICA. They are sound principles, based on 
years of operating experience, and they support a continuation of the type of 
administrative arrangements set up between the Department of State and ICA 
today. It is clear that related foreign assistance activities should be operated 
as an integrated whole; it is equally clear that detailed operating problems of an 
agency like ICA have very little in common with the normal policy activities of 
the Department of State. 





MUTUAL SECURITY ACT OF 1957 


DEFENSE SUPPORT 


Senate Special Committee The President’s 
recommendation recommendation 
6. No change in the present systems 6. There should be a permanent au- 
of annual authorizations for appropria- thorization for appropriations for de- 
tions for defense support was recom- fense support. 
mended, 
COMMENT 


As noted in comment 2 above, the President explained his recommendation by 
pointing out that “our expenditures for defense assistance differ neither in basic 
purposes nor character from those of our own Armed Forces.” He went on to 
recommend that appropriations for both military assistance and defense support 
should be pursuant to a continuing authorization enacted by the Congress. 

Such an arrangement would serve two highly desirable purposes. First, it 
would make clear that our own security requires the continuance of those over- 
seas aspects of our military effort so long as Communist imperialism remains a 
threat to free peoples. Second, a continuing authorization would enable the 
executive branch to include requests for appropriations for our mutual-defense 
programs in the regular appropriations of the Department of Defense, submitted 
at the beginning of each session of Congress. In this way the Congress and the 
American people can consider simultaneously appropriations for both our own 
Armed Forces and for assistance to friendly forces, thereby insuring that the 
fullest integration and balance is achieved between these two interrelated parts 
of our defense effort. 

DEFENSE SUPPORT 


Senate Special Committee 
recommendation The President’s recommendation 


7. No change in the present practice 7. Defense support appropriations 
of making defense support appropria- should be available for obligation until 
tions available for 1 year for obligation expended, i. e., indefinitely. 
was recommended. 

COMMENT 


The legislative requirement that defense support appropriations must be obli- 
gated by June 30—or indeed 80 percent by April 30—is unrealistic and wasteful. 
It compels taking final obligatory action in international transactions of consider- 
able complexity with a rapidity which is excessive and uneconomic and which in 
some cases require greater time to work out. The executive branch has repeatedly 
urged on the Congress the importance of extending the time for obligating these 
funds in order that it may be done with the necessary prudence and care. The 
Special Committee did not recommend against recognizing this urgent need for 
adequate time. It made no specific recommendation. However, it stated its belief 
“that the Congress should do what is possible to facilitate the administration of 
aid programs” but not to “invite executive irresponsibility in administering for- 
eign aid by abandoning legislative controls.” The committee added that “it can 
see no reason for making a general exemption of foreign-aid funds from normal 
fiscal controls.” ‘ 

The request of the executive branch is not for exemption from normal fiscal 
controls. It is for the application of fiscal controls appropriate to the prob- 
lem. Last year the executive branch requested the Congress to grant—and 
the Foreign Relations Committee and the authorizing legislation did in fact 
grant—no-year funds for military assistance and a 15-month obligation period for 
25 percent of the defense support and certain other funds. (The Congress also 
authorized a 4-year period for obligation of development assistance funds (under 
sec. 201 of the Mutual Security Act of 1954, as amended). 

The President has now requested that defense assistance—including both 
defense support and military assistance—be incorporated in the Defense Depart- 
ment budget. Other comparable elements of that budget are made available on 
a no-year basis. The President therefore recommended in his message that “these 
defense assistance funds be authorized as our own military procurement funds 
are authorized, whether this be on the present basis—available until expended— 
or as tt may be modified in the future.” 

This proposed change will not only make it possible to administer defense sup- 
port funds on the same basis as other defense assistance funds, it will also 
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strengthen the hand of United States officials dealing with foreign countries by 
removing the pressure on our administrators to obligate funds by the end of the 
fiscal year or earlier. The executive branch feels strongly that the change re- 
quested will result in a more economical and effective use of defense support 
funds. 

The proposed change does not reduce congressional controls. 
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Unobligated 


balances from past years will always be known to the Congress in each annual 
consideration of appropriations for defense support and can be taken into account 
in providing additional appropriations. 


DEVELOPMENT ASSISTANCE 


Senate Special Committee 
recommendation 


8. Consideration should be given to 
vesting control of the proposed develop- 
ment loan fund in a corporation whose 
directors would include United States 


The President’s 
recommendation 


8. The fund should be established and 
administered in ICA without the cor- 
porate form. There should be close 
coordination with existing lending in- 


representatives from IBRD, the De- stitutions. 
partments of State and Commerce and 


the Export-Import Bank. 
COMMENT 


As Secretary Dulles testified in response to a question from the committee, 
the idea of vesting control in a corporation, as suggested by the special com- 
mittee’s report, was carefully considered by the executive branch. He indicated 
that it was finally concluded that this form did not offer any advantages in opera- 
tion over the noncorporate form of administration and that on the other hand, 
it did tend to introduce certain rigidities into the operation which could hinder 
rather than advance it. For these reasons, and in order to avoid the needless 
administrative duplication which the creation of a separate agency would cause, 
and also “to assure coordination with our foreign policy objectives,” the President 
recommended that “the fund should be established and administered in the 
International Cooperation Administration.” 

Secretary Dulles, in commenting to the committee on the administration of the 
fund, stated the belief of the executive branch that “the best form of adminis 
tration would be to have a director of the fund who would identify himself with 
the other agencies of government through appropriate liaison. He would, how- 
ever, be in the ICA and under the direction of the Secretary of State.” 

He emphasized that it is highly important that there should not be competition 
between the fund and the Export-Import Bank and the World Bank. It should 
not make loans that either of these institutions or private capital would be 
prepared to make. The executive branch, he said, “would hope that there might 
be a cooperative partnership effort in these transactions.” 

The basic policies and procedures of the fund in their interrelation with those 
of other lending agencies will fall under the jurisdiction and will be determined 
by the National Advisory Council which has statutory authority in this respect 
In day-to-day operations, it is intended that there be a close relationship be- 
tween the administrator of the fund and officials designated by the other inter- 
ested agencies. Such problems that cannot be resolved at this level will be 
referred to the NAC. 

TECHNICAL COOPERATION 


Special Senate committee 
recommendation 


9. Technical 
tions should be 


The President’s 
recommendation 
assistance 

authorized 


appropria- o A 
annually. 


permanent authorization for 
technical assistance should be enacted. 


COMMENT 


The special Senate committee has specifically stated that “the technical co- 
operation program has established its utility to the Nation in its own right and 
that this can continue to serve our interests for many years to come.” Secretary 
Dulles expressed the same conclusion in his May 22 appearance before the 
Senate Foreign Relations Committee when he said: “There is universal agree- 
ment that the technical cooperation program is valuable and should be con- 
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tinued on substantially the present basis.” Similarly the President stated in his 
message that “the technical cooperation program is one of the most valuable 
elements of our entire mutual security effort. It also should be continued on a 
long-term basis.” 

The only question remaining is, therefore, whether it is desirable, at this 
particular moment, to authorize appropriations for this form of assistance on a 
continuing basis for either or both of the following reasons : 

(a) to give governmental recognition to, and to reflect in permanent 
legislation, this agreed long-term policy conclusion, or 

(bv) to make the planning and execution of the technical cooperation pro- 
gram more effective in achieving its purposes. 

The executive branch has requested that this be done. 

The special Senate committee, while indicating its willingness to make the 
foregoing policy “conclusion clearer in the legislation, if the executive branch 
feels that it is necessary and useful to do so,” nevertheless sees “a value in con- 
tinuing to require annual legislative authorization for this program, at least 
for the next 2 or 3 years,” arguing that “the committee’s review which precedes 
authorization will permit the Senate to observe the degree to which the recom- 
mendation of the subcommittee or technical assistance programs are applied in 
practice.” 

The executive branch feels that there are important reasons to support its re- 
quest, that such a request is timely, and not premature, and that the acceptance 
of this request need not preclude, or make more difficult, the recurrent review 
by the Senate of the execution and effectiveness of this program. Those reasons 
are these: 

First, from a foreign policy standpoint, there is no more satisfactory way of 
announcing, and making plain, that a particular program or activity is part of 
the long-term policy of the United States Government than by reflecting this fact 
in the customary fashion, i. e., by authorizing appropriations for such program 
or activity on a continuing basis. Declarations of intention do not carry the 
same weight and conviction, or exercise the same influence abroad, as the specific 
statutory authorization of a course of action. It is important today that the 
future course of the United States in this development field should be fully under- 
stood by the governments and peoples of the less developed areas. Knowledge 
that the United States will continue to help in efforts to improve their standards 
of living—that they can hope to rise from their present state of poverty may be 
of great consequence in men’s choices as to the political institutions through 
which they will seek to fulfill their expectations and aspirations. 

Second, since it is essential, as stated in the President’s message, that tech- 
nical cooperation be planned and administered in close relation to the develop- 
ment loan fund, and since it is proposed that the development loan fund should, 
both for foreign policy and operational reasons, be constituted on a long-term 
basis, it is desirable that the technical cooperation program be established on a 
comparable basis. Technical assistance and foreign development capital, for 
which the development loan fund will be an important source, are the twin indis- 
pensable and complementary prerequisites to the development of the less devel- 
oped areas. Those two elements of the program should, therefore, be closely 
related to one another, and this will be facilitated if both are authorized on a 
long-term basis. 

Third, the process of development is a long-term process and can be most suc- 
cessful when planned on a long-term basis. Technical assistance, as an essential 
ingredient in this process, should thus be planned on a long-term basis. To do 
this effectively, however, requires assurance to other governments that they can be 
reasonably sure that the continued technical assistance on which their own devel- 
opment plans depend will in fact be made available by the United States. Equally, 
it requires assurance to those in this government who will administer and partici- 
pate in such a program. Only then can they construct their organization, recruit 
personnel, fashion procedures and develop policies, plans and programs on firm 
assumptions as to long-term continuity of operations and thereby take various 
measures which should, over the long run, significantly increase the efficiency and 
effectiveness of the program. 

The executive branch believes that these reasons are sufficiently important to 
be controlling. It should also be practicable for the Senate to review the technical 
cooperation program recurrently even though there is no requirement for an 
annual authorization for an appropriation. The executive branch intends to 
develop and present annual programs to the Congress covering all mutual secur- 
ity operations and portions of that program—special assistance, for example— 
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will require annual authorizing legislation. It should be practicable, in conneec- 
tion with the consideration of such legislation, for the substantive committees 
to review all aspects of the program, and for those committees to propose, and 
the Congress to enact, such positive proposals with respect to technical coopera- 
tion as the review indicates to be desirable. This review should be facilitated 
by the fact that the executive branch, pursuant to such provisions of present law 
as section 535 and section 513 (if a technical amendment to be proposed by the 
executive branch is adopted) of the Mutual Security Act of 1954, as amended, 
will be recurrently filing a variety of general and specific reports with the sub- 
stantive committees of Congress. Under these circumstances, we believe that it 
should not only be just as easy, but easier, for the substantive committees of 
Congress which are concerned with the mutual security program to keep track 
of, and to exercise effective control over, the technical cooperation program, if 
authorized on a continuing basis, as it is for these and other substantive com- 
mittees of Congress to keep abreast of other activities and programs that are part 
of our permanent Government policy as, for example, the maintenance of United 
States military forces. 

The executive branch feels, as the Senate special committee apparently also 
felt, that this program has now proved itself, and that the time has come to con- 
stitute its organization, staff, etc., on a longer term basis. A permanent author- 
ization would permit more extensive long range programing and have a more 
satisfactory political effect on recipient nations. Of all the programs bearing 
congressional sanction for permanence this one claims the first priority. 


SUPPORTING ASSISTANCE 


Special Senate committee 
recommendation The President’s recommendation 
10. “Supporting assistance”, defined 10. Instead of a single category of 
as defense support plus other grant eco- “supporting assistance”, the President 
nomic assistance, but excluding techni- recommends separate appropriations 
cal assistance and development assist- for defense support and a new category 
ance, should be a distinct category of of “special assistance’, which would in- 


aid. clude funds formerly placed in the 
President’s “special fund.” 


COMMENT 


Among the principal points which are made by the special Senate committee 
are the following: that “the mutual security program contains many separate 
undertakings whose purposes may be, but are not necessarily, closely related”’. 
that “the multiple objectives of postwar foreign aid programs [have] become 
confused,” that “the foreign policy interests of the United States are [not] served 
by continued uncertainty as to the objectives and the nature of our aid pro- 
grams”, that “at heart, [present] administrative deficiencies [in the conduct of 
the program] reflect the confusion * * * over the purposes of foreign aid,” that 
“unless it is clear * * * how each of the parts of foreign aid are [sic] expected 
to serve the national interest, there is little likelihood that any design for the 
administration of foreign aid will achieve a high degree of effectiveness,” and 
that, consequently, aid categories should be established and defined so as clearly 
to distinguish as among their purposes and functions. 

The executive branch concurs in the great importance and desirability of es- 
tablishing and defining aid categories in such a fashion that, both at home and 
abroad, the purposes of each element of aid are unmistakably clear. 

The only difference between the special Senate committee and the executive 
branch arises from a difference of view as to the major purposes our programs 
are designed to serve and the manner in which aid should be grouped so as best 
to reflect these purposes. 

Since the two principal purposes for which aid is extended are, first, the 
achievement of a military objective—the maintenance of miiltary forces, the 
facilitation of military base arrangements, etc.—and, second, the furthering of 
economic development, the executive branch has tried in choice and definition 
of aid categories, in presentation and in the legislation, to group the aid proposed 
in relation to one or the other of these purposes, recognizing that there are also 
a whole series of other purposes—relief of refugees, alleviation of budget or bal- 
ance of payments problems, etc.—which are served by the program. 
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Thus the executive branch grouped together as “defense assistance’, because 
of their exclusively military purpose, “military assistance” and that part of 
“defense support”, as previously defined, which is necessary to enable other 
nations to make specific contributions to the common defense. Similarly, it 
differentiated “defense assistance” from the two types of aid which are directed 
primarily to purposes of economic development, namely, “technical cooperation” 
and the “development loan fund.” ‘Then, it provided for all remaining aid require- 
ments—except those, like our contributions to multilateral organizations, which 
should be separately and individually authorized—in a new category of aid en- 
titled “Special assistance.’ This category includes: first, any aid which is not 
designed for a “military” or “economic development” purpose or, in limited cases, 
which, although for “economic development” cannot meet the criteria established 
for the “development loan fund’’, and, second, funds for contingencies. The pur- 
poses covered are diverse, and the distribution of funds in subcategories according 
to these purposes would unduly fragment the legislation without, considering the 
relatively small sum involved, providing any compensating benefit in terms of a 
further significant public clarification of the objectives or nature of the aid pro- 
gram. 

The executive branch believes that this represents a logical and meaningful 
division of the aid program into a few simple categories which can be readily 
understood by the public and which are workable from the standpoint of efficient 
aid administration. It believes, moreover, that this division meets the heart of 
the problem raised by the committee. On the other hand, the aid groupings sug- 
gested by the committee would not achieve the committee’s express wish to 
clarify the aid program but would, instead, have the opposite effect by grouping 
with assistance related directly to the support of forces recommended by the 
Chiefs of Staff aid designed for entirely different purposes. 

The executive branch has been unable to find any common feature, except 
diversity of purpose itself, which would justify associating in one aid category 
all the diverse elements that would constitute “supporting aid’’, as “supporting 
aid” is described in the report of the State special committee. “Supporting aid” 
appears to be catch-all category which, unlike “special assistance” does not 
simply serve to combine in one aid category all the disparate residual elements 
of the program which cannot logically be grouped elsewhere. On the contrary 
it affirmatively embraces one category of aid, namely, ‘defense support”, which 
has purposes which are identical with the purposes of another major category of 
aid, namely “Military assistance”, and which, in most cases, has no purposes in 
common with the purposes of other kinds of aid that are included in the term 
“supporting aid.” 

It is one thing to commingle a number of small programs with many diverse 
purposes in a single account, as suggested for “special assistance”; it is a very 
different thing to add to this small pot pourri another large, clearly identifiable 
category of assistance, like “defense support,” to create what the committee 
itself aptly described at one point as being in the past, aid for “a mixture of 
military, economic, political, and humanitarian purposes,” and elsewhere as 
“expenditures for what are primarily military, political, and humanitarian pur- 
poses.” The executive branch does not believe that such a step will clarify the 
purposes of aid in the minds of the American public or peoples abroad ; it would 
rather have a contrary effect. 

Other arguments used by the special committee to support its proposed group- 
ing of aid are not sufficiently pursuasive to justify acceptance. There does not 
appear to be another common thread, such as administrative convenience, which 
would provide a sound basis for adopting the committee’s approach. It cannot 
be based on a distinction between aid which is grant or aid which is on a loan 
basis, since at least part of “supporting aid’ would be on a loan basis, and 
“technical cooperation” and “military aid” will be largely, but not entirely, on a 
grant basis. It is not premised on some distinction between aid recipients as, for 
example, the difference between “defense support” and “development assistance” 
has been premised in the last 2 years. It certainly cannot rest on the fact, prop- 
erly noted by the special committee, that “the need for supporting assistance 
arises from conditions beyond the control of this country,” for such a need under- 
lies nearly all forms of assistance. It cannot be predicated on a grouping of aid 
in a way which reflects organizational arrangements for the execution of aid 
programs since “supporting assistance” would be administered in conjunction 
with other forms of assistance, mostly by ICA, along with ‘technical cooperation” 
and the “development loan fund,” but, partly, in cases where it was a source of 
emergency assistance, as “military aid” by the Department of Defense. 
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The executive branch considers that the proposals of the special committee 
result from an effort to apply too many different criteria in grouping aid in 
different categories. Different types of aid may best be differentiated from one 
another according to their respective purposes. Alternatively, but less desir- 
ably, however, aid could be divided into categories to reflect the distribution of 
responsibilities for its administration among different agencies—Defense, ICA, 
State, ete.—to reflect the different forms which it may take—military end items, 
technical assistance, civilian goods and commodities, contributions to interna- 
tional organizations, etc; to reflect the manner in which it is extended—by grant, 
by loan, or by sale; and on several other bases. But the worst possible solution 
is to attempt to construct aid categories based upon the simultaneous applica- 
tion of two or more of these different tests. This is like “mixing apples and 
oranges.” The result is a mixture; and the result is confusion. 


The Cuarmman. Are you willing to submit to questioning now? 
Mr. Hotuisrer. I will be very glad to. 


AID DELIVERIES TO MOROCCO 


The Cuarrman. I have had a letter from Representative James 
Roosevelt sending me a report from Mrs. Eleanor Roosevelt on the sit- 
uation in Morocco. Mrs. Roosevelt reports that widespread famine 
threatens that country because of crop failure this year. She reports 
that more than 1 million tons of grain and 50,000 tons of sugar are 
needed to meet shortages. Substantial portions of these amounts are 
needed immediately. 

I have received information that we signed an aid agreement with 
Morocco on April 2 providing for some $20 million of aid for the 
balance of the fiscal year 1957. Have any aid supplies reached Mo- 
rocco yet, or are any on the way # 

Mr. Ho tuisrer. I doubt that anything has reached there as yet, 
unless we have put in some emergency relief under title II of Public 
Law 480. I would have to check that, Senator, and let you know. 

(The following information was subsequently submitted for the 


record :) 
AID SHIPMENTS TO MOROCCO 


On April 2, agreement was reached to supply $20 million development assist- 
ance aid to Morocco from fiscal year 1957 funds, the dollars to be used to finance 
imports of essential commodities. After further negotiations on the exact com- 
modities to be procured, ICA, on April 30, issued a procurement authorization 
for $7.9 million to cover the purchase of approximately 46,000 tons of sugar. 
Arrangements are now being made by Moroccan importers to purchase the sugar, 
but as yet no contracts have been signed. Procurement authorizations for the re- 
mainder of the $20 million will be issued by June 30. The subsequent speed of 
shipment will depend upon the arrangements made by Moroccan importers with 
the suppliers. Thus, no aid supplies are yet en route to Morocco, although the 
prerequisite steps are underway. 

Following a request by the Moroccan Government for emergency grain supplies 
because of crop failure this year, ICA informed the Moroccan Government on May 
23 it was prepared to grant up to 50,000 tons of cereals under title If of Public 
Law 480. Depending on the availability of shipping, ICA hopes to complete deliv- 
ery of the first shipments under this program by the end of July. The balance of 
the program will be completed as expeditiously as possible. 


Mr. Howuister. An agreement that was signed as recently as that 
would not be able to be implemented by now for any deliveries. 

The Cuatrman. We would be glad to have the information as to 
what has been sent and when it is planned for the first shipments to 
arrive. Would it be possible to use funds made available under the 
Eisenhower doctrine for assistance to Morocco 4 

Mr. Hotuistrer. It would. 

The Cuatrman. That is a specific instance that I wish to bring up. 


— bee 
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PERSONNEL TO ADMINISTER ECONOMIC DEVELOPMENT FUND 


Now I would like to ask another question. Mr. Hollister, I be- 
lieve the Economic Development Fund should be administered on 2 
businessslike basis, as doubtless you do. Do you have persons in your 
employ skilled in banking-type operations, or do you contemplate any 
change in your present ICA personnel ¢ 

Mr. Houuisrer. There will have to be some personnel added, Sen- 
ator. Of course, it is a subject which we would want to study very 
carefully. 

I would not be prepared to give the committee at the present time a 
complete organization chart as to how the fund would be adminis- 
tered. It must be remembered that whatever is done, there will be 
a transition period between the work as it is now being carried on 
and similar activities which will be carried on under the fund. 

You see, ICA does a substantial amount of lending today, as I have 
indicated to you, almost $300 million this year. Some of the loans 
which have been handled in the ordinary course will be turned over 
now to the fund, but as I say, there will be a transition period and 
there will be a little-by-little transfer of staff engaged in these present 
activities to a staff working on the fund activities. I doubt if much 
additional staff is needed, but there will probably be a few specialists 
required. 

The Cuairman. So you mean that you can get along substantially 
with the same number but of a different character ? 

Mr. Hotuistrer. There will be some new people needed. I am not 
prepared to say how many as yet. I don’t think very many. 

And of course we hope eventually to reduce personnel, but for a 
short time I would think there would be a slight addition in personnel 
in order to set this new fund up in the proper way and also to dovetail 
the present activities of the organization into the operation of the fund. 

The Cuairman. Thank you very much. 

Mr. Smith, have you any questions ? 

Senator Smirn. I have a few questions. 

Mr. Hollister, I did not hear the beginning of your statement, but 
I assume it follows along the same lines that Mr. Dulles gave us yester- 
day. 

Mr. Houuisrer. I tried not to repeat too much, and it is in some more 
detail perhaps than the Secretary's but it is the same general idea, of 
course. 

ADJUSTING MILITARY AID TO TOTAL DEFENSE STRATEGY 


Senator Smiru. I have a few questions here I would like to ask you. 
In our report on the foreign-aid program, the Senate special commit- 
tee noted that it was not ready to recommend continued authorization 
for military assistance until it was more assured that military aid is 
well adjusted to our total strategy of defense. 

rn . . ~~ . .- . 

he question is, has a study been made or is it being made, and is 
the current request for continued authorization based on such a study ? 

Mr. Horuisver. If you are talking with respect to military assist- 
ance, Senator, I would prefer that that be answered when Mr. Sprague 
comes up. . 

We are asking for continuing authorization for the military pro- 
gram, because it will be attached now to the Defense Department 
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budget, and that is on a continuing authorization basis. It seems logi- 
cal to run them together. 

There is no particular reason why the budget in the overseas field, 
in the foreign assistance field, from the military side should be handled 
on a different basis as far as authorization is concerned than our home 
Department of Defense budget. 

enator Smiru. Of course this committee is interested in the author- 
ization and in this request for continuing authorization. 

Mr. Hotister. That is before the committee, that is correct. 


ADMINISTRATION OF DEFENSE SUPPORT 


Senator Smiru. This question now, Mr. Hollister: Who will ad- 
minister defense support assistance under the new plan? Will it be 
the ICA or the Defense Department ? 

Mr. Hoxuister. It will continue to be administered by the ICA. 

Senator Smirn. By the ICA ? 

Mr. Hoxiister. That is correct. That is the plan at the present 
time. 

The reason for that, Senator, is that while defense support is essen- 
tially military in its ultimate purpose in that it is entered into for the 
purpose of bringing about the strongest military position that our 
allies can have within the confines of the requests that our country is 
making of them, still the ultimate effect is brought about by a series 
of steps which are in the economic field, and to have a separate staff 
in the Department of Defense conducting economic activities of that 
kind would be duplicating the same kind of thing which is done under 
the ICA. 

It seems very much more logical that in taking the various steps to 
ae about the ultimate result, they all should be consolidated under 
one head. 

Senator Smiru. Then participation of Defense Department would 
be in the budgetmaking area, bringing the foreign aid military under 
the same tent with the other request ? 

Mr. Hottister. That is the same as it is today. You see, all these 
programs are a joint operation, in their planning stage, of the De- 
partment of State, the Department of Defense and the ICA. There 
are meetings all the way along the line in all our programing, and 
when any program is adopted today, it is a joint activity. 


LOAN CRITERIA 


Senator Smrru. Now in the field of this development fund, develop- 
ment fund for loans, what do you plan as a criteria for making loans? 
Country X wants a loan. What do you set up as your criteria? 

Mr. Hotiisrer. I will read the criteria set out in the act. The 
terms of section 202 as the new legislation is drafted 

Senator Smrrn. This is the legislation we are now considering. 

Mr. Hotutsrer. This is the legislation which we are now consider- 
ing. I might read this whole paragraph. 

Senator Smirn. You might read that for the record, because it is 
a very important point. 

Mr. Ho.uisrer (reading) : 





To carry out the purposes of this title the President is hereby authorized to 
make loans, credits or guaranties or to engage in other financing activities or 


ye 














——— 
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transactions (not to include grants or direct purchases of equity securities ) 
to or with such nations, organizations, persons or other entities, and on such 
terms and conditions, as he may determine, taking into account— 


Now here are the three criteria— 


One, whether financing could be obtained in whole or in part from other 
free world sources on reasonable terms. Two, the economic and technical 
soundness of the activity or transaction and, three, whether the activity or 
transaction gives reasonable promise of contributing to the development of eco- 
nomic resources, increase of productive capacity or improvement of standards of 
living in furtherance of the purposes of this title. 

Senator Smirn. Does that mean that if country X has made appli- 
cation for a loan, we will say, to the International Bank, and it can’t 
quite meet the more rigid terms of the International Bank, that fact 
would have to be demonstrated before a loan would be made from the 
fund because if money could be obtained from the International Bank, 
I don’t suppose we would grant it ? 

Mr. Hottuister. That, of course, is one of the questions which has 
been raised, and we have discussed as we have gone along in working 
out this new plan. 

We should not want to be in any position where we would be saying 
to a country or any borrowing organization “We are ready with a 
little cheaper money,” and thus take business away from some other 
group that might be insisting on reasonable banking terms. 

We do not think there should be any conflict of that kind what- 
soever; we think that the fields ought to be entirely separate and there 
should be no stepping on the toes of other organizations or getting into 
their jurisdictions. 

Senator Smiru. In other words, if other organizations could do it, 
we would stay out of it ? 

Mr. Houtuisrer. Then we would not want to consider it. 


LOANS TO PRIVATE ENTERPRISE 


Senator Smirn. You mentioned in your testimony the assistance we 
can give to private enterprises, and the Secretary, I think, said yes- 
terday that some of this loan fund might be made in conjunction with 
private enterprise as well as directly, is that correct ? 

Mr. Hotiister. I perhaps should have read you the rest of this 
section because I stopped after giving you the three criteria. Section 
202 in the legislation goes on to say : 

The fund shall be administered so as to support and encourage private invest- 
ment and other private participation furthering the purposes of this title. 

So it is one of the purposes we have written into the act, and it cer- 
tainly would be my intention, and I would assume that of anybody that 
would succeed me in this work, to do what we possibly could to get 
private money into the foreign field. It is one of the things I have 
been trying to do in the last couple of years, and I think this fund 
will give us greater opportunity than we have today to bring that 
about. 

LOAN REPAYMENTS 


Senator Smit. That is very promising. Now, yesterday I asked 
the Secretary whether repayments of existing loans would go into this 
fund, and I understood him to say that repayments of existing loans 
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would not go into this fund but that it would start from scratch, and 
whatever loans made under this fund that might be repaid would go 
into the revolving fund, is that correct? 

Mr. Hoxuister. That is the present plan. We do not plan to have 
either Marshall plan loans or Mutual Security Administration loans 
or FOA loans or any loans that we now have outstanding go into this 
fund. We will start from scratch. 

Senator Smrrna. Thank you, Mr. Chairman. My time is up, so 
I yield at this point. 


DEFENSE SUPPORT FOR KOREA 


The Cuamman. Mr. Mansfield, have you any questions? 

Senator Mansrietp. Yes, Mr. Chairman. Mr. Hollister, the pend- 
ing bill calls for the appropriation of $900 million for defense support. 

r. Hotuister. Yes, sir. 

Senator Mansrretp. Could you supply for the committee a break- 
down of last year’s defense support assistance for Korea ? 

Mr. Hoxuister. Yes, I could. 

Senator Mansrretp. You haven’t got that with you at this time? 

Mr. Hoxtister. You want over recent years the amount of defense 
support money that has gone to Korea. You mean defense support 
judging by our old criteria of what defense support consists of rather 
than the new criteria? 

Senator Mansrretp. That is correct. 

Mr. Hotttster. Because we are now adopting a new method of 
establishing what defense support is. 

Senator Mansrretp. What I would like for the committee would be 
a breakdown of last year’s defense support program, and insofar as 
you can furnish the information, a breakdown of this year’s defense 
support assistance for Korea. 

Mr. Hottistrer. By breaking it down, Senator, do you mean to 
differentiate between this year’s and last year’s Korean money what 
mug belong in the new category ? 

Senator Mansrierp. No. 

Mr. Hotutsrer. How it could be split or do you want all different 
kinds of things, the complete breakdown. 

Senator Mansrrexp. All different kinds of things. 

(The information which was subsequently supplied for the record on 
this subject appears on p. 784.) 


ADMINISTRATION OF DEFENSE SUPPORT 


Do I understand that the administration proposes that defense 
support funds be appropriated directly to the Department of Defense ? 

Mr. Hotiisrer. No, appropriated to the President. 

Senator Mansrreip. They would be appropriated to the President ? 

Mr. Hoxtitster. To the President. 

Senator Mansrrexp. And allocated to the Department of Defense. 

Will the Department of Defense administer those funds or will 
they be administered by ICA ? 

Mr. Horuister. Be administered by ICA. Let me say they would be 
allocated to ICA and administered by ICA. They would be in the De- 
fense Department budget and appropriated in the Defense Depart- 
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ment budget but the defense support as distinguished from military 
assistance would be allocated to ICA for its administration. 

Senator Mansrtexp. It will be appropriated direct? 

Mr. Hotrister. To the President. 

Senator Mansrretp. To the President and then he will allocate it 
— 

Mr. Horuister. ICA. 

Senator Mansrretp. And the administration of the fund will be in 
the hands of the ICA? 

Mr. Hoxuister. Yes, sir. 

Senator Mansriexp. If it is to be administered by ICA, what is the 
justification then for appropriating the funds to the Defense 
Department ? 

Mr. Ho.uister. In order to make it perfectly clear that they are 
part of the military effort, as clear as possible, and if necessary, and 
if desired by those who are handling the military appropriations, 
to have the military commitees take an adequate look at them. 


NATURE OF DEFENSE SUPPORT 


Senator Mansrietp. We will go into that a little more later. Isn’t 
it true that defense support funds are used for what seem to most 
0 to be economic purposes, such as construction of harbors and 

ighways, or for budget support for countries with large defense 
costs ¢ 

Mr. Horutstrer. A great deal of it goes into that area, but I should 
point out, Senator, the m: vchinery under which American dollars are 
transferred into the economy of a country is one thing and the ultimate 
use that is made of the spending in that country is, of course, a differ- 
ent thing. 

In other words, we sometimes use economic activities to accomplish 
a result which is essentially military. 

Senator Mansrie.p. That is understandable, but would the per- 
petuation of this particular type of category of aid be rather 
confusing ? 

Mr. Ho.utsrer. I don’t think so, except insofar as the whole pro- 
cedure is a complicated one, but it should not confuse things. 

Senator Mansrretp. True, but then you have to maintain budgets, 
you have to construct bridges, you have to do this, that and the other 
thing. It is pretty hard to pin it down to see just what it is. 

Mr. Houuister. That is diffic ult, Senator, and placing this whole 
defense support under new criteria from those of the old defense sup- 
port category, has not been an easy matter. 

A number of factors have been taken into consideration, and I don’t 
believe there is any rule of thumb which would be adequate to say 
exactly where something which is purely military stops and some- 
thing which is economic begins. 

You can’t possibly do that in working out a situation in a particular 
country. You can get pretty close to an accurate result but you can- 
not be entirely accurate on it. 

Senator Mansrretp. The difficulty, of course, is that the program 
has confused so many people and so many members of this commit- 
tee in their attempt to understand it. 
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I wish there were some way that could be developed to simplify 
it so that it would be more clear in our minds. But let me ask this 
question, Mr. Hollister: Wouldn’t it be better simply to state, again 
talking of defense support funds, that in such countries as Korea, 
Formosa and Vietnam, the United States must expect to provide 
assistance on a grant basis so long as those nations are directly 
threatened by the Communists ? 

At least it would appear to me that this approach would avoid 
the confusion of having these economic-type funds appropriated to 
defense but administered by the ICA. 

Mr. Houuister. Well, Senator, the best answer I can make to that 
is that we are always hopeful that every country in which we are giv- 
ing aid, military or otherwise, will get in a better and better economic 
position. 

Some, we are sure, will; some, of course, look doubtful at the pres- 
ent time, but we are always hopeful. 

Now, as we are endeavoring to help these countries, we feel that 
there should be made a distinction between the help that we give 
which enables them to keep their military forces in the field, which 
is for their direct security and ours as well, and those sums which go 
to move the economy of the country forward so that it can get in 
better shape, and therefore make it more able ultimately to assume 
some of the costs which we are now assuming, and therefore, improve 
its economic position. 

We feel that is essentially a different thing than aid which is given 
merely to help keep those forces in the field and which is not designed 
for the improvement of the economy of the country. It merely keeps 
the economy from retrograding because of the fact that they have 
these great forces in the field. 

Senator Mansrrevp. In a sense you have answered part of the ques- 
tion, but I was thinking 

Mr. Hottisrer. It is a very difficult thing to make a dividing line, 
I realize that. 

Senator Mansrietp. Would it not be better to lump defense support 
in the category you describe as special assistance for which you are 
asking $300 million this year, and have those funds clearly justified 
as grant funds to particular countries instead of hidden under the 
confusing title of military or defense support ? 

Mr. Hotuister. This special assistance doesn’t belong in that cate- 
gory. Wearetrying to bring out, Senator, the fact that—— 


DEFENSE SUPPORT APPROPRIATIONS 


Senator Mansrrexp. If I understand you correctly, these funds go 
to the President. He allocates them to the Defense Department and 
you administer the allocation. 

Mr. Hotiister. The allocation is to the ICA to administer. The 
defense support funds are merely in the Defense Department budget. 

Senator Mansrtetp. Mr. Hollister, the present bill calls for future 
appropriations for defense support to be considered only by the Ap- 
Pappesatrone Committee as a part of the Defense Department budget. 

This means that some $900 million of economic-type funds will be 


in the Defense Department budget, although administered by ICA, 
and there will be no annual standard review of some of the big money 





MUTUAL SECURITY ACT OF 1957 65 


programs such as that in Korea which I understand amounts to about 
$300 million for the current fiscal year. 

Do you think the Appropriations Committee will look with favor on 
finding these funds in the defense budget ? 

Mr. Hotuister. The appropriations under defense support will, of 
course, be made annually. There will be no year funds and there will 
be continuing authorizations but the Appropriations Committee will 
have an opportunity to review them because there will be annual ap- 
propriations. 

Senator Mansrieip. That is true, but defense support has come to 
be considered as military assistance. 

Mr. Horazisrer. Senator, may [interrupt you ? 

The trouble is that it hasn’t come to be considered as military as- 
sistance. 

Senator Mansrrexp. Oh, yes, it has because you have defense support 
and military assistance and you can’t differentiate between the two. 
You consider them together, and in your presentation you have $1.9 
billion for military assistance and $900 million for defense support, 
and in the minds of the public those two things go together. 

And when I mentioned to Mr. Dulles yesterday that there was a 
breakdown in the amount given in military assistance given next year 
from 85 percent this year to 72 percent in the coming fiscal year, he 
agreed, because we are putting in 1.9 billion and the $900 million, so 
in the minds of the people, and I think in the minds of a good many 
Members of Congress, you have got these two items lumped together. 

That is why I raised the question about putting it in a special 
assistance fund. 

Mr. Hotutster. Perhaps I misunderstood you, Senator. You are re- 
ferring to the coming year as lumping them together. The criticism 
which I think has been leveled against the so-called item of defense 
support in the past has been that some of it has not been defense sup- 
port. Weare trying to cut out that part which is not defense support 
so that in the coming year we will show defense support as that which 
we think essentially is defense support. 

We think the terminology was wrong, and that people misunder- 
stood it, and that we should take out of the defense support category 
that part which is not properly defense support and make it much 
more clear than we have in the past, if possible, that what we now 
call defense support is really basically to help our allies keep their 
armies in the field, because we not only think it is more efficient to 
have them there, rather than move our soldiers all around the world, 
but it is obviously much cheaper. 

Senator Mansrrevp. Mr. Hollister, if this particular section of the 
aid bill goes in the defense appropriation measure, I think you are 
looking for trouble because the people on the Appropriations Com- 
mittee who deal with defense items are prone to look at matters in 
a strictly military sense. And it might well be that this item would 
be either reduced considerably or perhaps knocked out altogether, 
unless you can explain it to them in a way which will indicate clearly 
that it is a military item. I think you yourself have doubts in so 
describing it. 

The CHatrman. The gentleman’s time has expired. There will 
be a second round of questioning. 

Senator Mansrtetp. No answer is required. 
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Senator Morse. I think the witness should be allowed to answer 
Senator Mansfield’s question. I don’t think the record should be left 
hanging this way. I don’t think the witness ought to be stopped. He 
ought to be allowed to answer the Senator’s question. I think it is a 
very bad procedure. 

The Cuatrman. The question can be asked again in the second 
round. 

Senator Morse. It will never be found in the record. 

Senator Mansrirevp. Mr. Chairman, I would move, to bring that 
matter to a head, that Mr. Hollister go over my statement and see 
what he can draw in the way of an answer. 

The Cuarrman. Mr. Hollister, would you like to answer it? 

Senator Mansrretp. And let’s go to the next witness. 

Mr. Hotuister. Do you want me to answer it ? 

Senator Mansrretp. Yes, answer more fully this last statement I 
made for the record. 

Mr. Hotuister. Later, you mean ? 

Senator MANnsFIELp. Yes. 

Mr. Ho xuister. I would be glad to, because it is a long statement 
and I would like to analyze it as carefully as I can. 

The Cuarrman. Will you do that now ? 

Mr. Houuister. No. I think the Senator meant that I answer that 
question for the record after I have a chance to analyze it. I was 
going to have to ask the Senator to restate it more concisely. 

(The following information was subsequently submitted for the 
record :) 


SENATOR MANSFIELD’S QUESTIONS CONCERNING DEFENSE SUPPORT 


Senator Mansfield asked the executive branch to comment upon the following 
questions asked by him during the hearings on May 24 (numbers added) : 

(1) Isn’t it true that “defense support” funds are used for what seem to most 
people to be economic purposes such as construction of harbors and highways, 
or for budget support for countries with large defense forces? (2) Won’t the per- 
petuation of this category of aid be extremely confusing? (3) Wouldn’t it be 
better simply to state that in such countries as Korea, Formosa, and Vietnam the 
United States must expect to provide assistance on a grant basis so long as those 
nations are directly threatened by the Communists? (4) At least that approach 
would avoid the confusion of having these economic-type funds appropriated to 
Defense, but administered by ICA? (5) It would also avoid misleading people 
into thinking that “defense support” consists of military items. (6) Wouldn’t it 
be better to lump defense support with the category you describe as “special assist- 
ance” and have those funds clearly justified as grant funds to particular countries 
instead of hidden under the confusing title of “defense support”? 


COMMENTS OF THE EXECUTIVE BRANCH 


Nearly all of the studies which have been made of the mutual-security program 
over the past year have stressed the confusion resulting from the failure to define 
clearly the several categories of foreign aid and their several specific purposes. 
For example, the Senate special committee report stated its conclusion: 

“The important point is that whatever form the legislation takes, the purposes 
of each type of aid should be clearly demarcated and expenditures of funds ear- 
marked for each type should be directed to its specific purposes. Unless this 
is done, it will not be possible for the people of the United States or the Congress 
to understand either the distinct objectives or the magnitude of the various pro- 
grams. It will not be possible to form an evaluation of their varying efficacy. 
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It will not be possible, in short, to control these programs in a responsible 
fashion * * *” (P.30; ltalic supplied). 

The Fairless Committee report made the same point and then went to a specific 
recommendation : 

“There is confusion on the part of our citizenry concerning our foreign economic 
and military programs due in part to the complicated machinery and organiza- 
tion for the administration of these programs. 

“In order to improve administration, to clarify what is being done, and to 
facilitate the legislative process, it is recommended that there be a separation 
between economic and military contribution to the collective-security program. 

“All forms of proposed military assistance should be submitted to the Congress 
as a separate litle within the regular Defense budget. That separate title should 
include all of which is now labeled ‘Military Assistance’ in the mutual-security 
program dnd also that portion of what is now called ‘defense support’ which is, 
in fact, for support of local military requirements. In making this recommen- 
dation, we realize that all military assistance has economic effects and that eco- 
nomic assistance does support military assistance. 

“All forms of nonmilitary assistance should be submitted separately and la- 
beled as economic assistance, to be justified and administered by the Department 
of State.” (P.13; italic supplied.) 

Similar conclusions were reached by the International Development Advisory 
Board and by a number of the experts reporting to the special committee. For 
example, Ambassador Armour’s report recommends “that the title ‘Defense Sup- 
port’ be abolished and that the funds and items under that category be reassigned 
on the basis of their primary purpose and use to ‘military assistance ’and ‘eco- 
nomic assistance’ or some other relatively clear-cut title.” He went on to say 
that, “Once this has been done, the road would seem clear for a reconsideration 
of the suggestion made by certain members of the Foreign Relations Committee 
last year that military assistance be separated, legislatively and administratively, 
from economic and technical assistance.” 

In order to clearly define for the American people the purposes for which their 
money is being spent and the amounts for each purpose, the President’s first, 
fundamental proposal to the Congress is that “defense-assistance programs 
should be separated from programs for economic development.” His second 
proposal is that these defense assistance programs “should be recognized and 
treated as an integral part of our own worldwide defense efforts.” He then 
points out that defense assistance includes two types of aid: military assistance 
(hardware) and defense support. He proposes appropriations for both military 
assistance and defense support be considered by the Congress simultaneously with 
appropriations for our own Armed Forces. 

The point made by the President is that defense support exists for a military 
purpose—in most cases to make it possible for the countries with which we have 
military-assistance agreements to maintain the forces we want them to maintain ; 
in some cases to make possible or secure some other specific contribution by the 
country to the common defense. 

Considered legislatively, defense support is justified only by the military pur- 
pose it serves. The appropriate legislation in which it should logically appear 
is the legislation in which there is considered the military-assistance program 
which it is to support. 

This idea is not new. The Congress recognized it plainly in the 1954 revision 
and codification of the Mutual Security Act. Until that year, defense support, 
though clearly recognized by the Congress as intended for a military purpose, 
had gradually grown up as a variation of economic aid and had been included 
in the economic section of the legislation. In the revision of 1954, defense sup- 
port was specifically separated from the various economic provisions where it 

vas found and was identified as a subcategory within the overall mutual defense 
assistance category—chapter 3 of title I. In explaining this grouping (later 
accepted by the Foreign Relations Committee and the Congress), the House 
Foreign Affairs Committee described defense support as— 
designed to support the military efforts of certain countries which are 
eligible to receive military assistance. Such support involves the provision 
of resources which a recipient country requires if it is to carry on a defense 
program of the size which United States policy regards as necessary. 
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The policy reason for mutual defense support programs is the attainment 
of military objectives rather than the extension of any economic benefits 
which may also incidentally accrue to the recipient nation (pp. 31-32). 

It is apparent that both military assistance and defense support depend upon 
the same justification: the need to achieve a specific military purpose in a par- 
ticular country. They are thus twin, complementary measures for the achieve- 
ment of the same end. It is, therefore, both logical and desirable that they 
should be considered together in the legislative determination of policies and 
appropriations. 

It is, of course, true, as the first sentence of Senator Mansfield’s question indi- 
cates, that defense-support funds are used for what seems to most people to be 
economic purposes. It would be impossible for it to be otherwise. Economic 
assistance must take an economic form, even though it is for an exclusively 
military purpose. This in itself is not objectionable. Confusion arises because, 
under present budgetary procedures, the public has no way of clearly recognizing 
that some economic assistance is for the purpose of maintaining an agreed level 
of military strength, while other economic assistance is to make development 
possible. This confusion has been compounded by the fact that, under existing 
legislation, in all countries where we have military-assistance agreements, all 
defense support and development assistance are lumped into one category called 
defense support. This is exactly the kind of confusion which has led to the 
misconceptions referred to in the special committee’s report which, as the 
committee said, “was bound to lead, as it has led, to increasing disillusionment 
and hostility toward foreign aid in this country.” 

It is this type of misconception which the executive branch proposal is 
specifically designed to correct. It is intended to do so (1) by clearly separat- 
ing the several parts of the mutual-security program, (2) by identifying their 
purposes, and (3) by grouping defense support where it properly belongs: with 
mnilitary assistance in the national defense budget, and (4) by similarly grouping 
all other funds in categories according to their purpose. 

When this is done, it should be easier for the American people to understand, 
without misconceptions, just what their money goes for. They would be able to 
see that defense support is just that economic help which is necessary to enable 
a country to support the enlarged forces we and it agree it should have. They 
would be able to find in the defense budget all the funds which go for a military 
purpose, even though some of them take the form of budget support, construction 
of harbors, highways, and other projects essential to the purpose of maintaining 
the economy despite the burden of the increased Military Establishment. 

As Senator Mansfield’s third point suggests, it is probable that the United 
States must expect to provide assistance on a grant basis to such countries as 
Korea, Formosa, and Vietnam so long as these nations are directly threatened 
by communism. However, the executive branch does not believe that this is a 
sufficient explanation of why we are supplying and will need to supply such 
help. The reason is because the United States has agreed with each of these 
nations that they will develop and maintain certain levels of armed forces 
which we and they agree are important to our mutual defense and for which we 
supply military equipment. It is obvious that their impoverished economies 
would simply collapse under the burden of such forces unless we also provided 
them with massive economic support. This defense support is therefore plainly 
and simply for the purpose of defense and should be so recognized. 

In reference to Senator Mansfield’s fourth point, it is generally true that 
funds are actually administered by the agencies in whose budgets they are ap- 
propriated. However, this is not always true. The President and Congress, in 
their job of allocating United States resources, have their work facilitated if the 
several activities under consideration are grouped together according to purpose 
(as distinct from process, form of goods purchased, clientele, etc.). When it 
comes to administering programs, however, this purpose—grouping—is not al- 
ways the predominant consideration. Defense support funds are a case in point: 
Although identical in purpose to military assistance funds, they are different in 
form—frequently involving purchases in the civilian economy followed by sales 
in the civilian economy and normally involving the handling of 2 currencies, 
United States dollars and 1 foreign currency. They are also different in the form 
of the goods and services which they buy. It would be wasteful to employ or 
develop within the Department of Defense all of the professional expertise and 
procedural know-how required to do this complex job when such facilities al- 
ready exist in ICA and will continue to be needed in ICA to carry out the other 
activities for which State-ICA is to continue responsible. Admittedly it would 
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appear on the surface to be simpler if the agency in whose budget funds were ap- 
propriated always administered the same—just as it would appear on the sur- 
face to be simpler if the major contractor on a given job performed all subcon- 
tracts. Below the surface, however, in the actual workings of the program 
less confusion and duplication will exist if ICA administers the defense support 
program. 

In terms of Senator Mansfield’s next point, the executive branch does not be- 
lieve that its proposed division would lead to any confusion that defense support 
consists of military items. As his previous questions have indicated the real 
problem is to clarify for the public that funds spent for economic-type things are 
really spent for the sole purpose of military defense effort. The real danger is 
that if defense support is not grouped with military assistance but is somehow 
left in an “economic” grouping with special asistance and development assist- 
ance, many people will continue to be misled into thinking it is for an economic 
rather than a military purpose. 

The implication of Senator Mansfield’s final point—whether it wouldn’t be 
better to lump defense support with the proposed “special assistance” program 
as an overall category of grant funds—would seem to the executive branch to 
lead directly to increased confusion on the part of the American people as to 
what their mutual security dollars are being used for. Defense support has a 
clearly defined purpose quite different from the purposes of the programed items 
in the special assistance category. By definition these items do not properly 
fall within the categories of military purposes or technical cooperation or meet 
the criteria of the development loan fund. 

To lump in one category funds for malaria eradication or Hungarian refugee 
relief and funds for support of military forces in Korea would not help public 
understanding of the mutual security program. The nonprogramed portion of 
the special assistance fund could, it is true, be used in part to meet defense sup- 
port needs where they exceed present programs. But this is because these funds 
are contingency funds to be drawn upon for any great need in excess of the 
funds now specifically programed for military assistance or technical coopera- 
tion or other purposes, as well as for defense support. 


The CHatrmMan. Mr. Aiken. 


LOCAL CURRENCIES RECEIVED 


Senator Arken. Mr. Chairman, I would like to ask Mr. Hollister 
about the use of foreign currency, There has been some criticism, not 
great as yet, over the sales of surplus farm commodities made under 
Public Law 480, and the acceptance of foreign currency for a sub- 
stantial part of those sales. 2 

Do you know what the sales made for foreign currencies under 
Public Law 480 amount to? 

Mr. Howutster. I don’t think anybody has pulled those together, 
Senator. We are trying to do it now. We can, with respect to 
Public Law 480, if that is all you are asking, but we have interests 
in lots of other foreign currencies in different countries around the 
world which are eventually going to create a very great problem. 

The sales under Public Law 480 are in terms of the costs to Com- 
modity Credit Corporation and authorization to make sales is based 
on that cost. | 

The authorizations under legislation which is now almost com- 
pletely exhausted was $3 billion. 

Senator Arken. How much? 

Mr. Hotuister. $3 billion. 

Senator ArkeNn. That isall for sales under Public Law 480? 

Mr. Hoxuister. All sales under Public Law 480. Of that $2 billion 
$973 million has already been sold. Out of that, ocean transportation 
of $226 million dollars has been paid. 
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Then the sale value—and in making these sales to foreign countries 
we do not use the Commodity Credit Corporation cost, we use the 
world market, so the sales of these commodities under Public Law 
480 (this is title I we are referring to), which have been made, amount 
to $1,832 million, or the equivalent of American dollars in foreign 
currencies. 

Senator Arxen. A little over $1.8 billion have been accepted in 
foreign currencies ? 

USE OF LOCAL CURRENCIES 


Mr. Houutster. $1,832 million. 

Now, of that amount, something like $1,150 million has been loaned 
back by us to the various countries to be used in their economic 
development, and which has either been loaned by them or is available 
for loans in these foreign currencies for the economic development 
of those countries. 

That will eventually come back to us when these loans from the 
foreign countries come due, and that will be a real problem. The 
reprogramming of these funds is, of course, a problem today. 

Senator Arken. That includes sales for fiscal year 1955, 1956, and 
1957 for the 3 years? 

Mr. Hoxuistrr. Yes, sir; for those years the act has been in existence, 
those 3 years; yes, sir. 

Senator Aiken. $1,800 million, roughly, is the amount that has 
been sold for foreign currency, and do you know how much of that 
foreign currency remains unexpended at the present time? 

Mr. Ho tuister. I am not familiar with all the various uses it is 
put to. I can get that. But the part which the ICA has a hand in 
is the part which is re-lent to the countries for purposes inside those 
countries, and which is a part of their economic development program. 

Senator Aiken. Will you repeat what that amounts to? 

Mr. Hotutster. $1,150 million. 

Senator ArKen. That leaves $700 million which has either been used 
in other ways or still remains unused ? 

Mr. Ho.usrer. Yes, sir. 


PROBLEMS ARISING WITH LOAN REPAYMENTS IN LOCAL CURRENCIES 


Senator Arken. I noticed that when you were up here on April 5, 
you said this: 

“T think the problem of how to handle the repayments of loans 
under Public Law 480 currencies is a very difficult one which someone 
is going to have to grapple with.” 

{r. Houister. Yes. 

Senator Aiken. Have you been doing much grappling? 

Mr. Hoxuistrr. There is nothing much to grapple with because the 
loans haven’t been repaid yet. What I am worrying about is whether 
these funds come to the Treasury or whether we have to do something 
with them. At the present time it is only a question of interest, not a 
substantial amount. 

Of course, within a year or two the amortization of the principal 
is going to begin, so we are going to have an increasingly larger amount 





MUTUAL SECURITY ACT OF 1957 71 


of foreign currencies coming back into the control of the United States 
in foreign countries, and that is going to create a real problem. 

Senator Arxen. I notice that in the proposal for the development 
assistance loan funds, there is provision for repayment in foreign 
currency. I was wondering if repayment of loans in foreign currency 
would present any less difficulty than the payment for surplus farm 
commodities in foreign currencies will present ? 

Mr. Houisrer. I don’t think it will be a decrease in the difficulty 
of what to do with these foreign currencies eventually. 

On the other hand, let me say this, Senator: We believe it is a great 
deal better to put a substantial part ‘of what we feel has to be done in 
foreign countries on a loan basis, even if it is a loan to be repayable in 
foreign currencies, rather than put it all on a grant basis. 

Senator Arken. You would not say, though, that up to now, at 
least, there had been a serious problem created through local currency 
pa ments for surplus commodities ? 

{r. Hotiisrer. No; there is no serious problem because the prin- 
cipal hasn’t been repaid. It isn’t due. The problem, Senator, is, how- 
ever, in the programming in a particular country of the amount that 
we lend them. 

We have problems always with the country as to the wisdom of 
some of the plans that they may have for the programming within 
their economy of these loans that we make them in their own curren- 
cies as against what we may feel is a much wiser way in which they 
should handle it. 

Senator Arken. The establishment of a revolving loan fund would 
create a rather greater problem in regard to the use of foreign cur- 
rency ~— than the present system of making large amounts in 

rants 
Mr. Ho.uister. It would ultimately, but if the other problem was 
not solved, it would ultimately add to the problem of what to do with 
foreign currencies; yes, sir. 


RELATIONSHIP OF LOAN FUND TO DEFENSE ASSISTANCE 


Seantor ArkeNn. I notice in your chart that you are reducing the 
request for the defense support in the military assistance this year, 
and requesting $500 million for the Development Loan Fund, and you 
request $750 million for each of the next 2 years. 

As the Development Loan Fund takes over, say by 1960, would it 
be possible to eliminate a great deal more of the appropriation for 
defense support and possibly from military assistance, too? 

Mr. Hotister. We would hope it might. That would depend en- 
tirely upon what the situation is in those countries where they have 
these large forces in the field. 

Two things might reduce defense support, well, three things. One 
would be peace arriving to the world. That would drop it off. 

The second would be a change in the requirements which we ask 
these countries to fulfill in their forces. 

In the event that some country by agreement with us decided to 
reduce its forces materially, there would be a decrease in the defense 
support requirement. 

The third item is, if the economy of the country so improved that 
it could handle by itself more of ‘its military effort, then obviously 
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there would be less need for us to put up the money in defense support. 

Senator Arken. And as the development assistance fund becomes 
adequately established, it should to a large degree do away with the 
necessity for making annual appropriations of the size which we have 
been making. 

Mr. Hotiister. We would hope that it would materially reduce 
the defense’support requirement; yes, sir. 

Senator Arken. I think that is all, Mr. Chairman. 

The Cuarrman. Thank you. 

Mr. Morse, have you any questions? 


UNIVERSITY CONTRACT DIFFICULTIES 


Senator Morse. I want to ask a few questions, Mr, Hollister, on 
the university contracts. 

I have received more complaints from college presidents than other 
members of the committee. I had a college president in my office 
not so many weeks ago who was so disgusted with your program 
that he said they were not even thinking of renewing their contract, 
so I want to ask you these questions. 

In connection with the special committee’s foreign aid study, a 
number of complaints were brought to its attention concerning ICA’s 
handling of university contracts. 

These criticisms stemmed from several of the individuals who con- 
ducted surveys abroad, from university officials themselves, and from 
others. I have a few questions relating to these criticisms, 

1. Would you please comment on the charge that there are inter- 
minable delays on even the most: routine matters involving contracts 
which ICA makes with the universities? 

I have in mind, for example, one instance cited by the University 
of California relative to a request it made of ICA on June 20, 1956, 
for authority to have its chief adviser in Taiwan return to Berkeley 
for consultation. It was 2 months after the university first con- 
tacted ICA, and only after it had dispatched three airmail letters to 
ICA, before ICA even replied to the inquiry. Now, Mr. Hollister, 
what causes these interminable delays? 

Mr. Hotutsrer. I can’t answer you as to the specific instance because 
obviously, I would have to check on that. 

(The following information was subsequently submitted for the 


record. ) 
DELAY IN ANSWERING CORRESPONDENCE 


A little over 1 year ago, ICA established a central contracting office to take 
over the contracting functions which, up to that time, had been handled on a 
decentralized basis by several different ICA offices. During the first 9 months 
of the new office’s operation, its effectiveness was hampered by a serious shortage 
of personnel. This situation was aggravated by the receipt of new contract 
actions in greater volume than had been anticipated and resulted in a workload 
far in excess of the capacity of the existing staff to handle in spite of temporary 
details which were made from other offices and a very substantial contribution 
of overtime. Under these circumstances, it was impossible to keep pace with 
pameens and correspondence demands, and many actions were unfortunately de- 
ayed. 

At the time of receipt of the University of California’s letter of June 20, 1956, 
for example, out of a total ceiling of 51 positions now authorized for the contract 
office, only 29 had been filled and were available for work. It was not until 
November of 1956 that we were successful in recruiting a substantial number of 
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persous with the capabilities required, and not until January of 1957 that we were 
able to complete our personnel staffing, In the face of these limitations the 
California letter referred to was unavoidably delayed. 

It should be noted that the California action was not a routine approval. The 
terms of our contract called for a visit by an executive of the university to 
Taiwan. The California request stated that no executive of the university was 
available to make the trip and requested instead that their chief of party in 
Taiwan be granted permission to return for consultation with their home staff. 
This raised the question, of course, as to whether the proposed trip by the chief 
of party, who was being paid for services to be rendered in Taiwan, was in the 
best interest of the project and required consideration by a member of ICA offices 
before approval could be given. 

For the past 5 months we have been working closely with various represen- 
tative groups of the universities in the development of a contractual relationship 
which would eliminate, to the maximum extent possible, the need for prior ICA 
clearance heretofore required under existing contracts on operational matters. 
Preliminary reaction by a committee convened by the American Council on 
Education on February 16 has been favorable. A meeting to work out the 
details of the new procedure with representatives of the business offices of the 
universities was scheduled in April through the American Council on Education 
to be held late in May. That meeting has now been held with gratifying results, 
as evidenced by the following letter received from the chairman of the committee 
with whom the ICA representatives met. 

May 29, 1957. 
Mr. Epwin H. ARNOLD, 
Deputy Director for Technical Services, 
International Cooperation Administration, 
Washington 25, D. C. 

DeaR Mr. ARNOLD: As chairman of an ad hoc committee composed of persons 
selected from the five regional associations of college and university business 
officers I have been asked to report to you our appraisal of the meeting just 
concluded. 

We were asked by the committee on institutional projects abroad of the Ameri- 
can Council on Education to come to Washington to examine the proposed basic 
contract between ICA and the several American colleges and universities, as well 
as the appendixes attached thereto and the supporting manual prepared for the 
guidance of university contractors. 

On Monday, May 27, we met and spent the entire day studying in detail the 
proposed contract and the several appendixes. We were greatly encouraged by 
the documents presented to us for review because we sensed an honest attempt 
on the part of ICA to prepare a document that would provide a suitable basis for 
the continued participation of our colleges and universities in the ICA program. 
There were a number of points, however, on which we could not agree with the 
documents as written. We proceeded to prepare specific suggestions relative to 
these matters, which suggestions were unanimously endorsed by the committee 
members. 

On Tuesday, May 28, the committee met with representatives of ICA and again 
went over the documents in detail, pointing out specifically the changes that were 
proposed. Some of the points were immediately reconciled while others were 
deferred until our third meeting this morning. 

We are happy to report to you that all of the problem areas were resolved to 
our satisfaction. As a committee we now feel confident that we have a workable 
document that places the responsibility for our programs precisely where it 
belongs—that is, squarely on the contractors—and at the same time assures ICA 
of the necessary controls. Many of the problem areas which we believe have been 
resolved have existed since the first contracts were negotiated back in the early 
days of the ECA. 

It is our desire to assure you that we appreciate the time, the thought, and the 
effort which you and your staff have devoted to our contract problems. We 
especially appreciate the attitude of cooperation, and the willingness on your part 
to try to understand our position in this matter. Within this framework of 
understanding and respect for all points of view, it was inevitable that a satis- 
factory document should evolve. 

I am sure that you understand that we as individuals cannot commit institu- 
tions other than our own to accept the proposed documents. However, we are 
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quite willing to commit ourselves to the effort of trying to sell this contract to the 
institutions within our respective regions. We believe this will not be difficult. 
We also recognize that no contract, Lowever carefully drawn, will eliminate all 
problems pertaining to university-ICA contracts, and that some matters will 
always have to be negotiated on an individual basis. We are convinced the pres- 
ent document will keep these items at a minimum. 
The other members of the ad hoc committee were: 

Mr. James Miller, University of California 

Mr. Clarence Sheps, Tulane University 

Mr. J. B. Clarke, Howard University 

Mr. R. B. Stewart, Purdue University 

Mr. W. C. Freeman, Texas A. & M. 

Cordially, 
A. H. PETERSON, 
Comptroller, Cornell University. 


There have been improper delays in this program to such an ex- 
tent that we had a complete restudy of the whole picture made. We 
have got a new form of contract act which has been adopted about 6 
months ago. 

We got one of the officials of one of the organizations of the 
university people who was working with us on this to take a part- 
time job with us so he could get into this whole program, and we 
think we have improved a good deal the criticisms which in a great 
many cases were justified. 

I think today we have improved it a great deal and while I am 
sure today it is slower than we would like to have it, I think we are 
working it out pretty well. 

I want to add this, Senator. We have 84 contracts with 59 uni- 
versities in some 34 countries. They change, of course, from time to 
time. We spend about $30 million a year in these programs, and we 
think they are very useful. 

In general, I think they are proceeding on a satisfactory basis. 
There have been a number of very serious complaints. We have 
had some particularly from the University of California. 

We are not going ahead with one contract which is running out 
this year because of that. The other one, I understand, is entirely 
satis — is still going forward. 

It must be remembered that we have to put in certain regulations. 
We are checked by our auditors and the Congress insists on our 
doing things in a businesslike way. 

The General Accounting Office is after us all the time to be sure 
that we account for everything, but there are some university people 
who believe that when we make a contract with a university, it 
should be simply a blank amount of money turned over to them 
to handle about the way they see fit. 

And that makes our problem a difficult one because we do have 
to have regulations. I think our regulations were too technical. I 
think there was a slowness in the way in which they were followed 
out. I believe that most of that has been improved. 


UNIVERSITY CONTRACTS NOT COMPLETED OR RENEWED BECAUSE OF 
DIFFICULTIES WITH ICA 


Senator Morse. How many universities have given up their 
wontracts ? 
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Mr. Howutster. I would have to check that, Senator, beccuse you 
see if you mean by given up, these contracts are generally on a 3- 
year basis and when a contract runs out, if the work which we con- 
tracted to do has been completed, that is all there is to it. 

Now, I don’t think there have been many where it was cancelled 
ahead of time. The problem comes up sometimes in the question of 
renewal if the university wants to go ahead and we feel that we have 
done all that is necessary. Sometimes it is the other way. We 
would like to have them go ahead but they don’t like the terms of it 
and they cancel. But I believe on the whole the program is going 
ahead pretty well. 

Senator Morse. I would like to have you supply the committee 
with information on these points: 

First, instances, if any, in which a university has not completed 
its contract because of difficulty with your organization. 

Second, the number of instances in which a university has not re- 
newed a renewable contract because it was dissatisfied with the ex- 
periences that it had with your organization. 


(The following information was subsequently submitted for the 
record. ) 
CONTRACT CANCELLATIONS AND RENEWALS 


As of this date there have been no university contracts canceled because of 
dissatisfaction with ICA procedures. On June 30, 1957, however, the contract 
between the University of Idaho and the Universities of Quito and Guayaquil 
in Ecuador is being canceled at the request of the University of Idaho. The 
contract was originally due to expire on November 17, 1957. Dissatisfaction on 
the part of the University of Idaho with some of our contracting policies and 
procedures was a contributing but not exclusive factor in the decision of the 
University of Idaho to cancel the contract. Also involved were differences be- 
tween the University of Idaho technicians and the host country institutions in 
Ecuador which had reached the point where our mission in Ecuador had in- 
formed us that they did not intend to extend the contract beyond its original 
expiration date. 

To the best of our knowledge, there have been no cases to date where a con- 
tract has failed to be renewed because of dissatisfaction with ICA procedures. 
We have, however, received advice from the University of California (division 
of agricultural sciences) that they did not intend to accept renewal of their con- 
tracts in Chile and Taiwan unless a new and more acceptable contractual relation- 
ship can be developed. Ohio State University has also advised us that renewal 
of their contract in India was subject to the development of improved contractual 
relationships. In the case of the University of California, it is interesting to 
note that while the division of agricultural sciences has found our contractual 
arrangements unsatisfactory, other divisions of the University of California have 
not taken the same position and are in fact continuing old contracts and con- 
sidering new ones. 

As a result of meetings held on May 28 and 29, in which a representative of 
the University of California participated, an acceptable relationship has been 
developed and it now appears from statements made by the California representa- 
tive that the university will be prepared to accept a renewal of the two contracts 
referred to. We are also hopeful that Ohio State will similarly undertake an 
extension of their contract in India. 


I would like to check this, because of the representations made to 
me. I am a good enough lawyer to know that frequently there are 
differences between representations and the record. 

These charges are serious, although I would say that in my ex- 
perience usually the double-checking that goes on in the bookkeeping 
regions of universities is difficult to surpass in red tape. 


In spite of that, we get these criticisms that the redtape in your 
organization is unbearable. 
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SECURITY CLEARANCES AND SALARY APPROVALS FOR UNIVERSITY CONTRACT 
PERSONNEL 


Another charge is that delays and difficulties in obtaining the 
necessary security and salary approvals for persons employed by uni- 
versities to engage in overseas projects often reach the point of causing 
serious embarrassment to the university and to the persons immedi- 
ately concerned. 

For instance, the coordinator of the project the University of Penn- 
sylvania had with the University of Karachi had this to say about 
the university’s difficulties : 

For some time even library assistants who did nothing but help order and 
process books which we sent to Karachi under our contract had to have a se- 
corny clearance and individual salary approvals, and this process often took 
weeks. 

These assistants were working on a part-time basis, and we could not afford 
to wait for weeks before they could be paid out of contract funds. 

At one time I was informed by ICA that we would have to obtain security 
clearance for students who took packages of books from the library to the 
post office for shipments to Karachi. Since we used different students for this 
none-too-dangerous work, this was impossible as well as absurd. 

Mr. Hollister, would you indicate to the committee the security 
regulations which are applicable to these contracts? Do all persons 
employed in any capacity whatsover in reference to a contract have to 
have security clearances ? 

Please discuss also the problems arising in connection with salary 
approvals under university contracts. 

Mr. Chairman, I understand my time is up. I want the witness 
to have an opportunity to answer this at the hearing. May it be 
understood that the witness will answer this question when my next 
time comes, and his answer will be inserted at this point in the record. 

The Cuarrman. If that is satisfactory to both of you gentlemen. 

Mr. Houusrsr, Mr. Chairman, if you will allow me I would like 
to. make a short.answer and then follow it up a little later with some 
more detail, because I think the Senator is entitled to it. 

Those are two of the problems that worry us most, Senator. There 
are some university people who don’t believe any security check 
should be made whatsoever. 

L-disapprove completely of sending Americans abroad in any capac- 
ity of importance where they associate with the people of the country 
if they do not have complete security clearance, and that is something 
which I have insisted on in our organization. 

Now, as to: whether or not it is carried to a ridiculous extent with 
respect to'some part-time employee, I would not know, but would be 
glad to check. 

Senator Morse. May I add this, Mr. Hollister: It is my under- 
standing you are not objecting to the clearance of policymakers but 
it. gets down to the manual laborers. 

Mr. Hotuister, It is not the policy, Senator. It is some of the pro- 
fessors who are working in particular capacities in some country. 

Senator Morse. Are you talking of policymakers ? 

Mr. Houitster. It depends on the definition of policy. We have 
had that problem and I want to indicate to you a we have been 
trying to do with respect. to that. 
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I had one very high-class organization in the charitable field which 
withdrew all its people from any connection with our work abroad 
because we insisted on a security check. 

They said their reputation was such that there was no security 
check ‘necessary. I refused to waive our requirement for security 
check. 

When it comes to salaries, one of the problems we have had with 
these university contracts is we make a definite contract to pay a 
definite salary. 

Then when the professor is overseas and there is an increase in his 
salary at home, he cannot understand why we cannot immediately pay 
him the increase that he would have had if he had stayed home, not- 
withstanding the fact that we have a contract to pay him a specific 
salary. 

We now have in our new contract some arrangement to cover that. 
I am merely pointing that out because while these things look small 
in the individual instance, when they are built up into a case, it looks 
as if we were perhaps not treating our univers ity contracts with 
proper care. 

We have to have regulations, and admittedly, frequently regulations 
get into the hands of little people and there is an unnecessary amount 
of redtape. We are trying to improve it all the time. 

Senator Morse. I hope when you give the information you will give 
me information as to the number of Communists you have found i in 
your clearances. I want to see if you have found any more than the 
State Department did at the time of its other investigation. 

(The following information was subsequently submitted for the 
record. ) 

SEcURITY CLEARANCE 

It is true that there have been objections by some university officials in their 
individual capacities because of the application of security clearance procedures 
to their personnel. Complaints have ranged from mild objection in some cases 
to the expressed feeling of one official that practically all security clearances 
were unnecessary and that our requirements amounted to an infringement on 
academic freedom. The great majority of the universities have made no objec- 
tion. It should be noted that the complaint of the University of Pennsylvania 
referred to was received by ICA from the university on January 20, 1956, and 
that we advised the university on February 17, 1956, that security clearance would 
not be required for the part-time people to whom they referred. 

We have made surveys from time to time to show the period elapsing between 
the date the Security Division received the request for clearance and the time 
it was issued. It was found that the average was about 11 to 12 working days. 
Of course, no complaints have been raised on the hundreds of clearances ac- 
complished within that time, but only the isolated instances where questionable 
information was raised during the preliminary inquiries and it was necessary to 
have a full field investigation by the Civil Service Commission or the FBI to 
resolve the issues. 

The charge has been made that even employees in the most menial jobs were 
being subjected to strict security clearances. The meniality of the job is not 
the criterion. Persons in relatively unimportant jobs may have access to classi- 
fied material or to Government offices and restricted areas. Generally speaking. 
we require no security clearance on members of the university home staff except 
for the project coordinators and project leaders who may have direct and indi- 
vidual contact with foreign trainees in this country. 

We have required security clearance on all university contract employees who 
are to serve in overseas assignments. Many of such personnel perform work 
which is similar to that performed by direct-hire ICA personnel. In view of 
the congressional requirement for a full field investigation on such direct-hire 
personnel, there would seem to be no reason why a contract employee performing 
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the same or nearly identical duties should not be subject to the same investiga- 
tion. In this connection, however, it should be pointed out that university 
contract personnel can be, and are in most cases, sent overseas after a preliminary 
check where no materially derogatory information was uncovered and without 
awaiting results of a full field investigation which follows. 

It is also pertinent to note that a large proportion of university contract per- 
Sonne] are not regular employees of the university, but have been recruited by 
the university from the outside. The universities obviously do not have access 
to sources of security information in such recruitment. 

Our clearance procedures on university contract personnel, as well as our 
direct-hire employees, are not designed solely to discover and eliminate Com- 
munists. In general, the same criteria is used as that included in Executive 
Order 10450. The procedures are designed to screen out persons who have 
strongly indicated sympathy with Communist ideology, have sympathetically 
associated with known Communists or have been connected with Communist- 
front organizations. Also, the procedures are intended to eliminate drunkards, 
homosexuals, persons with serious criminal records, overly talkative people who 
cannot be trusted with classified information, and those for other reasons who- 
might be the source of embarrassment to United States relations with the host 
government. 

During the 2-year period, April 1, 1955, to April 1, 1957, we found it necessary 
to object to seven candidates proposed by the universities, upon the grounds 
mentioned above. These decisions were not arbitrary or unilateral, but were 
arrived at after full discussion with the university officials and in each instance 
there was concurrence on the part of the university or the individual himself 
withdrew his name. 

It must be emphasized that the university contract personnel stationed over- 
seas have close official relations with United States Government employees and 
in the minds of the host country representatives with whom they come in eontact, 
little or no distinction is made between them and Federal employees on regular 
rolls. 

SALARY CLEARANCE 


In the early days of the university contract program, 3 years ago, many con- 
tracts were written which required prior ICA approval of all salaries to be re- 
imbursed under the contract. The purpose was to provide an opportunity to con- 
trol salary levels within a reasonable range of past earnings. It soon became 
apparent, however, that the volume of such clearances would present a heavy 
administrative workload. It was therefore agreed with the universities that we 
would establish salary formulas in our contracts within which the university 
could approve salaries without reference to ICA and require ICA approval only 
when proposed salary levels exceeded those approvable under the formula. 

Such provisions have generally been included in all contracts executed within 
the past one and one-half years. Under them the universities may approve sal- 
aries for overseas service of up to 10 percent more than the individual’s prior 
earnings (in some cases up to 25 percent in the lower salary brackets) without 
ICA approval provided that the salary does not exceed $15,000 per annum. 

The great majority of all salary approvals which have had to pass through ICA 
recently, therefore, are those which involved salaries exceeding the foregoing 
standards. In view of the very substantial nature of such proposed salaries, we 
consider that they deserve and should be given, careful review to determine 
whether the salary requested is justified. We have established and followed an 
internal procedure to accomplish such review. It involves considerations by our 
personnel office for comparison with the current job market in the appropriate 
field; by our Technical Service Office for evaluation of technical competency; by 
our area office for judgment on the importance of the project ; and by our contract 
office for contract interpretation and conformity with general policy. Such a 
review and evaluation, of necessity, takes time. We believe, however, that it is 
important that such cases be handled carefully and not processed casually. 

There have undoubtedly been cases where salary approvals could have been 
cleared more quickly if they had been accorded overriding priority. There are 
oftentimes however when, important as the individual salary clearances in them- 
selves may be, they must be considered of secondary importance to other actions 
and their processing delayed accordingly. 

We believe that our record in handling these cases has improved over the 
past year. Further, as-a result of discussions with, university representatives on 
May 28 and 29, we have now agreed on an improved salary formula to be in- 
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cluded in future contracts and amendments which will virtually eliminate the 
need for prior ICA salary approvals under those contracts in the future. 


The Cuarmrman. Mr. Capehart, any questions? 


COUNTRIES ELIGIBLE FOR ASSISTANCE 


Senator Carenart. Yes, Mr. Chairman. Will the funds in the 
different categories, the economic funds, the loan funds, the mutual 
defense funds and all the funds on that chart over there be available 
to all countries of the world except to Communist countries? 

Is there anything in the law that prohibits any country and all 
countries other than Communist countries from participating in the 
program ? 

Mr. Houuister. No, sir. 

Senator Carenarrt. In other words, Latin American countries can 
participate in the whole program ? 

Mr. Hoxutsrer. Yes, sir. 

I am reminded that in the Development Loan Fund it has to be 
a country which needs development. 

Senator CaprHart. Yes; I understand. 

Mr. Hotuister. But except for that 

Senator Carenart. Under like circumstances? 

Mr. Hotutsrer. Yes; it depends on whatever the criteria is. 

Senator Carenart. Yes; I appreciate that but if they come within 
the criteria ? 

Mr. Hoxutstrer. Yes, sir. 





LOANS TO PRIVATE ENTERPRISE 


Senator Carrmart. Can loans be made under the fund to private 
companies, either American companies going into business in a given 
country, or directly to a private company in a foreign country ? 

Mr. Hotuistrer. Yes, sir; there will be authority to do that. 

Senator Carenart. Those can be made directly to a country with- 
out regard 

Mr. Houuister. That is included in the authority we are request- 
ing; yes, sir. 





SECURITY CLEARANCES FOR UNIVERSITY CONTRACT PERSONNEL 


Senator Carenart. There is no reason, is there, why colleges 
should be treated any differently than any other contractor or any 
other person ? 

Mr. Hotuisrer. These university contracts are in a class by them- 
selves, but as far as general regulations are concerned, we have to 
have those that provide for proper accounting and proper regu- 
lation. 

We have put up a special office to handle these university contracts 
because they have been a delicate matter in a number of cases. 

Senator Carruart. But you have insisted that all persons working 
for ICA either in this country or in a foreign country have security 
clearance ¢ 

Mr. Houuisrer. Yes, sir. 

Senator Carrnart. Regardless of who they are. You have in- 
sisted on that ? 
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Mr. Howsisrer. Yes, sir. And, of course, in security clearance, 
Senator Morse referred to communism. I frankly hadn’t been think- 
ing about that. In security clearance, we are not particularly wor- 
ried about the Communist part of it. It is generally a question of 
the sensitivity of information, and frequently the question of per- 
sonality. 

You can have a very fine American who, however, cannot be 
trusted to handle himself adequately overseas, and we consider that 
part of our security clearance. 

Senator Capenarr. Security clearance goes even beyond one’s pa- 
triotism to his country. It goes into his personal habits and many 
other things, does it not ? 

Mr. Horuister. Yes, sir. As far as I know, there is nobody in our 
shop since I have been there that anybody suspected of being a Com- 
munist, or accused as such. 

Senator Capenartr. You certainly would not want to send a person 
overseas who had a habit of getting drunk every night, would you? 

Mr. Ho tuister. No, sir. I would not want him to work for me here, 
either. 

Senator Carenart. You certainly would not want to send him 
5,000 miles away where you could not watch him. 


ESTABLISHMENT OF A REVOLVING FUND 


Now, one other question: 
You say you have not at the moment given any thought to putting 


all the past loans and past transactions into this one fund so that we 
might have one fund or one organization that we might hold re- 
sponsible to check on all of these matters. 

I discussed that yesterday with the Secretary of State. I am still 
going to continue to discuss it. I may not be right about it, and the 
facts may prove to me as I go along that it is not a good thing. 

But it seems to me as one who has been in business for many, many 
years that the best management, the best administration now would 
be to take all the previous funds in loans and put them into this one 
fund to be administered by one organization and one group of people, 
and to turn the repayments on principal into a revolving fund and 
use it over and over, operating it as a real institution and a real bank. 

Mr. Hotuister. Did you want me to discuss that? 

Senator Carrnart. No, I do not think I am going to ask you to 
discuss it. 

Mr. Hoxtisrer. I will be very glad to, if you want me to. 

Senator Carrnartr. Would you care to comment? Maybe there are 
some facts that I can’t see at the moment that make it impractical, 
but it is exactly the way I would run a business if you gave me the 
responsibility. 

Mr. Hoxtisrer. Let me make this comment. You, of course, raised 
several questions. 

There is always a question as to whether or not with respect to the 
Treasury you ought to get existing loans paid back in the Treasury, 
and if you are going to lend again for the same purpose, get new 
money rather than lending the old money that is paid in. 

If you want to have any kind of a steady program, of course, or 
regular sums appropriated at regular times, it mixes it up a little if 
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you must rely on the money coming in in uncertain amounts each year. 

It must be remembered that with respect to Marshall plan loans, 
which are repayable in dollars, they are used to retire notes which 
were given at the time to the Treasury, so if you try to use Marshall 
plan money in this new fund, you would have that note problem which 
you must meet. , 

There are outstanding loans made by ICA and previous organiza- 
tions, some payable in dollars, but largely payable in foreign cur- 
rencies, which could be put into this fund. 

At the present time, they are repayable to the Treasury, and held 
by the Treasury in a special account. 

Senator Carrnart. If you will yield a moment, let’s let the funds 
then go back to the Treasury. But would not it be better management 
and better administration—even though there were a difference in 
distribution of the funds once they are repaid, with, say, some remain- 
ing in the fund and maybe some going to the Treasury—to have one 
organization and one fund, altogether, and let it be handled that way ? 
Would not that one organization be better able to judge what a given 
country is doing in respect to repayments / 

Mr. Houisrer. I believe, Senator, that it is very wise to have 
everything in connection with economic activities carried on by one 
organization. However, if you have got “X” dollars coming in, it is 

erhaps better to have it paid back to the Treasury and reappropriated. 
Diiaiatose keeps a little better control if you do that, rather than have 
it come into a fund and not be reappropriated. 

It doesn’t make any difference to the United States, of course, in the 
longrun. Itis the question of how you want the Congress to handle it. 

Senator Carenart. It is possibly six of one and half a dozen of the 
other as far as the Treasury is concerned. It seems to me like this 
would provide much better management and you would get a better 
idea of what is going on. 

The old RFC, you know, was operated on the basis that they kept 
their own funds and reinvested them on a revolving fund basis. 

Mr. Hotutstrer. That, of course, will be what will be done with the 
new fund. 

Senator Caprnarr. I am looking for facts, and I think that we 
want to make this bill as near right as we possibly can, because we have 
been going, as you know, for a period of years now under the Marshall 
plan, FOA, ICA, ete. 

I think we ought now to get something permanent that is practical 
and workable and keep it that way for many years. 

The CHarrman. Mr. Kennedy, any questions ? 


DIFFERENCE BETWEEN PROPOSED PROGRAM AND PRIOR PROGRAMS 


Senator Kennepy. Mr. Hollister, this program has been treated as 
an entirely new program. I would like to know what there is different 
about this program, except in bookkeeping, from previous programs. 

Last year, I understand we had $300 million in loans for development 
assistance. Now we are going to have $500 million. Except for the 
are and putting defense support in the proper defense budget, 
what is different about this program except. an additional $200 million 
available for loans? 
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Mr. Hoxuistrr. I think the whole concept of the fund will be differ- 
ent than the concept which we have had to follow at the present time 
with respect to our development work. 

The great thing which has held us back is the fact that we have an- 
nual appropriations and annual obligations, and that we have had 
to obligate our funds so fast that very frankly, the question has often 
arisen, “Shall we simply say we can’t do it and let the fund lapse, or 
shall we be forced with inadequate planning and studying of projects 
to obligate them in order to use the money which theoretically Congress 
gave us for that very purpose.” 

We feel that Congress has on the one hand granted funds for certain 
purposes, and on the other hand made it impossible for us to do an 
effective and efficient job in spending those funds. 

And that is the chief thing we are asking that we be able to do, be- 
cause if we are released from those limitations—— 

(The following additional information was subsequently submitted 
for the record. ) 


MEMORANDUM ON PROPOSED MutTvuaL SECURITY PROGRAM CHANGES 


In response to question by Senator Kennedy this memorandum discusses the 
major respects in which the mutual security program proposed for fiscal year 
1958 differs from existing practice. It discusses separately the two types of 
changes which are involved : 

(a) Those designed to clarify the diverse purposes which our mutual 
security programs serve ; 
(b) Those which would enable us to provide development assistance more 
effectively. 
I. CLARIFICATION OF OUR PURPOSES 


1. At present, the mutual-security program is presented to the Congress and 
to the American public as a single program. It is the subject of a single author- 
ization act and a single appropriation act. Its different categories of aid are 
not properly differentiated, nor do they correspond precisely to its different pur- 
poses: “Defense support,” for example, embraces all economic aid to countries 
with which we have military agreements—whether that aid be to support their 
forces, hasten their economic development, or meet emergencies and other press- 
ing needs. 

2. The report of the Senate Special Committee on Foreign Aid pointed out the 
disadvantages of this approach: “In the committee’s view, the ambiguity con- 
cerning the purposes of foreign aid and the misconception of it as a single device 
of policy for carrying a multiplicity of programs have impaired its usefulness 
* * * This misconception was bound to result, as it has resulted, in distortions 
as to the purposes, cost, and potentialities of particular types of aid. This mis- 
conception was bound to lead, as it has led, to increasing disillusionment and 
hostility toward foreign aid in this country * * *.” The executive branch 
agrees with this analysis. 

8. To avoid these defects, the report of the Senate special committee recom- 
mended that: “The objectives of the various foreign aid programs should be 
separated, refined, and restated, as necessary, by the executive branch and the 
Congress * * *. Future legislation should make clear the distinction of pur- 
pose and function as between these principal categories of aid * * *. The pur- 
poses of each type of aid should be clearly demarcated and expenditures of funds 
earmarked for each type shoud be directed to its specific purpose. Unless this 
is done, it will not be possible for the people of the United States or the Congress 
to understand either the distinct objectives or the magnitude of the various 
programs. It will not be possible to form an evaluation of their varying efficacy. 
It will not be possible, in short, to control these programs in a responsible 
fashion * * *.” The executive branch agrees with this conclusion. 

4. To make this clarification, it is believed necessary to redefine present cate- 
gories and establish new categories so that there will be the following four major 
categories in the mutual-security program: 
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(a) The first category would be the present “defense assistance,” more precise- 
ly defined. It would, as at present, include all aid needed to maintain allied mili- 
tary forces. It included two subcategories: (i) military assistance (hardware 
and training) (ii) that part of present “defense support” which is designed to 
enable the receiving country to support a given level of military forces. It 
would exclude assistance intended for economic development. “Defense sup- 
port” would also include necessary aid to nations with which we have other 
defense arrangements. To emphasize the military purpose of this category, it is 
proposed that it be included in the regular budget of the Defense Department— 
and to make this possible, that appropriations for it be authorized on a con- 
tinuing basis. This will make clear that it is a part of our own defense program 
and will enable the Congress more readily to assess the relative priorities of the 
various aspects of our own defense effort. 

(b) The second category, a new one, the development loan fund, would include 
virtually all aid for the purpose of economic development: both that which we 
have hitherto given as part of our “development assistance” to countries with 
which we have not had military assistance programs and that which we have 
given to military assistance countries as part of our “defense support” programs. 

(c) Technical cooperation would remain unchanged. A continuing authoriza- 
tion for this is being sought. 

(d) The third new category, “special assistance,” would consist of these major 
elements: (i) economic aid, primarily by grant, to meet needs of importance to 
our country which cannot be properly met by the basic types of assistance; (ii) 
to meet unforeseen additional military or other requirements above the funds 
programed and requested; (iii) a reserve for use by the President to meet 
emergencies and contingencies as in section 401 (b) of the present law. 

5. This redefinition and rearrangement should serve the goal which the Senate 
Special Committee report and other studies have set forth—to make more clear 
the separate purposes of our mutual security programs. 

It should also make possible the more effective pursuit of these objectives. 

The major gain in this regard will be with respect to development assistance, 
which is discussed separately below. 

A significant gain will also be registered, however, with respect to defense 
assistance. Permanent authorization and inclusion of such assistance in the 
Defense Department budget will enable the Congress henceforth to consider this 
category of foreign aid as a part of our own military programs. This should 
make it more feasible to center attention, as the Senate Special Committee rec- 
ommended, “on the relationship of military aid to the strategic concept of the 
defense of the United States.” We agree with the committee’s view that “ex- 
penditures on military aid must be weighed primarily against the returns which 
could be expected if these funds were spent directly on the National Defense 
Establishment” and we believe that this can be better done—and as a practical 
matter can be done satisfactorily only under the proposed rearrangement. 


Il, MORE EFFECTIVE PROVISION OF DEVELOPMENT ASSISTANCE 


A. The proposed legislation calls for “a clear statement of our intention in our 
own national interest, to help the people of less developed countries in their 
efforts to develop their economies.” 

The President’s message states his proposal in the quoted words—the bill pro- 
poses in section 201 a declaration of purpose as follows: 

“Sec. 201. DECLARATION OF PuRPOSE.—The Congress of the United States recog- 
nizes that the progress of free peoples in their efforts to further economic develop- 
ment and thus to strengthen their freedom is important to the security and 
general welfare of the United States. The Congress further recognizes the 
necessity of assistance to such peoples if they are to succeed in these efforts. 
The Congress accordingly reaffirms that it is the policy of the United States, and 
declares it to be the purposes of this title, to assist, on a basis of self-help and 
mutual cooperation, the efforts of free peoples to develop their economic resources, 
increase their productive capabilities, and raise their standards of living.” 


B. The development loan fund will provide financing with greater continuity than 
at present. 
1. At present, development assistance is financed through annual appropria- 
tions. 
{a) The receiving countries do not know, therefore, from year to year whether, 
or in what amounts, development assistance will be continued as part of the 
mutual-security program. 
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(b) The United States cannot lay long-term plans with these countries to use 
the resources which it provides as development assistance with maximum 
effectiveness. 

(c) It is difficult for the United States to hold out to the Export-Import Bank, 
the World Bank, or private investors the promise of a continuing association in 
support of specific projects, such as might spur these financing sources to 
increased activity. 

2. It is proposed to assure the development fund of future resources by pro- 
viding it with an initial appropriation for fiscal year 1958 and with authority to 
borrow specified sums from the Treasury in each of the fiscal years 1959 and 
1960. The fund could not obligate any of this money before it was available 
for borrowing from the Treasury, but knowledge that the money would be 
available should: 

(a@) enable the United States to plan ahead more effectively for use of these 
resources ; 

(b) give the receiving countries greater confidence in future United States 
financing so that they could go ahead with their own plans and programs more 
vigorously ; 

(c) permit United States aid to be closely and more effectively associated 
with that of other lending institutions and of private investors. 


C. The development loan fund will provide financing for sound projects and 
programs, as these are forthcoming; it will not make annual allocations 
on the basis of illustrative country programs. 


1. Under present procedures, we provide assistance for development purposes 
whether as “defense support” or as “development assistance” through annual 
appropriations based on country program presentations. 

(a) These presentations must be prepared in the field a considerable time 
beforehand, if they are to be reviewed in the executive branch and submitted to 
the Congress on time. It is often not possible to tell so far in advance how much 
assistance a given country will be able to use effectively over the next year. 
The Export-Import Bank and World Bank, for example, can judge from past 
experience what the overall annual level of their loans should be during the next 
few years, but they cannot predict in advance how much money they will lend a 
specific country in a particular one of those years. Any one charged with ad- 
ministering mutual security development assistance is in the same position: He 
ean predict his approximate total annual requirements with some confidence, 
but he cannot allocate that total in advance among individual countries with any 
real assurance that his allocation will prove correct. Annual country presenta- 
tions are thus necessarily very inexact in their correspondence to opportunities 
for effective use. 

(bd) The figures in these presentations are, therefore, termed “illustrative,” 
but our experience is that they generally become known to the country in ques- 
tion. And once they become known, we cannot reduce them without causing 
difficulties in the relations of that country’s government with both the United 
States and its own people. If we do not reduce some countries’ allocations, we 
cannot increase those of other countries without the use of contingency funds if 
they are available. The result is that the “illustrative” country allocations tend 
to govern aid levels whether the receiving countries’ condition and performance 
during that year warrants the aid or not. 

(c) The practice of known annual allocations of development aid to specific 
countries has another disadvantage. For it focuses attention on one decision— 
the fixing of a level of annual aid—to such an extent that this decision acquires 
political and psychological effects that were not intended. If we set a level for 
country X which exceeds the level for country Y, or which exceeds last year’s 
level for country X, antagonisms may result. If we take account of this poten- 
tial antagonism in programing our aid, that aid may not be as directly geared to 
opportunities for as effective use as it should be. If we ignore this prospect, 
the levels of aid which we set may create very serious problems. 

2. To meet these problems it is proposed henceforth to provide development 
financing only as and when specific projects or programs are forthcoming which 
qualify under certain clearly defined criteria. This is the procedure which has 
been followed by the Export-Import Bank and the World Bank; these institu- 
tions’ experience suggests that it is the method of providing development assist- 
ance best suited to the task. It should produce three major advantages: 

(a) It will enable us to determine the level of development financing on the 
basis of current opportunities for effective use. For we will determine the 
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level of such financing each time we approve or disapprove a project, rather 
than a year ahead of time. And the fact that our decisions are current rather 
than anticipatory will make them more realistic. 

(b) The further fact that our decisions are continuous and related to specific 
projects, rather than annual and related to overall levels, will also tend to 
focus the less developed countries’ attention where it belongs: on the planning 
and execution of specific projects which they need and can justify, rather than 
on political negotiations concerning the annual level of aid. 

(c) And finally, the fact that our aid is allocated according to a relatively 
objective test—the availability of sound projects—will tend to place respon- 
sibility for sound planning and execution of development programs where it 
belongs—on the country itself. 

(d) The existence of a fund which is explicitly dedicated to supporting projects 
which meet these criteria should emphasize to the world the importance which 
the United States Government and people attach to the success of the develop- 
ment efforts of free peoples. 

D. The development loan fund will provide financing on a reimbursable basis. 

1. A part of the aid we provide for development purposes is now furnished 
on a grant basis. In cases where there is no requirement for repayment, the 
receiving country may be less careful in screening its requests for aid than 
would otherwise be the case. 

2. The proposed development loan fund will extend financing only on a reim- 
bursable basis. The terms of its loans will be such as not to compete with those 
offered by existing lending institutions. They will, however, involve an unequiv- 
ocal obligation to repay. They will be terms which can be met as a result of 
the increased development which the fund’s activity will make possible. And 
the necessity for payment will cause the borrowing country to be more sure 
that only projects which would contribute directly or indirectly to increased 
production go forward. 

E. The development loan fund will be free from any requirement to obligate 
its funds within fired deadlines 

1. At present, the resources that are available for development assistance 
must be obligated within specified periods. This sometimes tends toward com- 
mitments to projects which are available but which may be less promising than 
others which could reasonably be expected to mature after these periods. 

2. It is proposed henceforth to seek funds for development aid which would 
be available for obligation without any time limit as is the case with the IBRD, 
the Export-Import Bank and other financing agencies. This will relieve the 
fund from pressures for hasty or wasteful uses of its resources. It will permit 
more time for careful planning of projects and more time to negotiate for under- 
takings by the receiving countries which would offer sounder prospects for these 
projects’ success. It will make clear to these countries that they can only secure 
aid by coming forward with sound projects or programs which meet the fund’s 
criteria ; they will not be able to rely on a rush of spring buying to provide them 
with assistance in the absence of such projects or programs. 

Senator Krennepy. You have this no-year authorization under this 
program ? 

Mr. Hoxuistrer. A no-year authorization, and reasonable assurance, 
not absolute, of course, but reasonable assurance that there will be other 
funds forthcoming in the 2 years after fiscal 1958. 

That is the essentially new aspect of it as a substantive change 
rather than, as you point out, the psychological change in trying to 
bring home to the Congress and the people how much of this program 
is actually a military program. 

Senator Kennepy. Under this no-year authorization and this loan 
program, the Congress will not have any control other than the con- 
trol exercised by the Appropriations Committees as to what areas 
this money will be spent in, or will it? 

Mr. Hotuister. I don’t quite understand your question. You mean 
this year or the following years? 
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Senator Kennepy. Once we give you this no-year authorization, 
then it is really a judgment of your group and the Appropriations 
Committees as to how much they will appropriate, but nevertheless, 
the control by either the Armed Services Committee or the Foreign 
Relations Committee, as to what areas this money might be directed 
in, will pass from us, or will it? 

Mr. Hotiisrer. It would unless affirmative actions were taken. Af- 
firmative action could always be taken because there will always be a 
bill that has to come up here. 

Obviously the Congress has the right and duty to pass any legisla- 
tion which it sees fit. 

Senator Kennepy. You talked about the new criteria for defense 
support. The only countries eligible for defense support are those 
with which we have a military agreement, is that right? 

Mr. Hotuister. Yes, sir, some kind of military arrangement. 


AID CRITERIA 


Senator Kennepy. There is no new criteria as to what countries 
might be eligible, is there? 

Mr. Hoxuister. No, sir. 

Senator Kennepy. Where would you, in the future, for example, 
get money for a country like Yugoslavia ? 

Mr. Houxtistrer. If it were money that could be used toward de- 
velopment purposes on a loan basis, it would be put into the develop- 
ment fund. 

If not, it would have to be in the special assistance fund. 

Senator Kennepy. In other words, you could not loan money to 
Yugoslovia for military purposes or even indirect military purposes, 
could you? 

Mr. Ho.tutster. There is nothing to prevent a loan being made 
under the special assistance fund. The special assistance fund isn’t 
necessarily all grant money, so if it were decided to do something in 
the military area for Yugoslavia in the loan field, it could be done 
under the special assistance fund. The $300 million. 

Senator Kennepy. The $300 million special assistance fund which 
is under the control of the President ? 

Mr. Houutsrer. That is correct. That can be used either in the 
military side or the economic side. $200 million of that can be used 
under either the military or the economic side of the program. 

Senator Kennepy. Suppose we wanted to give military assistance 
to countries with which we do not have any military commitments, 
say, Jordan or Yugoslavia, or some other country. That money 
would all have to come out of the special assistance fund; is that 
correct ? 

It would not come out of the defense support or the military assist- 
ance fund or the development loan fund ? 

Mr. Howutster. We could use our transfer rights, if that is what 
you mean. You see, there would be a right under this bill, under 
section 401 (a), to transfer from other funds, and that could be taken 
out of any other fund, except the development fund, under the pres- 
ent transfer rights we have which we are asking to have renewed. 

But in general that would come out of the special assistance fund 
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probably. It might not. It might be taken out of military assist- 
ance if thought wise in that area. 

Senator Kennepy. Are you familiar with our aid program in 
Tunisia ? 

Mr. Houuisrer. Yes. 

When I say familiar, I have a pretty good idea. 

Senator Kennepy. The Prime Minister there has made a statement 
that he was the first to support the Eisenhower Doctrine, but that 
the United States has failed to give Tunisia a truck and other equip- 
ment which they desired because of French pressure. Is that a cor- 
rect statement ? 

Mr. Ho.uister. Senator, I believe that is a question I would prefer 
to go into in executive session. I can answer it, I think, and can 
give you a number of comments on it, but I don’t believe that ought 
to be discussed in open session. 

Senator Kennepy. That is all, Mr. Chairman. 


ANTICIPATED SPECIAL ASSISTANCE AND MISCELLANEOUS REQUIREMENTS 


The Cuatrman. That finishes the first round. Now we will hear 
those Senators who hadn’t quite completed their questioning. 

Mr. Smith. 

Senator Smiru. I have a few more. 

Mr. Hollister, of the $300 million in the special assistance fund 
which is to be administered by the President, I think that the Presi- 
dent stated in his TV program that in addition to the malaria pro- 
gram, $113 million is already an anticipated requirement. 

Can you give us an idea of what those anticipated requirements are ? 

Mr. Hou.isrer. Let me get you the exact amount, Senator. 

$19,400,000 is the amount that we have down tentatively for ma- 
laria which we would probably program under the special assistance 
for the coming year. 

Might I explain that? 

We have had malaria programs in a number of countries generally 
carried on under the technical assistance category by sending spe- 
cialists in and a certain amount of DDT. 

The germ carrying mosquito has become immune to DDT little by 
little. ‘The specialists, the scientists, medical people say that with 
a little extra effort, malaria can be not only put under control, which 
we have done pretty well up to this immunity question arising, but 
it can be completely eliminated in most of the world. 

And for a small additional amount of money to what we are pres- 
ently doing, they say that we can eliminate it everywhere but behind 
the Iron Curtain and in certain parts of Africa where, for a number 
of reasons, it would be difficult to accomplish. 

Senator Smiru. That is the malaria program ? 

Mr. Ho.uistrer. That is the malaria program and it involves about 
$15 million more a year than we are presently spending in that area. 

Senator Smirxn. Does that mean that $113 million that the Presi- 
dent referred to in addition to the malaria fund 

Mr. Hoxuister. No, the $113 million breaks down into—— 

Senator Smiru. Is that malaria or something else? I understood 
it was something else. 
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Mr. Hoxuisrer. The $113 million is a whole bunch of different 
programs. 

Senator Smrru. That is what I meant to ask you about. 

Mr. Hotuister. United Nations Refugee Fund, Escapee Program, 
special assistance in joint control areas, ocean freight charges, volun- 
tary relief shipments and a number of things. 

© you want me to break it down for you? 

Senator Smiru. For the record we might have it. You need not 
do it now but we ought to have it in answer to my question. 

Mr. Hotxister. It is what we call odds and ends, and including, I 
might say, a very important odd and end which is the cost of the 
administration of the ICA, which is carried in that $113 million. 

Senator Sarrn. In previous years, I think, we have put those in 
different paragraphs in the legislation. 

Mr. Hoxutster. That is right. 

Senator Smirn. Now, you are saying that this would come under 
this $300 million ? 

Mr. Hotuister. No, sir, you were talking about the $113 million. 

The malaria program is not in that $113 million? 

Senator Smiru. That is what I wanted to straighten out. In addi- 
tion to the malaria program, the President stated that there were 
about $113 million for already-anticipated requirements. 

Mr. Hotuister. That is correct. 

Senator Smiru. That is what I wanted to find out, what that was 
in addition to the malaria program. 

Mr. Hortisrer. I think you are mixing up, Senator, the tentative 
program for about $100 million of the $300 million for special 
assistance, with the $113 million of “odds and ends.” 

In other words, in discussing this so-called $300 million of special 
assistance, you will notice that $100 million of that blue piece there 
at the top of the chart of the 1958 appropriation request is over 
in the area of the economic side. 

That is because there have been tentatively scheduled about $100 
million of programs for the coming year which leaves only $200 
million, you might say, in the free area of being unprogramed. 

The malaria program is included in that $100 million. That is 
ensevely different from the $113 million which says “multilateral and 
other. 

Those are our international organizations, the administration of 
the ICA and a number of things of that kind which I can break down 
and give you in detail if you want to put it in the record now. 

et) following information was subsequently submitted for the 
record. 
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Breakdown of $113 million 
Technical cooperation : 
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Senator Smrru. I won’t take the time to have you answer it now. 
Mr. Howiisrer. But that is a different item than the hundred 
million of programing that you were talking about ? 


ADMINISTRATIVE REFORMS IN ICA 


Senator Smiru. Thank you. I have another question here, if I may 
ask it. 

Could you give us for the record the administrative changes and 
reforms that have been accomplished in ICA in the past year and 
just a brief statement whether they have increased the effectiveness 
of your organization and in what way do they? 

Mr. Houuister. I would be glad to file a memorandum on that; 

es, Sir. 
; Senator Smirn. That would be well to have before us. Could you 
pick out and describe briefly the significant highlights of ICA activity 
during the past year. There are two different questions there. 

One is the administrative changes and then the highlights of your 
activities during this past year. 

(The following information was subsequently submitted for the 
record. ) 


SUMMARY OF ACTIONS TAKEN By ICA TO IMPROVE ADMINISTRATION OF ITS PROGRAMS 
(January 1, 1956—March 31, 1957) 


During the past year, ICA has taken a number of significant policy and proce- 
dural actions designed to simplify and accelerate the program development and 
execution process. The following is a summarization of some of the major im- 
provements already introduced, or in the process of installation, in an effort to 
improve program administration : 


PROGRAM PROCESS 


Much greater emphasis has been placed during the past year upon the con- 
centration of program resources upon projects and programing activities of 
direct and significant relationship to the achievement of basic United States 
policy objectives. Policies and procedures designed to eliminate all projects and 
activities of marginal significance have been put into effect. These changes have 
already resulted in tighter and better balanced programs. 
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The agency also introduced numerous procedural changes implementing a 
special study concluded in the summer of 1956 covering the basic processes em- 
ployed in the development and implementation of projects. These changes not 
only have resulted in significant simplification and acceleration of these processes, 
but in addition have conveyed a greater degree of operating authority and re- 
sponsibility to ICA Missions in the field. 

ICA is also currently conducting an intensive study of the chronic problems 
created by the annual fiscal year program cycle. The objective of this study is 
to introduce such changes as may be required to— 

(a) standardize and simplify Mission program submissions ; 

(b) advance the timing of the program approval process to enable missions 
to begin implementing programs as soon after final congressional action as is 
possible; and 

(c) reduce the number of field program submissions to Washington sub- 
stantially reducing the workload on field missions in the development and 
revision of such submissions. 

In addition, ICA is building into the program development process new procedures 
which will facilitate determinations as to the need for, and availability of, 
technicians required during the subsequent fiscal year. 

The program approval process. was also revised during the year to permit a 
more careful analysis of the status of funds previously made available for exist- 
ing projects. Through this device, we are now able to appraise more accurately 
the need for the allocation of additional funds to continuing projects. 


NEW PERSONNEL POLICIES AND PROCEDURES 


The difficulties encountered in obtaining and retaining qualified personnel will- 
ing to work overseas has continued to hamper the execution of mutual security 
programs. Although recruitments exceeded separations by 250 during the calen- 
dar year 1956, about 460 unfilled positions remained at the end of the year, ap- 
proximately the same as at the close of 1955. 

To minimize these difficulties, ICA has developed and is in the process of intro- 
ducing, a series of new personnel policies and procedures. These include a 
planned rotation of personnel between the field and Washington, a new promotion 
policy based on the qualifications and demonstrated capacities of personnel, a 
reassignment board and promotion panel, a strengthened system of training staff 
and development for overseas technicians, and recruitment and intensive training 
programs for junior and intermediate personnel. 

Through these various policies and mechanisms, ICA anticipates that per- 
sonnel turnover will be significantly reduced, continuity of essential overseas 
operations will be assured, and more effective program planning and execution 
will result. These improvements will in the long run produce economies for the 
United States in terms of tighter programs and more rapid furtherance of United 
States foreign policy objectives. 


CENTRALIZATION OF CONTRACTING FUNCTIONS 


A new Office of Contract Relations was established in March 1956 in order to 
centralize in one office all of the agency’s contracting functions which were pre- 
viously dispersed through other offices of the agency. This single office is now 
the focal point of authority and responsibility on contractual arrangements and 
has the responsibility of executing or approving all actions in the contracting 
process. This important step should facilitate and expedite final decisions and 
other actions on contracts; increase the standardization of contract terms and 
provisions ; and result in simplified and more efficient contracting procedures both 
in Washington and the field. 

EVALUATION PROGRAM 


After considerable study of methods by which the ICA assistance programs of 
defense support, economic development and technical cooperation in some 70 
countries could be expertly and regularly reviewed and appraised, a special pro- 
gram evaluation office, reporting directly to the Director of ICA, was established 
in 1956. Evaluation teams made up of senior experienced ICA and State Depart- 
ment officers review country mission programs and operations on the ground. 
In this way it is planned to obtain evaluation of each of our country programs 
at least once every 2 years. 

Initiation of this program constitutes one part of a comprehensive program 
instituted by the Director calling for continual evaluation of ICA program and 
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management by a variety of means. Program objectives, content, and operating 
effectiveness of field installations is the province of the evaluation staff; fiscal 
audit and management appraisal of field and ICA/W units is being conducted on 
an expanded scale by an internal audit staff in the Office of the Controller; per- 
sonnel security and integrity is secured by the activities of a separate office 
charged with these responsibilities; and all ICA units are charged with conduct- 
ing evaluations of their own operations and performance to establish specific goals 
and standards and to make regular assessments of their progress. 


PROCUREMENT 


ICA continues to improve procedures for the procurement of commodities re- 
quired for its programs. On the policy side, ICA has emphasized maximum com- 
petition among countries of the free world in supplying ICA-financed commodities. 
To speed up the entire procurement process, procedures have been installed which 
decentralize the optimum amount of procurement responsibility to ICA field mis- 
sions and to cooperating countries. Improved procurement reporting and follow- 
up systems have been introduced. All of these measures will help in obtaining 
the greatest value for each dollar spent on program commodities and will. mate- 
rially expedite the procurement and shipment of goods urgently needed for the 
accomplishment of our programs and projects throughout the world. 


IMPROVEMENT OF FISCAL OPERATIONS 


Continuing emphasis has been placed upon the improvement of the fiscal opera- 
tions of the agency to provide a more effective direction of ICA financial opera- 
tions, and to assure proper utilization of mutual security program funds. The 
Office of the ICA Controller has been strengthened considerably during the past 18 
months. Washington and field audit staffs have also been increased, emphasizing 
field audit of expenditures, proper utilization of commodities financed to coun- 
tries under the program, and the proper use of counterpart and local curreney 
funds. 

Improved fiscal reports from field missions and United States agencies par- 
ticipating in the program have been introduced through the increased use of 
modern machine accounting and reporting systems. It is now possible to report 
on the status of obligations and expenditures of mutual security functions more 
rapidly and completely than heretofore. 

The foregoing is, of course, a generalized summary of the intensive efforts made 
by ICA to improve the effectiveness of its financial procedures and operations. 
For a more comprehensive statement of our progress and plans for continued 
financial management improvement, we are attaching a copy of our report of 
February 9, 1957, to the Bureau of the Budget in this connection. (See p. 801 
for attachment. ) 

Mr. Hotuisrer. We have, of course, filed, that is the President 
has filed his report with the Congress, which summarizes ICA 
activities. 

If you would like that in a different form, if you will just tell 
me exactly the nature of what you want, I would be very glad to 
work it up. 

Senator Smiru. In studying this thing I had in mind that I would 
like to see a concise statement of the highlights of your program, what 
they are in what countries and what you did. Maybe it is in the 
present report. 

Mr. Houuister. Let me send you a copy of that, Senator, and see 
if that is adequate. You see the trouble is, it depends on what you 
mean by highlights. 

Here we are working in more than 60 different. countries and all 
kinds of things happening i in every one of those countries. 

If you once try to write a complete history, you might say, of every- 
thing that is happening in the course of the year, it would be a pretty 
big volume. 

Senator Sarrri. Let’s leave it to that report then. There was an 
article in the Readers Digest by Congressman Meader to which you 
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ave a written answer in our previous hearing. That letter was pub- 
ished on pages 489 to 493 in the foreign aid hearings. Have you any 
further comments to make on that particular article ? 

Mr. Houuisrer. On that particular article; no, sir. We worked 
very hard on that answer. It is difficult to answer, of course, general 
accusations when somebody says you run a horribly wasteful show, 
and you ask him to specify. If he doesn’t specify it isn’t a very easy 
thing to answer. 

We tried to answer every single specification in that article, as we 
will always try to do when things are concise enough so that we can 
find the answer. 

ECONOMIC ASSISTANCE TO EUROPE 


Senator Smiru. Now, to go to another subject, is there any economic 
assistance right now being granted to countries in Europe? 

Mr. Houtistrer. No, sir. Well, it depends on what you mean by 
Europe. There is a program in Spain and in Yugoslavia, but in the 
Marshall plan countries, we have completely ceased economic assist- 
ance except for a small amount of technical assistance in the labor 
and productivity field, amounting to a few hundred thousand dollars, 
still in France and Italy. And Iceland, if you consider Iceland as 
European. We havea program in Iceland. 


AID PROGRAMS OF OUR ALLIES 


Senator Smirn. My time is up, but I would like to have in the 
record, if you will put it in, a description of any foreign aid pro- 
rams of our allies. We have talked about mutual assistance and 
joint effort. Are any of our allies giving aid to other countries? 
Mr. Horraster. Yes, sir. 
Senator Smrru. Beside ourselves? 
Mr. Hotutster. Yes, sir. 
Senator Smiru. Could we have a little statement of that in the 
record, who is doing it and why ? 
Mr. Hotiisrer. To the extent we are able to get it. We obviously 
haven’t access to all their records. 
Senator Smirn. I mean as far as we know. 
Mr. Hotuister. We can give you the Colombo plan activities and 
whatever else we can get together. 
(The following information was subsequently submitted for the 
record :) 


Economic AND TECHNICAL ASSISTANCE UNDER THE COLOMBO PLAN 


1. The consultative committee for cooperative economic development in south 
and southeast Asia, commonly called the Colombo plan, was established in 1950 
originally by the Commonwealth countries. The United States joined the com- 
mittee in 1951. At the present time the following countries are members: Aus- 
tralia, Burma, Cambodia, Canada, Ceylon, India, Indonesia, Japan, Laos, Nepal, 
New Zealand, Pakistan, Philippines, Thailand, United Kingdom (and Malaya and 
British Borneo), United States, and Vietnam. The Colombo plan provides a 
flexible and convenient association of these countries which extend and receive 
economic and technical assistance under bilateral arrangements for discussion 
of common problems in the economic development process and for periodic assess- 
ment of the progress made by the countries of south and southeast Asia. A minis- 
terial meeting of the consultative committee is held annually preceded by prepara- 
tory meetings at the officials’ level. The last meeting was held in December 1956 
in Wellington, New Zealand, and the next meeting is scheduled for the autumn of 
1957 in Saigon. The Colombo plan includes a small technical assistance bureau 
and an information unit. The United States is not a member of these subbodies. 


MUTUAL SECURITY ACT OF 1957 93 


2. In addition to the United States programs of loans and grants of economic 
and technical assistance to the countries of south and southeast Asia, the follow- 
ing countries are the major contributors: 

(a) Australia.—Through June 1956 Australia had made available the equiv- 
alent of over $70 million for economic development and technical assistance under 
the Colombo plan. Actual expenditures were about one-half this amount as of 
June 30, 1956. The recipients of Australian aid are: Cambodia, Ceylon, Burma, 
India, Indonesia, Pakistan, Vietnam, Thailand, and Singapore. 

(b) Canada.—Including the Canadian Government’s contribution of $34.4 
million for the financial year 1956-57, the total amount of Canadian aid made 
available since the inception of the Colombo plan is about $170 million. The 
major recipients are India, Pakistan, and Ceylon which together received almost 
$150 million in capital assistance. Assistance to other countries under the 
Colombo plan was limited to technical assistance. 

(c) New Zealand.—New Zealand Government has made available the equiv- 
alent of $14 million under the Colombo plan. The recipients have been Ceylon, 
India, Indonesia, Malay, and Borneo, Nepal, Pakistan, Philippines, and Thailand. 

(d@) The United Kingdom.—The United Kingdom Government has made avail- 
able since 1951 to countries in the area, the equivalent of $240 million in grants, 
loans, credits, and technical assistance. Well over one-half of this total was to 
the federation of Malaya, Singapore, Sarawak and North Borneo. 

3. In addition to assistance extended by the non-Asian members of the Colombo 
plan, Ceylon, India, Indonesia, Japan, Pakistan, and the Philippines have made 
varying contributions to other countries in the area. Examples are: 

(a) India.—For a number of years India has provided assistance to Nepal. 
In 1955-56 approximately $3.36 million was utilized ; in 1956-57, it is estimated 
that $4.2 million will be spent. In addition, India has agreed to assist to the 
extent of approximately $21 million in the implementation of Nepal’s 5-year plan. 
Moreover, well over 500 trainees from Asian nations have received training in 
India in such subjects as civil and mechanical engineering, medicine, communi- 
cations, agriculture, industry, statistics, etc. 

(b) Pakistan.—Ceylonese, Burmese, Malayan, and Indonesian participants 
have been trained in Pakistan in such subjects as animal husbandry, ceramics, 
and village development. Pakistan has provided cattle to Australia for breeding 
purposes in New Guinea. 

(c) Japan.—For the year ending March 31, 1956, Japan appropriated the 
equivalent of about $160,000 for technical assistance to the Colombo plan coun- 
tries and is cooperating in those technical assistance programs financed by the 
United States under which trainees from the area receive a portion of their 
training in Japan. The assistance rendered by other Asian contributing coun- 
tries is in the form of providing training facilities to other countries in the area. 

(ad) Ceylon.—Modest technical assistance has been provided to various Asian 
nations, including India and Malaya. 

4. The consultative committee prepares an annual report which sets forth the 
problems of the area, discusses the economic progress of the countries, and de- 
scribes the contributions of assistance. 


LATIN AMERICAN CONTRIBUTIONS IN THE FIELD OF FOREIGN AID 


As a newly developing area, basic Latin American energy and resources are 
devoted, with multilateral, bilateral, and private cooperation, to strengthening 
of their capacity to plan and implement sound and dynamic economic develop- 
ment programs. The ratio of contributions of Latin American countries to that 
of the U. 8. in bilateral technical cooperation programs is supporting evidence 
of this fact. 

Although Latin American countries are generally limited in their economic 
and technical ability to aid other countries, they are making contributions 
through the TC program of the Organization of American States (see pp. 31-32 
of the Stuart Rice Associates, Inc. study “Foreign Aid Activities of Other Free 
Nations’), their contributions to the U. N., and in a number of instances their 
bearing a significant percentage of the cost of third-country training. 

Also of interest in the Western Hemisphere is the assistance being given to 
Caribbean overseas territories by the metropolitan governments through the 
Caribbean Commission (see p. 32 of the aforenoted Stuart Rice report). 
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BuROPEAN BILATERAL EcoNoMICc AID AND INVESTMENTS IN LESS DEVELOPED 
CouUNTRIES, 1952-55 


SUMMARY 


During the 4 years 1952-55, Europe and the United States each extended gov- 
ernment bilateral economic assistance of about $3 billion to less developed coun- 
tries. Net United States private investment during this period also totaled 
about $3 billion (including institutional donations) while net European private 
investment has been roughly estimated at $1.7 billion. Thus the less developed 
countries received a total of $6 billion from the United States and $4.6 billion 
from Europe, exclusive of multilateral economic aid and of military assistance. 
The total net inflow of resources into the less developed areas, therefore, was in 
excess of $2.5 billion per year (table 1). 


EUROPEAN GOVERNMENTAL ASSISTANCE 


European governmental bilateral assistance to the economic development of 
non-European countries is concentrated primarily in the overseas territories of 
the major metropolitan countries (89 percent). This assistance consists of tech- 
nical assistance, capital grants and loans, and budgetary support. A comprehen- 
Sive account would also include the beneficial trade and payments arrangements 
which exist within various monetary areas. 

The largest contributors were of course countries with the heaviest responsi- 
bilities for overseas territories—France and the United Kingdom. France con- 
tributed nearly $2 billion, of which $1.2 was government loans and investments ; 
the United Kingdom contributed nearly $600 million, of which $400 million was 
grant assistance. 

Under the terms of the proposed common market treaty, the member States 
will contribute to a development fund for the overseas territories ; this fund will 
supplement the efforts made by the metropoles for the economic and social de- 
velopment of these territories. Funds totaling $581 million will be contributed 
and allocated over a 5-year period, as follows : 
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Table 2 shows a breakdown of public economic assistance between Government 
grants and Government loans and investments for the years 1952-55, based on 
the yet unpublished OEEC study entitled “Contributions by Member and ASsso- 
ciated Countries to Economic Development in the Less Developed Areas of the 
World.” Loans and investments having a maturity of less than 5 years were 
excluded, in principle, but the limited data available did not allow this criterion 
to be applied at all exactly. The figures contained in the Stuart Rice Associates’ 
report to the Senate special committee for the study of foreign aid derive from 
the same basic source material but show certain small differences in detail. 


TABLE 1.—United States and European bilateral economic aid and investments in 
less developed countries, 1952-55 





1952 1953 } 1955 Total 


Government (grants, loans, and investments): 
United States..........- ee i 
Europe 

Private (investments and institutional donations): 
United States ! ‘ eel! 
Europe 2? (estimated) - Sint 

Total: 

United States-.-....- 








t Including direct long-term and net portfolio investments and institutional donations averaging $160 
million per year. 
2 Very approximate net private investment. 


Note.—Totals are sums of rounded figures. 
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TABLE 2.—-Huropean public economic assistance, 1952-55 


{In millions of dollars] 












































| Amount going 
| | to— 
1952 1953 1954 | 1955 Total |__ 
| 
| Own | Others 
| OT’s 
Belgium: Government loans----_-.--..---.---- 3 16 | 16 35 OF Fecgaccee 
PIE cccencndiiinilitsdssecociteiia Jaa] 455 446 | 469 545 | 1,915] 1,904 ll 
\— — == —— a — — —_ 
Government grants_-.-...-... ay 162 157 189 | 225 733 7 ll 
Government loans. .....-.-- ae ees 293 289 | 280 320 | 1,182 1, 182 eS 
Germany: Government grants__. : 48 48 60 60 SUIT Detcinsieccaah 1 216 
Italy: Government grants.......-- a ; 5 | 6 | 5 | 8 | 24 22 2 
Manes tél ell! iG 14 | 2) *) 90 | ae 
Fs caaica oh Raiedeasida hettasaneceaeice eed 7 
Government grants... -.-_- 15 14 oY "Ss 68 
Government loans- - - .---- wid 2a | ‘ a 2| 
Norway: Government grants were 1 1 1 1} | aan 4 
Portugal: Government loans Gcacnanee oun fecha a 7 | s 8 | 
Spain: Government loans. -.- oP 3 | 6 | 7 | 8 
United Kingdom...___.-- he aa | u1|  17| 194] 165| 577| 498 | 7 
” aay eat ee = ea 
Government grants___....._-.-.-- 83 | 85 | 111 115 394 351 43 
Government loans. - - - | 28 | 32 | 73 | 50 | 183 147 36 
Total bilateral assistance-__--.....-...--.-.---| 641 | 661 | 751 | 835 | 2,888 | 2,576 | 312 
Government grants. -.- het ae ) 3 | 383 | 431 | 1,439] 1,163 276 
Government loans. - - - - pibiaeaaia 327 350 368 404 | 1,449) 1,413 | 36 
————— | — —— ———S OOS ———EESSESESE ES — 
Total multilateral. .....-- salts baat Poa D6 ABN: oa BB Gs seewe]s--pt eee 
Grand totes. cusats--cesiscesenee- eed + WR dn PO on TO BT Oe og Reel 





1 Israel. 





ASSISTANCE EXTENDED TO OTHER NATIONS BY MuTUAL SECURITY PROGRAM PAR- 
TICIPATING COUNTRIES IN THE NEAR EAST AND SoutTH ASIA 


1. In the Near East and south Asia, an area which includes some of the least 
developed nations of the world, there is a net deficit of technical skill or capital 
rather than a surplus which can be made available to other countries. However, 
for political policy reasons, for reasons of prestige, or for other strong reasons, 
certain of the Near Eastern and South Asian countries have made assistance 
available to other nations. : 

2. A number of the nations in the Near East and south Asia—Ceylon, India, 
Pakistan, Lebanon, Turkey, and Greece—have made available facilities for the 
training of participants whose studies in those countries have been financed under 
the mutual security program. Although it is impossible to evaluate quantitatively 
the assistance made available in this manner, it has been considerable. Even 
when the United States has financed such training, the net effect has been to 
decrease the availability of training facilities for use by the country extending 
assistance. 

8. The following nations have extended to other countries aid as described 
below : 

(a) India.—India recently replaced a $42 million loan to Burma, which had 
been available through September 30, 1956, with a loan of the same amount on 
somewhat different terms. Burma had never used the previous loan. The new 
loan will help meet Burma’s foreign exchange needs for economic development. 

(6) Israel.—Small amounts of technical assistance are being extended to 
Burma under a bilateral agreement signed in fiscal year 1956. Information on 
the extent and nature of Israeli aid to Burma is not available at this time. 
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(c) Turkey.—The Government of Turkey annually contributes approximately 
$78,000 for the economic development of Libya. In addition, some quantities of 
Turkish arms have been provided to Libya and, in fiscal year 1955, 2,000 tons of 
grain were provided by the Government of Turkey. Turkish assistance to Libya 
has been on a grant basis. 

(d) Egypt—Under the terms of a multilateral treaty signed late in 1956, 
Egypt, along with Saudi Arabia and Syria, undertook to provide a subsidy 
equivalent to that which Jordan had received from the United Kingdom until 
the abrogation of the treaty between the United Kingdom and Jordan. Under 
the treaty Egypt is committed to provide $14 million annually; it is not known 
at this time whether the aid has been extended. Egypt also has supplied teach- 
ers for the elementary and secondary school systems of certain nations of the 
Middle East, notably Libya, Saudi Arabia, Jordan, and the Sudan. The provi- 
sion of teachers to Libya represents an extension of aid of slightly under $1.0 
million annually. Egypt also contributes about $78,000 annually for the economic 
development of Libya. 

(e) Saudi Arabia.—Under the terms of the tripartite agreement mentioned 
above, Saudi Arabia, according to available information, is making available to 
Jordan up to $14 million to meet a portion of the subsidy provided by the United 
Kingdom prior to the abrogation of the United Kingdom-Jordan treaty. Also, 
Saudi Arabia, in 1947, offered to finance a portion of the costs of a potash plant 
in Jordan. Detailed arrangements concerning this construction project are not 
known. 

Syria was provided loans by Saudi Arabia totaling $6 million in 1951 and $10 
million in 1955. A Saudi Arabian loan amounting to $10 million was made avail- 
able to Yemen in 1955-56. No definitive information is available concerning 
possible Saudi Arabian aid to Egypt other than that involved in transactions of 
a commercial nature. 

(f) Syria.—Under the terms of the tripartite agreement, Syria agreed to pro- 
vide approximately $7 million annually to Jordan; it is not known whether this 
subsidy payment has been made. 

4. Under the Colombo plan a number of south Asian nations have made avail- 
able technical and economic assistance to third countries. See separate paper 
on Colombo plan. 

5. Nationals of virtually all of the nations in the Near East and south Asia, 
of course, are employed in all parts of the world by the several specialized agen- 
cies of the United Nations and annual contributions to the programs of these 
agencies are made by the nations in this area. 


Senator Syarx. Thank you, Mr. Chairman. 
The CHamman. Senator Mansfield, have you any further questions? 
Senator Morse. 


. AUDITS OF UNIVERSITY CONTRACTS 


Senator Morss. I want to continue on the contract question, Mr. 
Hollister. 
Another ~—— is that auditors, lawyers, contract officials and 


others in nonpolicy positions in ICA seem to exercise an excessive 
amount of influence over the college contracts. 

Mr. Hollister, could you supply the committee with a detailed list- 
ing of those officials in ICA who handle the various aspects of uni- 
versity contract negotiations? 

Mr. Hotuister. Yes, sir. 

Senator Morsg. I would like to have it inserted, Mr. Chairman, at 
this point in the record when it is obtained. 

(The following information was subsequently received for the 
record :) 

THE UNIVERSITY CONTRACT PROCESS 


I. The procedural steps which apply to a project requiring contract services 
of a university are as follows: 
1. Request for assistance presented by a cooperating country to a USOM. 
2. Preparation of a project proposal by the USOM and cooperating country. 
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3. Review of the project proposal by the technical service office and approval 
of the project by the regional office of ICA in Washington. 

. Agreement by the cooperating country and USOM to contribute funds and to 
carry out the project. 

5. Preparation of a project implementation order by the USOM and cooperating 
country to obtain contract services. 

. Exploratory contracts by the technical service office and selection of a tenta- 
tive contractor. 

. Preparation of a scope of work, project schedule, and contract budget by the 
technical service office (including at times a field survey by the tentative 
contractors) and university representative. 

. Preparation of a draft contract by the Office of Contract Relations, 

. Clearance of the draft contract by the technical service and regional offices, 
and by the USOM and cooperating country. 

. Submission of the draft contract to the university representative. 

. Negotiation of contract by the Office of Contract Relations and university 
representative (with participation of the technical service and regional 
offices as required). 

2. Preparation of final draft contract by the Office of Contract Relations. 
3. Signature of contract by the university representative and the Office of Con- 
tract Relations. 

. Selection of contract personnel by university contractor, with clearance of 
the cooperating country and the Office of Contract Relations (which 
coordinates security, salary, suitability, and country clearances). 

. Implementation of the project by the university contractor field party (and 
home campus party as appropriate) subject to the supervision and policy 
guidance of the cooperating country and the USOM. 

. Evaluation of project implementation on a periodic basis by the technical 
service office. 

7. Termination of project activity and submission of final report by university 
contractor. 
8. Postaudit and final payment by the Office of the Controller. 
II. The types of personnel who participate in the university contract process 
are as follows: 
1. Cooperating country: 
a, Officials responsible for carrying out the mutual security program. 
b. Personnel of the university or institution which is to receive assistance. 
2. USOM: 
a. Technicians of the appropriate technical field offices. 
b. Program officers, executive officers, and controller personnel as required. 
3. ICA in Washington: 
a. Regional offices. 
Program officers and country desk officers as appropriate. 
b. Technical service offices. 
Technical field specialists and project managers. 
c. Office of Contract Relations. 
Contract negotiators, financial analysts and attorney advisers. 
d. Other personnel such as security officers and auditors (postaudit). 

III. University contract coordinator: At the request of the universities par- 
ticipating in the university contract program a reorganization of the Office of 
Contract Relations is in prospect which will make a clear distinction between 
commercial contracts and contracts with nonprofit institutions. The latter will 
be the responsibility of an assistant director of contract relations for nonprofit 
eontracts who is also to be designated as university contract coordinator. The 
implementation of this reorganization awaits the appointment of a suitable 
incumbent for which recruitment action is being pressed. 

IV. In order to advise on matters of policy and broad operating procedures 
the Deputy Director for Technical Services has retained the services, on a con- 
sultant basis, of Dr. Clifford M. Hardin, chancellor of the University of Nebraska, 
at Lincoln. 


Senator Morse. Another charge is that there is a provision inserted 
in some university contracts making the university concerned subject 
to General Accounting Office audit as much as 3 years after any pay- 
ment under the contract. 
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The university which brought this to our attention stated: 


Such a procedure does not hold with regard to our Morrill funds or other land- 
grant funds and seems to put us in jeopardy for a period of unreasonable length. 


Would you please comment on this? 
Mr. Houuisrer. I believe that the Congress set up the General Ac- 
counting Office for the purpose of seeing that the funds Congress 


appropriates are properly expended. 

I think the General Accounting Office follows its own routine in 
making its investigations, and while I have not checked this par- 
ticular thing, I assume that that was put in the contract so the uni- 
versity would understand that they would have to be subject to the 
General Accounting Office audits whenever the General Accounting 
Office got around to it. 

Senator Morsr. Mr. Chairman, I make a request that the staff pro- 
ceed to communicate then with the General Accounting Office on this 
criticism and find from the General Accounting Office its position 
and find out why there is a difference, if there is one, between the re- 
quirements of accounting for so-called land grant college funds under 
the Morrill Act, and the funds under the ICA because I assume that 
the General Accounting Office would have jurisdiction over both as 
far as accounting is concerned. 

This criticism, I think, is sufficiently serious and apparently is 
sufficiently uniform among these college presidents so we had better 
have the record made on it. 

(The following information was subsequently received from the 
General Accounting Office :) 

TENERAL ACCOUNTING OFFICE, 
OFFICE OF GENERAL COUNSEL, 
Washington, D. C., May 31, 1957. 
Mr. Cart Marcy, 
Chief of Staff, Committee on Foreign Relations, 
United States Senate. 

Dear Mr. Marcy: Your letter of May 27, 1957, requests our comments regard- 
ing an exchange between Senator Wayne Morse and Mr. John B. Hollister, Di- 
rector, International Cooperation Administration, on May 23, 1957, during 
hearings on the Mutual Security Act. 

The exchange of conversation to which you refer is as follows: 

“Senator Morse. Another charge (concerning criticisms of university-ICA 
contract relations) is that there is a provision inserted in some university con- 
tracts making the university concerned subject to General Accounting Office 
and it as much as 8 years after any payment under the contract. 

“The university which brought this to our attention stated : 

“*Such a procedure does not hold with regard to our Morrill funds or other 
land-grant funds and seems to put us in jeopardy for a period of unreasonable 
length.’ 


“Would you please comment on this? 

“Mr. Hottister. I believe that the Congress set up the General Accounting 
Office for the purpose of seeing that the funds Congress appropriates are properly 
expended. 

“T think the General Accounting Office follows its own routine in making its 
investigations, and while I have not checked this particular thing, I assume that 
that was put in the contract so the university would understand that they would 
have to be subject to the General Accounting Office audits whenever the General 
Accounting Office got around to it. 

“Senator Morse. Mr. Chairman, I make a request that the staff proceed to 
communicate then with the General Accounting Office on this criticism and find 
from the General Accounting Office its position and find out why there is a dif- 
ference, if there is one, between the requirements of accounting for so-called 
land-grant college funds under the Morrill Act, and the funds under the ICA 
because I assume that the General Accounting Office would have jurisdiction 
over both as far as accounting is concerned. 
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“This criticism, I think, is sufficiently serious and apparently is sufficiently 
uniform among these college presidents so we had better have the record made 
on it.” 

It appears from this conversation the International Cooperation Administration 
has included a provision in a contract with a university limiting our right to 
audit to 3 years after final payment under the contract. It is our view that no 
executive agency has the authority to include a provision in a contract limiting 
the time within which we may perform our statutory functions of auditing the 
financial transactions of the Government. We assume, therefore, the provision 
referred to is one which grants to the General Accounting Office the right to 
examine the directly pertinent books and records of the contractor for a period 
of 83 years after final paymeni. 

We are not aware of any law nor is there any requirement of our Office that 
such a provision should be included in contracts executed by the International 
Cooperation Administration under that agency’s contracting authority. Presum- 
ably. the clause was included in the contract as the result of a determination by 
the International Cooperation Administration to conform to the policy of the 
Congress as expressed in Public Law 245, approved October 31, 1951 (65 Stat. 
700). That law was enacted to enable our Office to more effectively audit certain 
negotiated contracts not subject to the safeguards inherent in the competitive 
bidding process. It amended the Federal Property and Administrative Services 
Act of 1949, and the Armed Services Procurement Act of 1947, to require that all 
contracts negotiated under the authority of those acts contain a clause to the 
effect that the Comptroller General or any of his duly authorized representatives 
shall until the expiration of 2 years after final payment have access to and the 
right to examine any directly pertinent books, documents, papers, and records of 
the contractor or any of his subcontractors engaged in the performance of and 
involving transactions related to such contracts or subcontracts. 

The so-called land-grant colleges for the benefit of agriculture and the mechanie 
arts were authorized to be established in the several States, through grants of 
public lands, under the provisions of the Morrill Acts (7 U. 8. C. 301, et seq.). 
Additional funds are appropriated annually to provide for the more complete 
endowment and support of such colleges. These funds are paid to the States in 
the form of grants and are turned over to the treasurers of the colleges or insti- 
tutions entitled to receive the funds. By law, the institution is required to fur- 
nish a detailed statement of the amount received and of its disbursement to the 
agency making the grant. Since the funds involved are grants as distinguished 
from contract payments, the General Accounting Office ordinarily makes no ex- 
amination of the expenditures made by the various State departments from such 
TI'ederal funds. The Federal agencies which allocate these funds to the various 
States usually bear the responsibility of ascertaining that the States comply 
with the requirements covering their expenditure. We do, of course, examine 
the grants made to determine that they are authorized and are in accordance 
with the applicable laws and regulations. 

Thus it may be seen that there is a clear distinction between contracts executed 
by the International Cooperation Administration with universities on a cost 
basis and grants made to States for the support of educational institutions. Un- 
der cost contracts it is our duty to determine that the expenditures for which 
reimbursement is claimed actually were incurred and were necessary to the per- 
formance of the contract. In the case of grants, while we audit the records of 
the administrative agency pertaining to the grants, the accounting for the ex- 
penditure of the grants is made to the agency by the recipients of the grants. 
Consequently, our audit of a university’s cost contracts with the Government 
and the accounting period for grants made to the university would not neces- 
sarily coincide. 

It is hoped that the foregoing will serve the purpose of your inquiry. 

Sincerely yours, 
E. L. Fisuer, General Counsel. 





Mr. Hoxusrer. I understand this isn’t a request of me, this is a re- 
quest of the staff. 


SUPPORT FOR UNIVERSITY CONTRACTS 


Senator Morse. Next, it is also alleged that there is absence of real 
understanding and support for inter-university contract operations 
at the highest levels in ICA. 
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Mr. Hollister, do you believe university contracts to be worthwhile? 

Mr. Hotuister. I think they are one of the finest things we do, 
Senator ; yes. 

Senator Morsz. I think so, too, and that is why I would like to see 
if we couldn’t find some more applicable relationship. 

Mr. Hotristrr. I think you will find that at the present time the 
relations are applicable with most of our university contracts, at 
least I am continually checking it, I got very much interested in this 
because there were so many complaints, and I think we have im- 
proved our machinery. 

While I am sure things are going too slow, they always are with 
respect to Government operations, I am sorry to say. We are still 
trying to speed it up. 


THREATENED BREAKDOWN OF UNIVERSITY CONTRACT PROGRAM 


Senator Morse. Dr. Lewis Webster Jones, who made a survey of 
the foreign aid programs in south Asia, stated that, “The contracts 
between the International Cooperation Administration and the par- 
ticipating colleges urgently require revision. Defects are at present 
so serious as to threaten a breakdown of this extremely valuable 
program.” 

Now, Mr. Hollister, the committee has also received information 
indicating that, in fact, this program is breaking down, since due to 
the defects, universities are either not entering into these contracts in 
the first instance, or those which have participated in the past are not 
renewing their contracts. 


Would you please inform the committee just what ICA is doing to 
remedy these defects and whether or not it is striving to obtain wider 
participation on the part of our colleges? 

I think you have answered it in part. 

Mr. Hotutster. I think I have answered that. 


EXPANSION POSSIBILITIES OF UNIVERSITY CONTRACTS 


Senator Morss. I would like to have you insert in the record at this 
point, at a later date, a statement on this particular complaint, because 
again it comes from a body of university presidents, and I would like 
to have the record show what evidence there is that we can count not 
only on a continuation of this program with the enthusiastic coopera- 
tion of the great American universities, but I would like to have your 
memorandum also cover your views as to what you think the expan- 
sion possibilities are. 

I happen to believe it is probably one of the best forms of intercourse 
between our country and countries where the fight for freedom has 
to be won. 

So I would like to have this memorandum, if you would please, give 
us your ideas of what you think expansion possibilities are. 

Mr. Horxisrer. May I make one comment there, Senator? 

Of course we will give you the memorandum, and I will make my 
views more complete. But inasmuch as other Senators here may be 
interested in the answer to that, I want to point out that in all these 
activities there is always an absorption limit. 
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In these university contracts we try to make a material arrangement 
with a college or university or some institution of that nature in the 
country in which we are working. 

Of course, a good many of these countries are rather limited in that 
kind of institution. Therefore, notwithstanding how much we might 
desire to do something in a particular country, if they haven’t got the 
local facilities, it would be a waste of money and of the fine people we 
might send out there to put them in. 

We have also run into this, that a number of universities with whom 
we have made contracts have decided that instead of recruiting their 
own people, whom we wanted to recruit, they have just gone out and 
recruited fresh people to handle one of these contracts, and query: 
Whether that brings about the results we want. Where we wanted 
the staff and people in a particular university, we didn’t merely want 
them to go out and put new people in under these contracts. That is 
one of the problems we have. spi itie 

I couldn’t agree with you more that to the extent it is possible in the 


world to extend this program adequately, I want to do it. 

But there are those limitations which we have to watch. 

(The following information was subsequently submitted for the 
record :) 


ICA PoLicy ON USE OF UNIVERSITY CONTRACTS 


GENERAL POLICY 


ICA feels that the university contract has proved itself to be a highly effective 
technique of technical cooperation. It broadens the base of cooperation between 
the United States and other friendly countries; it gets away from some of the 
formalities which are inescapable in purely government-to-government relation- 
ships; and it brings a body of extraordinarily able Americans into the program 
who would be unlikely to be available for normal Government employment. More- 
over, it focuses on one of the most significant areas of technical cooperation—the 
strengthening of institutions for higher technical and other education in the 
underdeveloped countries themselves. Over the long term, true economic develop- 
ment can only come from within, and adequate training of local personnel is the 
only way in which the necessary internal human resources can be developed. 
Finally, American universities carry with them overseas not only their particular 
technical contributions, but also a projection of the whole broad economic, social, 
and cultural tradition of American freedom of which they are so essential a part. 

With keen awareness of these unique values of the university-to-university 
contract, it has been ICA’s policy to utilize such contracts in our program to the 
maximum extent feasible. As the Director of ICA said to the Conference on 
University Contracts Abroad sponsored by the American Council on Education in 
November 1956: “* * * you are doing what we think is an extraordinarily 
important job in the world and we want to do the very best we can with your 
cooperation.* * *” 

Consistent with this policy, in the period from 1953 to date, the number of such 
contracts has increased from 21 to 83 involving 58 United States universities 
working in 42 countries, plus 3 on a regional basis. 

The only limitation which ICA has found it necessary to place on the use of 
university contracts from a policy standpoint is that universities should be asked 
to do overseas only the things which they normally do at home—for the most 
part, teaching, extension, and research. In the rapid expansion of this program 
over the past few years, there have been a few occasions in which the universities 
have been asked to take on jobs which are outside their normal province, such 
as the development and implementation of overall governmental agricultural pro- 
grams or even the total United States technical cooperation program. These 
extensions of university responsibility have not on the whole worked out very 
well. ' 

Within the area of appropriate university activities, the limiting factors on 
further expansion of this technique are solely the number of situations where 
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local institutions and local conditions overseas permit this kind of project to 
be carried on effectively, on the one hand and, on the other, the number of 
American universities which are able and willing to take on such assignments. 

Given these limitations we have probably reached pretty nearly the optimum 
number of contracts overall, although some limited further expansion may be 
undertaken. 


However, there will certainly be a number of new contracts signed as new 
fields and new areas are opened up for this kind of work. At the same time, 
however, some of the original contracts will have been completed so that the 
net increase in such arrangements is likely to be small. 


REGIONAL TRAINING 

ICA has been giving continuing attention to possibilities for developing regional 
training facilities along the lines suggested by Senator Morse. Three regional 
contracts are already in existence, in addition to the continuing arrangements 
with the American University of Beirut. Beyond this ICA is already funding a 
number of small regional training programs in a number of other areas. We 
are financing, as a major project, the development of an Asian nuclear center in 
the Philippines which will provide training and research facilities in this im- 
portant new area of knowledge for all of the countries of the region. We are 
considering similar arrangements in other fields on a regional basis, although 
none of these are far enough along at present to be specifically reported upon. 
As such arrangements are developed, it seems highly probable that existing con- 
tracts with United States universities will be extended or new university con- 
tracts entered into to assist in developing the new regional facilities. 


REGIONAL UNIVERSITY CONTRACT PROGRAMS 


Senator Morse. I have other questions on other phases of this 
budget. I don’t want to take too much time. 

But I am concerned about whether or not we are using joint pro- 
grams in some of the underdeveloped areas of the world where they 
may not have in any one country, as you just mentioned, adequate 
facilities in that country. But if you took countries A, B, and C 
and drew them together into a joint program under one of these uni- 
versity contracts, you might find enough total facilities among the 
three so that you could have a combined program. Are you working 
on that approach ? 

Mr. Hoxuister. We have the same university performing several 
contracts in several different countries, if that is what you mean. 
To have a joint contract in several different countries for one thing 
is not easy to do. It is awfully hard to work out multilateral ar- 
rangements with foreign countries if they don’t understand each 
other. 

Senator Morse. A vice president came back from Ghana and I had 
a conference with him with regard to some of the higher education 
problems in Africa, and I thought he had a very sound point, when, 
in his conference with me, he stressed the need, for example, of trying 
to develop regional programs rather than to proceed with the assump- 
tion that each one of those little nations that still have a long road to 
travel for full development can maintain a first-class higher insti- 
tution. It seems to me that there is a point in connection with that 
observation that could be applied to this particular program. 

We can get a department in a university in one country, and a de- 
partment of a university in another country, to cooperate with one 
of our American universities, and the total result might very well 
be the strengthening of the whole educational facilities of three coun- 
tries instead of one. 
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AMERICAN UNIVERSITY IN BEIRUT 


Mr. Hotusrer. I think it offers great possibilities. I should say 
this, Senator. I don’t know whether you are aware that. we had a 
very important contract with the American University in Beirut, 
which we have just renewed, and which would provide this year for 
between 400 and 500 students from all the Arabian countries who 
will be brought there, educated and turned back for working, we 
hope, for some of the programs we have in those countries. 

Of course, that is not tied in with American universities, but it is 
the same idea. 

Senator Morse. I have been there and it is a great institution and 
I want to say anything we can put into that institution is money 
well spent. 

Mr. Howuisrer. Everything there is in fine shape, and we have 
just made a new contract, which incidentally gives us an option to 
put in 100 or 150 more students, in addition to the basic number we 
have just agreed on. 

Senator Morst. That is all for now. I will have other questions 
later. 

The Cuarrman. Mr. Aiken. 

Senator Arken. No questions. 

The Cuarrman. Mr. Capehart. 

Senator Carenarrt. I don’t believe I have any further questions. 

The Cuatrman. Mr. Kennedy, any further questions? 

Senator Kennepy. No. 

The Cuarrman. Mr. Humphrey. 

Senator Humpurey. Mr. Hollister, I have just a very few ques- 
tions. I was keenly interested in your comment about the American 
University at Beirut. I was there just about the time that you com- 
pleted this contract, and there was general feeling of gratitude and 
good will. That is a great institution, amazingly competent as an 
educational establishment. 

Mr. Ho.uister. We are very happy that they are going forward. 
It was drifting for a while, and I think there is an entirely new spirit 
out there. 

AMERICAN UNIVERSITY IN CAIRO 


Senator Humpurey. It is all for the good, which leads me to ask if 
you are contemplating any similar contract with the American Uni- 
versity in Cairo. 

Mr. Ho.utsrer. Not that I know of. So far as I know, there has 
been no communication with it. It hasn’t been brought to my at- 
tention. 

Senator Humpnrey. There is an outstanding faculty at the Ameri- 
can University at Cairo, and Dr. McLain, who is the president there, 
is indeed a very splendid educated man. 

I would hope that your people might look into this, because this 
is one of the forces for constructive good in the area, and they are 
limited in the area. Those that are there need to be developed. 

And also there is a new American University at Tel Aviv. These 
are privately sponsored universities, as you know, such as the Ameri- 
can University at Beirut. I am of the opinion, as Senator Morse has 
expressed, that we can do more good working through these local 
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educational establishments on a contract basis than we can sometimes 
in sending our own people into the area. 

Mr. Ho tuisrer. It is much better if we have the proper facilities. 

Senator Humpnurey. These are really reliable people, and I would 
hope that you will look into it. 

t met twice with the faculty and the student body of the American 
University at Cairo, as I did at Beirut, first in a general meeting and 
then on specifics which we will talk about in our executive sessions. 

But I do hope that somewhere along the line between now and that 
time we might get a chance to look into what possibilities there are 
for progress in this area. 


CONGRESSIONAL CONTROL OVER LOAN FUND PROGRAMING 


The question that I want to bring to your attention particularly 
concerns the Development Loan Fund program. Under previous 
mutual security appropriations and authorizations, we have had some 
idea of how each country is going to fare. 

For example, we have been getting presentation books showing re- 
quests, country by country, that is, what was proposed to be author- 
ized for Greece, for Turkey, for Israel, for Jordan, or some other 
country. 

Then we moved into general categories like development assistance 
and technical assistance, and the information was confidential to the 
committee, but the committee members had a pretty good idea as to 
just how much money was going to be programed in a particular area. 

I am concerned that under the new mutual security suggestions, 
under the new proposal, particularly this $500 million loan fund, 
the committee may not have any idea at all as to what is going to 
happen. 

How do you hope to give the committee information as to what 
plans, if any, you have in mind for the utilization of this rather 
substantial sum of money, half a billion dollars the first year? 

Mr. Ho.uistrer. Senator, it will be obvious, I think, that in the 
early operations of this fund, we will naturally be supporting proj- 
ects which are already in the planning stage somewhere along the 
line. 

Senator Humpnrey. Yes. 

Mr. Hoxutsrer. Either in the tentative or even in almost the final 
stage. 

That would, I think, be natural, because if our people have done 
their work correctly in cooperation with the governments which we 
are trying to help, we would have worked out what they want and 
what we think also is the most valuable thing for their country in 
economic development. 

However, as the best of these projects get moving forward, there 
will be new projects presented. I think there will be a trial-and- 
error period in which we will have to decide that machinery for bring- 
ing projects into this fund and sending them forward. 

There is, of course, a feeling in the minds of some people that we 
should be very much like the International Bank, or the Export- 
Import Bank, and sit back as bankers in an office while some cus- 
tomer comes up with a proposition on which he wants a loan. 








MUTUAL SECURITY ACT OF 1957 105 


I doubt if that method of operation is properly applicable to this 
fund, because it does seem to me that there has to be a complete co- 
ordination of development work under this fund, with whatever other 
economic activities are going to be carried on in the country. 

Senator Humrurey. I understand that, Mr. Hollister, and I con- 
cur with that general philosophy, but what I am concerned about is, 
for example, how much do you expect to program out of this amount 
of funds? Let’s put it this way. Under the old REA program, 
there was a minimum guaranty that each State would get so much; 
at least there was some minimum, and then there was a general 
breakdown within broad guidelines as to what might be available 
within a particular area. This was in the United States. 

I am not saying that we ought to apply that same kind of formula 
for a foreign aid program. But I think there are peopl in the 
United States who are going to be concerned if you have a half a 
billion dollar loan fund with no general guidelines as to the funds 
being available for a certain region, with some understanding with 
this committee. For example, let’s say that $100 million be made 
available for the Middle East, and of this $100 million, a certain 
amount within certain broad categories shall be made available for 
the states that are in North Africa and those that are in the south 
of Turkey and Israel, etc. 

I think we have to get some guideline on this; otherwise it is going 
to appear that it is all at the discretion of whoever administers the 
fund. 

Mr. Hotuisrer. Senator, you are raising one of the very difficult 
questions in the whole picture. 

Senator Humpurey. This isa tough one. 

Mr. Hoxutstrer. One of the things of course we want to get away 
from if we can, is the very strict country allocation way of handling 
our finances which we have carried on in the past. 

I think it is a mistake in most cases to have an exact figure which is 
presented for a particular country in all the areas of operation. Since 
conditions may change very materially between the planning stage and 
the final expenditure stage or even the obligating stage of funds, it is 
a mistake to get a country committed, to get us committed to feel we 
have an obligation to give a certain amount to a country. We think 
it would be much better to have discretion. 

Now admittedly there has to be a certain amount of confidence placed 
in the administrator of this fund, and with a review every so often 
so that any time Congress thinks it is being done wrong, Congress can 
of course completely change the whole thing. 

Don’t forget that today there is a substantial discretion in the right to 
transfer one fund to another, and in the Presidential discretion to use 
funds for almost any purpose within certain limitations. 

So today, notwithstanding a presentation which may be made to 
the Congress of certain things, a change may have to be made, and 
one of the criticisms that is made of us now is we present certain things 
to the Congress, and by the time it comes to do those things, conditions 
have so changed we do something else. We either don’t spend the 
money in that country or perhaps spend more. The director is accused 
of not living up to his agreement with the Congress. However, I think 
it is much better to give the director a certain amount of discretion in 
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handling a thing of thiskind. Then if he did not do it well, you either 
get a new director or get a new law. If you are going to have this 
thing operate properly, you have got to give a certain amount of dis- 
cretion to whoever conducts the affairs of the organization. 

Senator Humpnrey. I want to come back to this, but the chairman 
wants to make a comment. 

The Cuarrman. I am sorry I am obliged to leave. I have another 
engagement. 












WILL DEVELOPMENT LOAN FUND BE SELF-SUSTAINING? 


There is one question I would like to ask. That is whether you can 
give any idea when this Development Loan Fund will be self-sustain- 
ing. I understood you have a hope that it will become self-sustaining, 
and held out that hope to us. 

Mr. Howuister. Senator, that is of course something that no one will 
try to predict, because it depends on two things. It depends on what 
the needs for it will be in the future and how well the payments will 
come in from the past. If the needs of the future stop, then it is 
automatically self-sustaining because you don’t need much money. 
If the needs of the future still continue, whether or not it is self-sus- 
taining depends on to what extent payments may be made of loans or 
guaranties or whatever it may be that we have used the fund for in the 
past. It is something that I would not want to predict. 













AID TO MOROCCO 









The Cuarrman. Then you cannot give any different answer. 
I want to remind you that I asked several questions about Morocco, 
prompted by Mrs. Roosevelt’s letter, and I would like to have the in- 
formation for our committee. 

Mr. Hotuister. Yes. 

The Cuarrman. That is, can any aid supplies which Morocco gets— 
I won’t ask you to answer those questions now, but I want written 
answers from you. How much aid is being given to Morocco, are any 
aid supplies on the way, and when will the first shipment arrive? I 
think that we ought to have that information for the committee. 

(The information referred to appears on p. 58 of the hearings.) 

Thank you very much for your attention. I am sorry I can’t wait 
until you have finished. Senator Humphrey will be acting chairman. 

















CONGRESSIONAL CONTROL OVER LOAN FUND PROGRAMMING 


Senator Humpnurey. Mr. Hollister, just to continue, I recognize 
the purpose of your statement about the need of some flexibility and 
the Mutual Security Act, as amended, does have considerable fiexibility 
within it under the present structure. 

Mr. Hoxutster. That’s right. 

Senator Humrpnrey. But we are modifying that structure rather 
substantially under this loan fund. By the way, as I indicated yester- 
day, I am in wholehearted approval of the concept and theory of a 
loan program. 
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I want to see it applied, but I do feel that if the Congress is to have 
any control whatsoever or any influence whatsoever over the trend 
or direction of our fund policy, then the only control that we have 
is over the financing. It is pretty difficult to write in any other 
controls. 

One of the ways we have been able to direct some attention toward 
particular areas of the world in the past, for the last 8, 9, or 10 
years, is to indicate by appropriation that so much money would be 
expended here, so much money there, and then we list the countries. 
We got away from that inflexible period of listing country by country 
because it promoted competition Sake the countries actually and 
a certain amount of jealousy, so that in about 1953, as I recall, the 
whole format of the mutual security bill was changed, and you 
came in not by countries or by regions but by categories and functions 
as by defense support, military assistance, technical assistance. 

Then under that you broke it down so that when we received our 
presentation books, I could turn to Iraq or I could turn to Ethiopia 
or we could turn to Turkey or Greece and we would see there the pro- 
gram of the last year, the projected for the next year, and maybe 
what had been transpiring in the whole economy of a particular coun- 
try over the past several years. 

What I am asking now is in the light of the fact that there will be 
more emphasis upon loans, is will we still get that same kind of 
general workbook, that general guide that will indicate to Members of 
Congress that these are the projected plans of the ICA for the next 
year ¢ 

Mr. Horxistrer. You will of course get all that with respect to mili- 
tary assistance and defense support. 

Senator Humpurey. Yes. I know that. 

Mr. Howutstrer. And with respect to a certain amount of special 
assistance. 

With respect to the Development Loan Fund, I would think that 
the most that you would get, I won’t say this year, but if the fund 
succeeds, would be those projects which are being discussed within 
an area for the coming year. 

You will get information on those that were, of course, started 
last year, how far they are along, how long it will take to finish them, 
and how much it is going to take to finish them. There would be a 
complete record on that, but as to those that are under consideration, 
I would doubt that you would want to run it in such a way that Con- 
gress would each year take up and approve all the projects which 
might be entered into for the coming year. I think that is one thing 
we ought to get away from, if we can, because otherwise I think you 
get frozen in a way that you don’t want to get frozen, because the 
countries do find that out no matter how much you try to keep it 
secret. 

Then they think even if conditions change, you have got to go 
forward with the projects. | 

Senator Huwrnrey. I don’t want to see the program at an iceberg 
stage where it is fixed, but I don’t want to see it at one of these eso- 
teric, ethereal stages, either, where it is floating around in the strato- 
sphere. I think somewhere we have to have a general idea of what 
these funds are going to be directed towards. | 
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(The following additional information was subsequently submitted 
for the record :) 


MEMORANDUM 


This memorandum is in reply to the question asked by Senator Humphrey as to 
the views of the executive branch concerning how the Congress might exercise 
control over the proposed development loan fund. 


I. PROPOSED METHODS OF CONTROL 


~~ The proposed change from the present form of annual allocations to a develop- 
‘ment loan fund would not result in a removal of congressional control, but in a 
change to the forms of control now applied to other governmental lending agencies, 
both international and domestic; for example, the International Bank for Recon- 
struction and Development and the Export-Import Bank, in the international field, 
_and the Commodity Credit Corporation and Farm Credit Admiwistration in the 
, domestic field. Congressional control would be exercised essentially in three 
ways: (1) By establishing the terms of the initial legislation, particularly the 
availability of funds and the criteria for their use; (2) by approval of the Ad- 
ministrator and close working relations with him; and (3) by continuing ex- 
_ amination of the operations of the fund through periodic auditing, reporting, and 
review. 
Through these means, the control which the Congress will have over the pro- 
posed fund will be no less than that over any of these comparable loan activities 
and more than that over some of them. 


1. The Congress would establish controls in the initial legislation 


At the time that the Congress established the fund, it would determine its essen- 
tial characteristics and limitations. 

(a) The Congress would determine the resources of the fund.—The executive 
branch proposal is for a specified appropriation for the fund for fiscal year 1958 
and for authority to borrow specified amounts from the Treasury in each of the 
fiscal years 1959 and 1960. This entire capitalization would be passed upon by 
the Congress in the authorizing legislation. Under the executive branch proposal 
it would also be passed upon by the Congress a second time in the appropriat- 
ing bill since the fiscal year 1958 portion requires an appropriation act, and since 
the borrowing authority for the second and third years would be available only 
if not disapproved in that appropriation act. 

This proposal provides for greater initial congressional control over the fund’s 
resources than was exercised over similar loan funds, which have been capitalized 
wholly by issuance of stock or notes to the Treasury upon the basis of a single 
action by the authorizing committees and the Congress. The executive branch’s 
proposal for consideration of the fund in an appropriation act is made in recogni- 
tion of the major part played by the appropriating committees of the Congress 
in the mutual security program in past years and of their continuing interest in 
that program. 

The proposal for capital to be available only in yearly increments and for only 
8 years is made in recognition of the views expressed by the Senate special com- 
mittee that the financing of such a loan fund should not be provided in a lump 
sum, but should be built up in an orderly fashion over a period of years. Under 
the executive branch proposal, it would be possible for the Congress to cancel the 
borrowing authority of the fund at any time and legislate its further activities 
out of existence. 

(b) The Congress will determine the criteria under which the fund's resources 
might be used.—Although there must be flexibility in using the fund in order to 
deal with the almost infinite variety of situations which will confront it, the pro- 
posed legislation lays down several important criteria which must be taken into 
account before using it to finance any particular proposal : 

First, whether financing can be obtained in whole or in part from other free 
world sources on reasonable terms. This is to make certain that the fund does 
not supplant but supplements private financing and such public institutions as the 
IBRD and the Ex-Im Bank; 

Second, whether the proposed activity or transaction is economically and tech- 
nically sound. The administrator of the fund must make certain that the in- 
tended use is sensible and practical. 

Third, whether the proposed activity or transaction gives reasonable promise 
of contributing to the development of economic resources, to an increase of pro- 
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ductive capacities, or to improvements of standards of living in furtherance of 
the purposes for which the fund is established. In short, whether that intended 
use will contribute to economic growth as a sound investment should. 

It is also required in the proposed bill that the fund be administered so as to 
support and encourage private investment and other private participation fur- 
thering the purposes laid down by the Congress. 


2. The Congress would pass upon, and would maintain close relations with the 
officials in charge of the fund 

(a) Although the executive branch proposal places responsibility for adminis- 
tration of the fund in the President, it is the intention of the executive branch 
that the official having general responsibility for the administration of the fund 
would be the Director of the International Cooperation Administration, who is 
appointed with the advice and consent of the Senate. It is the further intention 
of the executive branch that the person with immediate responsibility for the 
management of the fund would be a top level official reporting directly to the 
Director of the ICA. 

(0) Both the Director and the active manager of the fund would be available 
to the committees of the Congress or appropriate consultative subcommittees of 
the authorizing committees at any time to review the status of fund activities 
with them and receive their advice. 


8. The Congress would exercise continuing scrutiny of the operations of the fund 


This examination would be of the same nature as that exercised over similar 
financing agencies and would be greater in some respects : 

(a) The initial legislation would provide for the kind of accounts to be kept 
by the agency and for their regular auditing by the General Accounting Office in 
accordance with the principles and procedures applicable to commercial corpo- 
rate transactions, as provided by the Government Corporation Control Act. _ 

(b) The initial legislation would also provide that the fund should submit to 
the Congress each year a business-type budget in accordance with the provisions 
of the Government Corporation Control Act. Such a budget would project the 
fund’s income and financing and its proposed activities for the coming year. This 
budget is referred under the rules of the Congress to the Appropriations Com- 
mittees for examination. 

(c) The fund would submit periodic reports to the Congress. It is the inten- 
tion of the executive branch that such reports should be semiannual. 

(@) Each year during the annual review of the mutual security program by 
the authorizing committees the executive branch would make a presentation to 
them concerning— 

(i) Fund’s activities in each country it had aided during the past year; and 
(ii) The plans or anticipated prospects for future financing: activities 
under the fund. 

Although it is not contemplated that it would be necessary to call upon the 
authorizing committees for specific action for the next 2 years, they would, of 
course, retain the power to recommend to the Congress any changes in criteria or 
other modifications of the legislation which they might believe appropriate. They 
would also have the power to call for the curtailment of the fund’s authority to 
borrow from the Treasury, or in fact, to end the fund’s activities completely after 
the first or second vear, before the capital for the second or third year was drawn 
upon, since the fund would not have made any obligations not covered by its 
current annual borrowing authority. 

(e) Since the capital requested in the initial legislation is limited to anticipated 
needs for 3 years’ financing, the executive branch would have to return to the 
Congress at the ena of that period to request additional authority to borrow any 
needed additional sums. This would of course be the occasion for a major 
review of the fund’s past activities and for a determination as to any needed 
changes in the authorizing legislation as well as to future resources. 


II, MAJOR DIFFERENCES FROM PRESENT PRACTICE 


The methods of control described above approximate or exceed those employed 
in regard to the Export-Import Bank. They differ in two major respects from 
the methods of contro! now employed by the Congress in regard to development 
financing under the Mutual Security Act. 


eo 
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1. The provision of resources 

The Congress would be asked to provide new resources for the fund period- 
ically rather than annually. This change is essential to the business-like func- 
tioning of the funé, as it is of the Export-Import Bank and the IBRD. If it 
were dependent on annual appropriations, the fund would be no more than a 
new name for a contiuuation of existing practices. Neither our own Government 
nor those of countries we wished to help could have any clear idea as to whether 
funds would be available beyond 1 year or not. It would be very difficult to 
plan ahead effectively. It would be even more difficult to persuade other po- 
tential sources of financing such as the IBRD, Export-Import Bank, and private 
investors that they should increase their activity—relying on our assistance to 
complement their own. 


2. Presentation of programs 

It would not be possible to furnish the Congress with annual illustrative coun- 
try programs, as in the past. Like any bank, including the Export-Import 
Bank, the fund would make loans as sound projects were forthcoming, and not 
otherwise. The fund would not know in advance, any more than the Export-Im- 
port Bank now does, what particular projects would quality for loans under its 
criteria during the next fiscal year. One of the primary objectives of the fund, 
in fact, would be to get away from the present practice of illustrative proposals 
and advance allocations, which prevents us from gearing our aid directly to cur- 
rent opportunities for most effective use. 

The Administrator of the fund could, however, indicate periodically to the 
Congress what requests were under consideration, and he could estimate how 
application of the criteria specified in the authorizing legislation would affect 
the overall future distribution of the fund’s financing activities. 


It. CONCLUSIONS 


1. The Congress would exercise effective and continuing control over the de- 
velopment loan fund appropriate to Government lending agencies. 

2. The methods of control would call for more detailed and frequent examina- 
tion, reporting, and consultation than now obtains with respect to the Export- 
Import Bank and other public lending institutions. 

38. The difference between present methods of congressional control over de- 
velopment assistance and the proposed methods of control over the fund are es- 
sential to business-like functioning of the fund. 


AID CRITERIA 


Senator Humpurey. I noticed this morning in the press that the 
French Government had cut off financing to Tunisia, and I recall about 
a week ago that the prime minister of Tunisia, M. Bourguiba made a 
little statement to the effect that apparently you had to have an awful 
lot of Communists around to get much help. 

He was wondering whether or not Tunisia was going to be really 
treated as generously as some of those who had not been quite so 
friendly to the West. The theory or the statement to be interpreted, 
as I heard it in other places, is this: That you generally get more help 
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if it looks like you are just about ready to go down the drain, but if 

ou are standing up there trying to really fight and build and you 
Sait declared yourself a friend of the West and you have shown your- 
self a courageous anti-Communist, and you are not willing to be taken 
in by Nasserism or any other kind of ism, that somehow or another 
the boys just take you for granted and say, “Well, here is our old 
friend over there, he is doing fine,” and he doesn’t get much help. 
How are we going to work on that? I heard this, for example, 
from other people, but I also read this in the press. 

Here is Tunisia today and it is in trouble financially. What do 
we have in this program that is going to be of real help to that 
country ¢ 
Mr. Hoxutstrer. Senator, Senator Kennedy asked something along 
those same lines today, and I am afraid I will have to give you the 
same answer I gave him before you came in. I believe that is some- 
thing which we ought to discuss in executive session. 

I would be very glad to discuss it quite fully, but you can realize 
it raises some rather delicate problems. The general principle, of 
course, is one which I would be very glad to discuss, what we do for 
our friends and what we do for those who perhaps are not so friendly. 
Senator Humpurey. Right. 

Mr. Hotiisrer. The only answer you can make to that is that every 
country has its own problems. It sometimes happens that a country 
which we don’t think is acting particularly friendly is in such shape 
that perhaps, for the good of the United States, something has to be 
done irrespective of the way it is behaving. 

Senator Humpurey. Senator Aiken ? 


UNEXPENDED BALANCES 


Senator Arken. There is just one point I would like to raise before 
T leave. 

Mr. Hollister, as far as I know, the committee has not been furnished 
with any accurate or nearly accurate information as to what unex- 
pended balances remain in appropriations of previous years. Do you 
wish to say anything about that at this time? 

Mr. Houuister. I have a chart on the subject. I thought somebody 
might raise the question. I think I can show you very quickly here 
how the economic side of it stands. 

If you want the military side, I could give you that too, except I 
haven’t got it here, and the military people will be up before you later. 

Senator Arken. In other words, I want to know what is left from 
previous appropriations. 

r. Hoxxister. The annual appropriation is the purple line there. 
The annual expenditure is the green line. The total unexpended ap- 
propriations as of June 30 are the result of those two factors. 
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You see, the whole thing is pretty well flattened out. When we 
come to the end of a fiscal year, we have obligated under our present 
system all the funds that we had available for that year and we have 
on hand roughly about 1 year’s unexpended balances, which you might 
say is the sation capital which we have to work with next year, 
before the money ‘which the Congress appropriates in the spring or 
early summer is ready for obligation. We are running just about on 
an even keel having a year’s money in the till, whic h is pretty near 
essential to carry on our ‘work, 
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Senator Arken. The question I want to raise is whether it would 
be feasible to transfer any of the unexpended balances or unallocated 
balances, if there be such, to the Development Loan Fund ? 

Mr. Hoxuisrer. You see, Senator, it is all obligated. While it is 
unexpended it is all obligated. It is all signed up for certain things. 

In order to transfer it, we would have to deobligate. We might be 
able to do some of that. I think there are some projects where we 
have an obligation where we could go to the country and say, “Look 
here, we would like to take this project and fit it into this new plan.” 
I don’t think we could do that with very much of the money, but we 
could do it to a limited extent. 

Senator ArKEN. If you have some money which is unobligated or 
which might be deobligated, would that then be available to use in the 
Development Loan Fund in the same manner as that which will be 
authorized to be so used ? 

Mr. Hotuisrer. If it is unobligated it lapses to the Treasury on the 
30th of June, unless Congress this year continues it available, as we 
intend to request, but we may not have it. If it is obligated and then 
later deobligated, why then it is money which would be available, of 
course, for some other purpose. 

Senator Arxen. And could it be used for the same purpose as the 
$500 million which you are requesting for the Development Loan 
Fund this year? Would it be merged with that? 

Mr. Hoxuisrer. If it were deobligated, it would have to be used for 
the same general program for which it was first made available, or 
similar current year purposes. 

Senator Arken. But suppose the committee gave authority to in- 
clude it in the Development Loan Fund ? 

Mr. Hottisrer. The committee, of course, could give us authority 
to carry over unobligated sums at the end of the year and put it into 
age Development Fund in place of new appropriations. That could 

one. 

_ It won’t be a large amount. The committee can hardly in advance 
make out a list of things which we ought to deobligate and then throw 
into this fund, you see. That would be a very difficult thing to work 
out, because the deobligation would make the funds drop automatic- 
ally back into that category of our present funding, from which it 
originally came, and it might not be under those circumstances eligible 
at all for this fund. 

Senator Arken. Congress would make it eligible. 

Mr. Hotiister. Yes. 

Senator Capenart. Mr. Chairman, might I ask a question? 

Senator Humpurey. Please go ahead. 

Senator Carrnart. That chart indicates to me that you have $2 
billion in unspent or unused economic funds; is that about right? 

Mr. Hoxutster. We expect to have at the end of June. 

Senator Carrnart. By June 30 you will have approximately $2 
billion unspent, but it will have been obligated ? 

Mr. Hotuister. Yes, sir, it will be substantially all obligated. 

Senator CareHart. My question is: Do you have with you or can 
you get for the record exactly what that $2 billion is obligated for? 

Mr. Hotttster. We could give it to you by general categories and 
by areas, but Senator, if you wanted every single thing that is 
obligated-—— 
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Senator Carrnart. No, in general terms, generally speaking. 

Mr. Hotiister. We can give you that. 

Senator Caprenart. Particularly the specific countries for which it 
has been obligated and in general terms what it is for? 

Mr. Houuister. Yes, sir. 

Senator Carenart. Break it down by categories. 

Mr. Hotxistrer. Yes, sir; because, of course, in some one country 
it may be obligated for 50 or 60 different items. 

Senator Carruart. I understand. At least you could give it to us 
by countries. 

Mr. Hotuister. Yes, sir. 

Senator CarenArr. And general categories. 

Mr. Hoxtister. Yes, sir. 

Senator Carenart. And could you likewise give us how much of 
the $2 billion is for grants and how much is for loans? 

Mr. Houuister. Yes, sir. We can provide the amount of loans 
which were unexpended as of December 31, 1956. 

(The information subsequently submitted for the record is as 
follows :) 


Estimated June 30, 1957, unexpended balance, defense support and economic and 
technical assistance programs—Summary by country, region, and function * 
{In thousands of dollars] 

Estimated unliquidated obligations: 


Hurope: 
Iceland : Defense support, total__..._...__-_--_ 6, 000 
Italy : Defense support, total__._.._...-..-_--__ 600 
Norway: Defense support, total___._._...-._-__ 300 
Spain: Defense support, total_____._._._._._..__-__ 79, 700 
Yugoslavia: Defense support, total____.__.._-__ 8, 700 
Joint control areas summary: Other, total___- 6, 600 
European technical exchange: Defense support, 
Siete ALLL selohe lth bled cde dyeatcbicily 2, 800 
Interregional support : Defense support, total___ 200 
Total, Europe: 
pS Ee AOE AE PR On 98, 300 
heat each cenit ioscan eR aaooenaea tee oes 6, 600 
OW ods tinder del icoet ii séseisteaiinneds 104, 900 
Near East, south Asia, and Africa: 
Near East: 
Egypt: 
Development assistance__........-_-_ 21, 258 
Technical cooperation_................ 2, 500 
a ere tte Eee eG ere eae 23, 758 
Greece: 
a 5, 000 
Technical cooperation___..__.._._____-_ 730 
Oe. st a 5, 730 
Iran: 
BOD TOO i ccleeeiemenmnswegieiomen 51, 000 
Technical cooperation____...._______-_- 10, 607 
Ra ee etod ei 61, 607 


See footnotes at end of table. 


See 
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Estimated June 30, 1957, unewpected balance, defense support and economic and 
technical assistance programs—summary by country, region, and function— 
Continued 

{In thousands of dollars] 

Estimated unliquidated obligations—Continued 

Near East, south Asia, and Africa—Continued 
Near East—Continued 


Traq: 
Development assistance____.___________ 1, 350 
Technical cooperation____._._-__________ 1, 600 
I aa i a a 2, 950 
Israel: 
Development assistance___________-___ 25, 800 
Technical cooperation--..--_____.___-_ 1, 400 
DI nicl che Raa ee i ac enenltmlae 27,200 
Jordan: 
Development assistance___.____________ 16, 500 
Technical cooperation____.__--_--.-____ 1, 000 
NN ign tishar Lat cs calcein acertaseaiamnonlotalbecien 17, 500 
Lebanon : 
Development assistance___._..--__-__ 13, 500 
Technical cooperation._._._.._.-_.____~- 1, 800 
Fh Oa ansckcasecaetnn dh hiasihemmlaie toad oats ke Se! 15, 300 
Saudi Arabia: Development assistance, total [ ] 
Turkey : 
EOTIIR IO Gc icernesntmmeeus im 
Technical cooperation___._.____.__-_____-_ 3, 496 
Raise Sich trish ecceideicdcentecamaniaidleinatenminiidalaial fod 


Palestine refugees (UNRWA) : Other, total 2, 000 
Regional and undistributed : 




















Technical cooperation__.._.._..._-_-- 2, 500 
Baghad Pact: 
Development assistance, total__...._-~ 12, 470 
Total, Near East: 
EOC DOO shiciticneninti tis ctittinanas eadeban 149, 529 
Development assistance_............._. 115, 906 
Technical COOPOFATOR cnet ce kedeud 25, 633 
COUN a SS ws diacetate testers cence cabbie mes tea 2, 000 
ibibo 5 oniip acaba tibniapeiaaedepedaeenen mio 293, 068 
South Asia: 
Afghanistan: 
Development assistance___________-___ 22, 807 
Technical cooperation________________ 3, 900 
NIN ah di ii tans isin ace eres eel wi aenon 26, 707 
Ceylon: 
Development assistance_____.._-___-__ 5, 259 
Technical cooperation..............._ 1, 300 
Fa cil cat gcse tte wedictaleag al cnas tae 6, 559 








See footnotes at end of table. 
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Estimated June 30, 1957, unexpected balance, defense support and economic and 
technical assistance programs—summary by country, region, and function— 
Continued 

{In thousands of dollars] 

Estimated unliquidated obligations—Continued 

Near Hast, south Asia, and Africa—Continued 
South Asia—Continued 























India: 
Development assistance___________-_~- 97, 160 
Technical cooperation___..____.-----~- 29, 100 
TOR cccccccccenccccccccccacccaccnd 126, 260 
Nepal: 
Development assistance_______.______-- 3, 664 
Technical cooperation____.__.__------~ 1, 500 
SS ee eS ee er ee 200 
a a a 5, 364 
Pakistan : 
ReGmne We ccs eth eee 131, 500 
Technical cooperation_._.____..__-.--_- 11, 600 
aN an 148, 100 
Total, South Asia: 
presen aperes ce ck Le 131, 500 
Development assistance____.._____._-_-- 128, 890 
Technical cooperation_____..___._____-- 47, 400 
cele gibi hiesanis 200 
thecal Side tiesssncciicitbisitinentpinsnsinsoniunSa aaa mini 307, 990 
Africa: 
Ethiopia: 
I i 5, 112 
0 UP ERE ae EE 3, 302 
I Losier cer cere TR ESTEE bi 8, 414 
———— 
Liberia: Technical cooperation, total__..__ 1, 500 
—— 
Libya: 
Development assistance_...._...._____ 7, 800 
Technical ecooperation..._._.......__--_- 92 
BE sarah ceeeneiesinnincessndblsbtnnintintannins gap concsinih 8, 720 
——————— 
Morocco: 
Development assistance___.....__---_- 18, 000 
Technical cooperation______._--._---____ 150 
BOM cdccncsasimaceaesee ee LES 18, 150 
i 
Tunisia: 
Development assistance__._....___-___- 4, 300 
Technical cooperation................. 200 
PO adsataneacccamubaseeeie) othe 4, 500 


See footnotes at end of table. 
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Bstimated June 80, 1957, unexpected balance, defense support and economic and 
technical assistance programs—summary by cowntry, region, and function— 
Continued 

{In thousands of dollars] 

Estimated unliquidated obligations—Continued 

Near East, south Asia, and Africa—Continued 
Africa—Continued 


DOT’s: 
Somalia: 
Development assistance._.....-... 800 
Technical cooperation._.........-- 600 
OOS. 2h ic adianes 1, 400 
British and other territories: Technical 
cooperation, total ais ccaucuoniis 1, 875 
Total, Africa: 
WOGHOG MOU ekititi nnn ck 5, 112 
Development assistance__....___._-____ 30, 900 
Technical cooperation...._.....-..._- 8, 547 
BOCA cen tbiide de 44, 559 
Middle East, undistributed : 
SU cad ine Ace c maa 36, 088 
Development assistance... 3... nncnncinann oe 8, 159 
OO iii i tactic ececarpimtis arabe RR a te 44, 247 
Total, Near East, South Asia and Africa: 
EOE I iiiicceiccicmnccicinncicmmitiicn tended 322, 229 
Development assistance_______________.-____ 283, 855 
Technical. cooperation....................... 81, 580 
CNR nsec enti USE IU Oh as 2, 200 
NORD ssc satel eicseaink ted tintcbacia lie al mnie 689, 864 
Far East and Pacific: 
Far East: 
Burma: Development assistance, total_____ E j 
Cambodia : 
Detense -supperttss ee 29, 960 
Technical cooperation__._._._._._____-___ 2, 096 
NN a a 115 
a Neh 32. 171 
Indochina: Defense support, total__.______ 13, 915 
Indonesia: 
Development assistance__.._.__________ ] 
Technical cooperation......._..._____ 11, 820 
CT cect t ction dl ieee et de E 7 
Japan: Technical cooperation, total________ 1, 963 
Korea: 
InN 5 sain aealesc ihe 
Technical cooperation.__.._..._._._.___ 8, 491 
ON a eee a oo 
Laos: 
| acres. arene 24, 028 
Technical cooperation____.......______ 1, 018 


NT Dacd casei aac cccpiceiphaee to acai elon 25, 046 


See footnotes at end of table. 
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Estimated June 30, 1957, unexpected balance, defense support and economic ana 
technical assistance programs—summary by country, region, and function— 
Continued 

{In thousands of dollars] 
Estimated unliquidated obligations—Continued 
Far East and Pacific—Continued 
Far East—Continued 
Philippines : 
Defense support 31, 325 
Technical. cooperation 6, 952 


Total ; 38, 277 


Taiwan: 
Defense support 103, 444 
Technical cooperation 4, 050 


107, 494 
Thailand: 
Defense support ‘ 40, 410 
Technical cooperation 7, 592 


Total 


Vietnam : 
Defense support 
Technical cooperation 


Total 


Regional: 
Defeuse support 
Technical cooperation 


Total, Far East 
Defense support . $26, 337 
Development assistance 33, 996 
Technical cooperation 49, 382 
Other 115 


a a se a 909, S30 


President’s Fund for Asian Economic Development: Other 
is oa ccanlbeiinhiaecein vive acne ae oeclanich ins es meanenenen i cee 


Total, Far East and Pacific: 
Defense support_____--_--.-.. op a biweleigd Dan cee 826, 337 
Development assistance : ae 33, 996 
Technical cooperation 49, 382 
Other ’ 47, 342 
OU Rice ci dato : ‘ 957, O57 
Latin America: 
Argentina: Technical cooperation, total_- 
Bolivia : 
Defense support__.___--_-_-_- 
Technical cooperation 


la a 


See footnotes at end of table. 
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Estimated June 30, 1957, unexpected balance, defense support and economic and 
technical assistance programs—summary by country, region, and function— 
Continued 

[In thousands of dollars] 

Estimated unliquidated obligations—Continued 

Latin America—Continued 
Brazil: 








Defense ‘stpport oll cl ss lUvinwctiieidsiieiexccusuccl & 887 
Technical. cooperation... a... i 4, 384 
OGG) on ee RULES ler ee ba been ceekks o 5, 271 
Chile: Technical cooperation, total......-..---.2-u.u------ 2, 890 
Colombia : Technical cooperation, total__-_--__ ipebaeS cs cee ae i 1, 581 
Costa Rica: Technical cooperation, total__._-____- 689 
Cuba: Technical cooperation, total___._._..------. 413 
Dominican Republic : Technical cooperation, total__ 26 
Scuador: Technical cooperation, total____-__._--___ 992 
El Salvador: Technical cooperation, total___--.-- 344 
Guatemala : 
Defense support. -- as alate 4s hee 10, 400 
OU OE COOOT REO. oi icc iteeies 1, 511 
ORE cceph seid wifcisytakatne inde: Sonhtemledines ieee 11, 911 
Haiti: 
DCTORES GUDVOKt... =... -._.._. 5... ania 685 
Technical cooperation.._.__.._._.... .. weitanense 607 
EE aie cistdh etic a a eee 1, 292 
Honduras: Technical cooperation, total_._.__.____-_ 1, 308 
Mexico: Technical cooperation, total_____._._____-_ 1, 300 
Nicaragua: Technical cooperation, total__._.-.._-_ 339 
Panama: Technical cooperation, total_._......___ $16 
Paraguay: Technical cooperation, total_._______ . 1, 274 
Peru: Technical cooperation, total.__.__________ : 2, 669 
Uruguay: Technical cooperation, total Ae ee 353 
Venezuela: Technical cooperation, total._...__.___ 87 
Overseas territories: Technical cooperation, total_ S44 
Regional: Technical cooperation, total_._.._._._____ 1, 804 
Special regional fund: Defense support, total_____ 12, 500 
Internal Security and other: Defense support, 
Oona Viel, ea ee 4 
Organization of American States: Technical co- 


NS TO dl as tae weiiniai ena ee 750 


Total, Latin America 


DIGREES SOR ke ne ee . 41, 330 
TeLuMICan COBneratION >> eee aie 28, 090 
Sia caelniaa cae sa cteaai na ee at $ID RI BTE 69, 420 








Nonregional : 
Technical cooperation : 


U. N. expanded program of technical assistance_____-_~- 8, 000 
Interregional expenses... ..... td 5 3, 000 
DORGOGP ERG TOG indi a n= 5a cererh tee ee eee 3, 861 

Total, technical cooperation cident ee eed 14, 861 


See footnotes at end of table. 
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Estimated June 30, 1957, wnexpected balance, defense support and economic and 
technical assistance programs—summary by country, region, and function— 


Continued 
[In thousands of dollars] 


Estimated unliquidated obligations—Continued 
Nonregional—Continued 
Other programs: 
Intergovernmental Committee for European Migration__ 
Escapee program 
U.N. children’s welfare 
Ocean freight, voluntary relief agencies 
Control Act expenses 
Administrative expenses 


Foreign reactor projects 

ei (ONE cece ue 

maceee rim OEeNR as oe Sol ds cia 14, 500 
Special Presidential fund_________--_~- Bolton Ss ye se 25, 186 
Special programs 368 
Undistributed expenditures 


Total, other programs 
Total, nonregional 
Recapitulation : 
Defense support 


Deverepment aesistance.... =... 5 ec SU ek 
Technical cooperation 


Palestine refugees (UNRWA) 23, 800 
President’s Fund for Asian Economic Development 47, 548 


71, 348 


Total estimated unexpended balance June 30, 1957 1, 924, 090 


1 The brackets denote figures which are classified and are therefore deleted. 

2 As of Dec. 31, 1956, $418,913,000 of unexpended loan authorizations were oustanding. 
This reflects cumulative authorizations of $2,436,855,000 and total loan disbursements of 
$2,017,941,000 from inception of the country-loan program through Dec. 31, 1956. 


Estimated unobligated balances: 


The foregoing is an estimate of the status of unexpended obligations at the 
end of the fiscal year. While we do not regard the total estimate as classified, 
some of the individual country figures reflect elements now in late stage of the 
obligating process which have not yet received public notice and which should be 
considered classified as of this date (June 1, 1957). These classified figures 
appear in brackets. 

Senator Carenart. And with reference to the chart that was put in 
the record yesterday which shows the amount of loan authorization, 
$2,436,000,000 plus loans disbursed $2 billion, is this $436 million dif- 
ference here part of it? 

Mr. Ho.uister. Senator, I am afraid I don’t know what chart you 
are referring to. 

Senator Carenart. I am referring to the chart “International Co- 
operation Administration Status of Country Loans to December 
31, 1956.” 

Mr. Hotutster. I would have to look at it. 

Senator Carrenart. I don’t know if it is too important if you give 
us the other information. 
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Mr. Hoxuisrer. That was in the previous testimony a month ago, 
wasn’t it? 

Senator Carrnarr. Of the $2 billion that has been obligated, could 
that part of it which is in loans be made a part of your new "fund? 

Mr. Hoxiistrer. That is somewhat the same question which Sena- 
tor Aiken asked me. If a loan has been made for a project which 
would be eligible for the development fund, there isn’t any particular 
point in deobligating it and reobligating it all over again. 

Senator Carenarr. Except as a matter of administration. 

Mr. Ho.usrer. I assume that the administration would be carried 
into the administration of whatever projects we would have under the 
loan funds. 

Senator Capenart. Yes. 

Mr. Hoxutster. There will be a transition period, of course, while 
we work into the new machinery. 

You see, this whole mutual security program, Senator, is kind of 
a flowing river which starts in the planning stage, and from the 
original planning stage to the final expenditure stage it is generally 
as much as two years. 

Senator Carenart. That’s right. 

Mr. Hotiister. And you can't cut it right off and start afresh. 

Senator Careuarr. I am not talking about finishing our contract or 
obligation. I am thinking in terms of getting it all under 1 head 
and under 1 roof. 

Mr. Hotutsrer. I think that will iron out within a year. 

Senator Carenart. Yes; I think it will, too. 

Mr. Horrisrer. Because those would automatic ally run out, you 
see, within a year, those things you are talking about, and then you 
would have the new setup. 

Senator Carenart. Because if you take the $214 billion that you 
have under loans now or will have, plus whatever percentage 

Mr. Howutster. When I was talking about that, that was a aga 
tion of foreign currencies which might some time be available i 
the future. 

Senator Carruart. The chart here shows that you now have $2 bil- 
lion of loans outstanding, and you are authorized to obligate another 
approximately $400 million. ‘That is $2,400,000,000. 

My thinking right along is that that does not include any of the 
$2 billion, of course, that you will have unexpended on July 1 YS 

ortion of that $2 billion, of course, will be grants, and some will 
i loans. 

Mr. Hotuisrer. Some of it might be. 

Senator Carenarr. Some will be loans and some will be grants. 
Let’s say half of it might well be loans. So you would have nearly 
$3 billion worth of outstanding loans. 

My point is that if you turn that into a revolving fund and re- 
invest the interest and principal, you might well have enough money 
to sustain this whole business and never have to call upon the tax- 
payers to put up any more money. 

Mr. Hotuister. Senator, let me make two comments on that. These 
sums of loans you are talking about outstanding, in the first place 
most. aren’t to become due for a good m: any years. 


92528—57——_9 
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Senator Carenarr. I understand. When they do become due, they 
could be available for loans. 

Mr. Hotuisrer. Second, they will be in foreign currencies in a great 
many cases. Therefore they won’t have the value which dollars have 
which we lend today. 


LOAN REPAYMENTS IN LOCAL CURRENCIES 


Senator Capruart. Mr. Chairman, could I take one more minute 
to ask this question which has confused me just a little. 

You stated this morning a couple of times that when these loans 
are repaid in foreign currencies, it creates a problem. Why does it 
create a problem ? 

Mr. Hotuisrer. It creates the problem when the loan is paid if you 
have the currency in a foreign currency. The problem is how do 
you get it out. What do you do with it? 

Senator Carenarr. Couldn’t we keep it there ? 

Mr. Houisrer. You can keep it, yes; but the problem is when it 
comes in do you sterilize it, do you use it again in the economy of 
the country, do you try to repatriate it! 

Senator CareHart. You mean it becomes a problem as to how you 
are going to invest it ? 

Mr. Hottaister. The problem comes when the loan is ultimately 
paid, what are you going to do with the funds that you get that way. 

Senator Capenartr. That is the problem any person has who has 
money to invest. 

Mr. Hotutsrer. Except, Senator, the money you have to invest-— 

Senator Humpurey. Would you explain that again? I have never 
run into that problem. 

Senator Carenart. I am sure it is true. 

Mr. Houuisrer. Senator, your money doesn’t come in kip and in 
pilasters. 

Senator Carenart. I understand. I thought your statement that 
it creates a problem might be misunderstood. You didn’t mean that 
it isn’t a good thing. It is simply a problem as to whether we will 
reloan it to the country in which the currency originated— 

Mr. Hoxutsrer. Yes, sir. 

Senator Capenartr. Whether we will buy strategic materials with it 
or just what we do with it. 

Mr. Hotuister. I mean I think it is something we should begin 
to plan on as the years go on, that is all. 

Senator Carrenart. In other words, it is a good thing to get the 
currency back rather than to give money away in grants is it not? 

Mr. Houser. Yes, sir. 

Senator Carenart. I am sure you did not want to leave the impres- 
sion that you don’t like the idea that it is paid. 

Mr. Horiisrer. I think I said very clearly when I think it was 
Senator Aiken suggested that inasmuch as we already had a problem, 
if we made further currency loans, we would increase the problem, 
I said that might be true, but we still would prefer to have a foreign 
currency loan than none at all. 

Senator Carenart. In other words, it would be no problem at all 
if it was in dollars? 
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Mr. Hoxuisrer. We still would prefer a currency loan, even foreign 
currency, to a grant where we can make it. 

Senator Carrnarr. It would be no problem if it was a dollar loan? 

Mr. Hotuistrer. No, sir. 

Senator Carenarr. But since it is a loan in other currencies it is 
a problem of investing it, loaning it, keeping it, or whatever you are 
going to do with it. 


CONGRESSIONAL CONTROL OF PROGRAM 


Senator Morse. Mr. Chairman, I have a very few questions. I did 
not want to raise the subject matter of my questions which we might 
discuss in executive session. 

I have not responded with some of the enthusiasm of some of my 
colleagues on this committee, with the “new look” program of the 
administration in the field of foreign aid or ICA, and for the reason 
that I believe in government by law and not by men. I recognize 
the importance of procedural checks upon the exercise of discretion, 
and I read in both your programs, in regard to your answer to Senator 
Kennedy this morning, and into Secretary Dulles’ program, a very 
dangerous extension of abritrary power on the part of men running 
this Government. 

I do not intend to sit in the Senate of the United States and vote 
you any such discretionary power with my vote. My colleagues can, 
if they want to, and they can answer to the voters, but I don’t intend to. 

I think that the Congress of the United States has, under our Con- 
stitution, a clear duty to check into the individual programs for which 
you propose to spend the taxpayers’ money. If I understood you 
correctly in answer to Senator Kennedy this morning, we can now, 
under this “new look” program of yours, expect that if you gentle- 
men want to exercise the arbitrary discretion, you can transfer funds 
to Yugoslavia within the period of time for which you get the blanket 
appropriation, and we find out about it after the fact. 

Mr. Houuistrer. You can do it today, sir. 

Senator Morss. This is nothing new, my position on this, but this 
is even an extension of this power beyond what we have done before, 
because you are going to extend the time element, and so you are going 
to be able to exercise this power, even unchec ked by the Congress, for 
a greater period of time. 

‘So I would like to know your answer to this question. You could 
take a country like Yugoslavia or any other totalitarian country, like 
Saudi Arabia, I suppose, and you could proceed to transfer funds 
around to the extent of a good many millions of dollars for programs 
in those countries, and we would find out about it after the fact. 

Mr. Hottister. It could be done today, Senator. The request we 
are making does not change that situation. 

Senator Morse. I shall do the best I can to stop government by men. 


USE OF LOCAL CURRENCIES 


Senator Humenrey. Mr. Hollister, this discussion over locally-gen- 
erated currencies is one that has been interesting me for a considerable 
period of time. I ran into the problems relating to the use of these 
currencies in country after country. 
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I should like to have from your agency the breakdown, country 
by country, as to the availability of the local currencies, and under 

what provisions of law those currencies became available, whether it 

was under section 402 or Public Law 480 or counterpart funds, or 

however they became available. 

I, as yet, have not been able to ascertain who finally makes the 
judgment as to how these funds will be used. 

For example, some of these funds are used to maintain military 
forces, pay embassy expenses, or to cover United States Government 
obligations in the area. Others are used for economic development, 
some are used for education, et cetera. 

Under Public Law 480 we have the uses spelled out ? 

Mr. Hotuister. That is right. 

Senator Humpurey. But who makes the judgment as to the per- 
centage of how they shall be used I have never been quite able to 
determine. 

Mr. Hotuister. We will try to get a memorandum for you. 

(The information subsequently submitted for the record on this 
subject appears on p. 787.) 

Senator Humpurey. It will help a great deal. 

Mr. Hottister. First, there is the sale agreement, and where loans 
are made there is a loan agreement. Where there is no loan, it is 
worked out under the sale agreement—this is Public Law 480 I am 
talking about—as to how much of the proceeds of the sale are to be 
used in the loan field and how much are to be used in the other fields. 

Senator Humpurey. I think there is a sort of a shady no-man’s- 
land in here that somehow or another the respective agencies of the 
Government keep, kind of like a badminton game. 

Mr. Hoxutster. Unfortunately. 

Senator Humrnurey. That little feathered thing finally ends up in 
a net. 

I find time after time where there have been delays in judgment and 
in decisions which have cost us considerable sums of money. I think, 
where we look over the facts, we will find out that devalued curren- 
cies by delays have cost us money. 

Mr. Ho.utsrer. One of the troubles, Senator, is there no clear 
agreed-on concept as to the purpose of Public Law 480. 

Senator Humpurey. It is in the law. 

Mr. Houutstrer. Yes; but is it solely for the purpose of getting rid 
of surpluses at any price whatever, or is it partly for the purpose of 
foreign trade? Is it partly for the purpose of developing foreign 
countries ? 

Senator Humpurey. Mr. Hollister, you have put your finger right 
on it. I want to thank you for doing it, because this is exactly what 
has happened. 

There are some people in this Government that look upon Public 
Law 480 as a way to get rid of the surpluses that they know how to 
accumulate. There are other people who look upon Public Law 480 
as a part of economic foreign policy. There are military personnel 
who look upon Public Law 480 as a very fundamental cushion for 
political slabitity in an area, and there are others who look upon it 
for trade development, and others who look upon it for economic 
development. I haven’t been able to find any three people who agree. 


eV 


+ te 2 Od 


MUTUAL SECURITY ACT OF 1957 125 


Mr. Ho.utsrer. And there are political factors that come into 
everything. 

Senator Humpurey. Right. 

Mr. Hotuister. Of course, the problem arises immediately in our 
selling agricultural commodities and reloaning these foreign curren- 
cies, which, of course, are very much in demand. These contracts 
with foreign countries immediately get us into trouble in a great 
many cases, with some of our friends who think we are taking their 
markets away. 

Senator Humpurey. I think that is way overestimated. We are 
going to go into this Public Law 480 operation in another committee 
im a very comprehensive manner. 

Mr. Hotuister. But it is a factor. 

Senator Humrpurey. It is a factor, but I think, in a sense, it is 
somewhat conjured up out of the field of diplomacy, a hangover 
from the past. 

There isn’t much new market that anybody is going to be able to 
get in a country like Spain, where the people are impoverished—you 
and I will talk about this later on—or in some of the other countries. 

I have not been able to gather that the State Department and the 
Department of Agriculture have ever come to an agreement as to 
just what is the function and the purpose of Public Law 480, or even 
the use of the funds afterward. 

I had a group of businessmen come in to see me the other day, and 
they said they realized that in some of these countries where dollar 
balances were so short, Public Law 480 sales made it possible for the 
dollars to be used to purchase capital goods from other countries, 
thereby giving two sales, a sale of our grain or our food and fiber 
on the one hand, and a sale of our capital goods on the other hand, 
and where we take local currencies. But if we are doing business 
with a country and we have any political arrangements with it, we 
have to have some faith in its economy, so it is not too bad to take 
their local currency. 

I would like to have charge of some of that local currency in a couple 
of countries I saw, and you would own some nice apartment houses 
and some good buildings over there instead of having a devalued coin. 
This is what really needs to be done with some of it. 

We have got to come to agreement about it, and that is why I want 
to know, as I said yesterday to the Secretary, what this loan agency is 
going to do. 

Is it going to handle only the dollars, or is it going to also have its 
hands, and thereby its judgment, upon the use of the local currencies, 
because the local currencies buttress the dollar expenditures. 

This is particularly true where we have a military base program or 
where we have any large capital improvement operation. 


CONGRESSIONAL CONTROL OVER PROGRAM 


Senator Carenart. I have a couple of questions, Mr. Hollister. 

You have no more discretion under the present proposed legislation 
than you have had under the Marshall Plan or the ICA or the others, 
do you? In other words, the Marshall Plan people did not—— 

Mr. Hotuister. No, sir. 

As far as the legislation is concerned, no increase in discretion. 
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Senator Carenart. But you do have more limitation at the moment 
upon foreign aid than ever before, because $500 million specifically 
are marked for loans, $900 million for defense support and $1,900 
million for military assistance, plus the $300 million that will be given 
to the President to use under emergency situations. 

Isn’t that as much control, or even more, than the Congress has had 
over any of these funds or any foreign aid program over the past 
10 years? 

Mr. Ho.uisrer. The chief change, you might say, Senator, as far as 
discretion is concerned, if discretion is the proper term rather than 
flexibility, is that we will be, with respect to most of this program 
that is, a large part of this program, relieved from the necessity of 
obligating, 80 percent of our appropriations, within the first 10 months 
of the year 

Senator Capenart. Yes. 

Mr. Ho.uister (continuing). Which, in my opinion, forces us to 
act in an improvident way in order to use our funds. 

Senator Caprnart. The Export-Import Bank is a creature of the 
Congress, and the Congress does not pass on the bank’s individual 
loans, does it? 

Mr. Hotuister. No. sir. 

Senator Carenart. And the Export-Import Bank has outstanding 
at the moment over $3 billion in loans, and the Congress has author- 
ized it to loan up to, I think it is $6 billion. 

Do we, the Congress, pass upon each individual loan ? 

Mr. Hoxutster. No, sir. 

Senator Carenart. But we do contro] the Export-Import Bank by 
the total amount of loans it can make, and the criteria under which 
it makes loans, and haven’t we got the same sort of safeguards here? 

Mr. Ho.tister. I would think so. 

Senator Caprnarr. At least, we should have and will have before 
we are finished. 





USE OF LOCAL CURRENCIES 


I would like to say this to the Senator from Minnesota : 

I think the criteria that he spoke of there, about half a dozen of 
them, are the proper ones to govern these surpluses. I think there 
are six criteria: economic, political, military, humanitarian, and so 
forth. 

I think it covers all six, and I think it should. I think it should be 
used for those purposes. I don’t think it should be limited to just 
one. 

Senator Humpurey. I thoroughly agree with that, Senator. My 
point was I don’t think there is any general agreement amongst those 
who have some responsibility. 

It is a difficult assignment under these agreements, but I think if 
we are going to look upon it as a continuing program this problem 
will have to be met. It has been looked upon as an emergency pro- 
gram year by year, and I think that has been part of the problem. 


CONGRESSIONAL CONTROL OVER PROGRAM 


Senator Morse. Mr. Chairman, I just want to take half a minute. 
I am completely dumbfounded by your answers to Mr. Capehart’s 
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questions about your discretion not being increased under this new 
program. 

I hold in my hand this memorandum, and I would like to have you 
supply the committee with a reply to it. I think the chairman of the 
committee is mistaken. 

I hold in my hand this memorandum, which is a comparison of 
the President’s recommendations and the Senate Special Committee 
recommendations in connection with these various items, such as mili- 
tary assistance, as to the additional discretion that is granted. [See 
p. 48 for the memorandum referred to above. | 

Military aid and defense support appropriations are contained in 
a separate title in the Department of Defense budget. It is asked 
that permanent authorization for appropriations for both kinds of 
aid be enacted. 

In other words, you do away with the annual authorizations for 
everything that is in the pink part of your pie, and when you do 
away. with annual authorization, you do away with a terrific con- 
gressional check. 

You certainly know when you have to come up here for annual 
authorizations, Congress is exercising a very important check upon 
the Executive Branch of the Government. 

I say most respectfully, Mr. Hollister, that I think you ought to 
put a memorandum in the record that at least explains what you mean 
when you say you are not increasing your discretion in the adminis- 
tration of this program. [See p. 49 for ICA’s comments on Senator 
Green’s memorandum and p. 780 for additional comment. | 

Your no-year program is, I assume, being sought because you want 
to have greater administrative authority, and if you get the greater 
administrative authority, you greatly increase your discretionary 

wer. 

I happen to be one that thinks that you should not get it. I happen 
to be one that thinks that the Congress, representing the taxpayers, 
ought to be working in close coordination with you, but I think we 
ought to have that mutual understanding between and among us that 
we are both in on the determination of the policies in regard to which 
you seek to exercise some administrative discretion. 

Senator Carenart. Will the Senator yield ? 

The discretion, of course, that the Senator is talking about is the 
discretion that you give them for a year. 

Now, you have got just as good a check, I think, or maybe a better 
check, because here the yardstick is $500 million, and the Congress 
does not have to wait for a year, it it doesn’t want to, to change any 
law, if it is its opinion that it is not being operated properly. 

Senator Morss. I am sorry that the Senator from Indiana thinks 
that I am not aware of the customs and practices of the Congress of 
the United States; once you take action on a matter, you turn to the 
next problem. You never think about it again until it is up before 
you the next time. The Senator from Indiana knows that. 

This no-year program is a procedural device, as the Senator from 
Indiana ought to know, that will result in this, namely, that Congress 
will pay no more attention to it until you get the request for author- 
izations in the future, and the best way I can think of, if you really 
want to undermine the checking system of the Congress, is to give 
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the Executive Department the kind of time schedule they are asking 
for in this particular program. 

I also happen to believe, may I say to the Senator from Indiana 
and Mr. Hollister, that I think the time has come to take away some 
discretion we have already given them in this whole foreign aid 
program. 

Senator Carenart. Isn’t the $500 million limit as good a check as to 
say they can go for 1 year? 

Senator Morse. Of course it isn’t. The only check you have is your 
periodic check upon the actual administration of the program, and 
I don’t believe in giving this kind of arbitrary power to any adminis- 
tration, Republican or Democratic. 

I think it is about time in this country, that we get back to our 
legislative checking system and stop delegating legislative functions 
to the Executive. What we are doing is making the downtown agen- 
cies a superlegislature instead of exercising our own powers, as was 
originally intended. 

Senator CareHart. I guess it is too bad that the Congress can’t 
pass on every loan the Export-Import Bank makes, every executive act 
that they perform, and hire individually and personally every 
employee. 

I presume that that would be the ultimate, but we can’t even agree 
here on one piece of legislation. I don’t know how we would be able 
to agree on one loan or any loans. 

Senator Humpurey. Mr. Hollister, I think we will finally agree on 
some legislation. In the meantime, it would be very helpful if you 
would present in a memorandum to the committee the suggestions that 
you have as to how the Congress can maintain some general super- 
vision over, or some general knowledge of, how these funds will be 
used, and where they will be used. 

I think the point that is being made here is that with half a bil- 
lion dollars worth of funds, the Congress ought to have some idea 
as to where the funds are going to go, and the kind of programing 
that is going to be developed. 

(See p. 108 for information submitted on this point.) 

Mr. Ho .uister. Senator, you understand that there will be pre- 
sented each year, as far the development fund is concerned, the busi- 
ness-type budget which is now used by Government corporations, so 
that the Appropriations Committee will have the right to review the 
budget for the coming year, with a statement of what has been ex- 
pended in the previous year, what is on hand, and so forth. 

Senator Morse. I understand that, Mr. Hollister, but that does not 
meet the problem I am ——e. 

You simply say, “We will file a report, and it is there if you fellows 
look for it.” 

It simply does not take into account the way the legislative process 
works in a democracy. The important thing is to put the elected 
representatives of the people in the Congress in a position where they 
have to ae specific judgment upon programs. 

I think the people of this country are entitled to have us exercise 
that legislative function, and we have been delegating it away. And 
I think it is a dangerous trend in this country toward government by 
the Executive and away from ee by both the Executive and 
Congress, exercising their checking system, and it is leading to gov- 
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ernment by the arbitrary discretion of executives, and not by law, and 
that is the position I am going to take, and I am going to see, by 
way of amendments, if I can get at least this whole program returned 
to the people under their own Teatelaains process. 

Senator Humrnrey. Mr. Hollister, do you have any comments? 

Mr. Hotuister. No, sir. 

Senator Humrnrey. The committee will reconvene Friday morning 
in room 457, Senate Office Building, to hear Assistant Secretary of 
Defense Sprague discuss the military aspects of the program. 

(Whereupon, at 12:35 p. m., the committee recessed to reconvene, 
in er 457, Senate Office Building, at 10 a. m., Friday, May 24, 
1957.) 

(The following memorandum was subsequently submitted for the 


record :) 
MEMORANDUM ON DEVELOPMENT LOAN FUND 


This memorandum is designed to answer five related questions concerning the 
proposed development loan fund which were asked by members of the Senate 
Foreign Relations Committee during hearings on May 22 and May 23, 1957. 

1. What should be the terms of its loans? 

2. How will local currency repayments to the fund be used? 

3. How soon will the fund revolve out of its own resources? 

4. Should not repayment of previous loans be assigned to the development fund, 
in order to reduce its need for new funds from the Treasury? 

5. What types and categories of foreign currencies should the Fund handle? 


I. What would be the terms of the funds’ loans? 


1. Purpose.—Fund financing will only be available on a reimbursable basis. 
The terms which will govern this financing may vary from one instance to an- 
other, and can only be determined with precision on a case-by-case basis, as oper- 
ating experience is gained. Certain basic principles can be stated at this time, 
however : 

(@) The obligation to repay the funds’ loans should be unequivocal. The 
terms of the fund’s loans should be such as can be met by the borrowing country 
as a result of the increased development of the country which the fund’s activity 
will make possible. 

(o) The terms of the fund’s loans should not be such as to reduce the assist- 
ance which will be available to the borrowing country from normal financing 
sources. On the contrary, the terms of these loans should be such as to make it 
possible for the fund to work closely with, and to facilitate an increase in the 
operations of, the Export-Import Bank, the World Bank, the International 
Finance Corporation, and private investors. 

(c) The terms of the loans should not be any more favorable to the borrow- 
ing country than necessary to achieve the above purposes. 

2. Basic terms.—We believe that the terms of existing mutual security loans 
meet these three purposes. Such loans generally are repayable in not more than 
40 years, in local currency or dollars—at the option of the borrower, with 3 per- 
cent interest if payment is made in dollars and 4 percent interest if payment is 
made in local currency, with a period of 314 years on interest and 4 years on 
principal before payments begin. The consent of the borrowing country is re- 
quired for use of local currency repayments outside that country. 

(a) These loans involve an unequivocal obligation to repay. They generally 
are being repaid, and this will probably continue to be the case. 

(b) They have not interfered, and do not seem likely to interfere, with the 
operations of the Export-Import Bank, the World Bank, the International Finance 
Corporation, and private investors. On the contrary, with the greater assurance 
of continuity provided by the fund, loans offered on these terms could increasingly 
complement—and be associated with—aid from these other sources. 

(c) It seems likely that many local currency payments will eventually prove 
of value to the United States. Some of them are now being sold by the Treasury 
to other United States agencies to finance local United States uses in the coun- 
tries concerned. It is hoped that eventually some of these local currencies can 
be used—with the consent of the borrowing country—in other ways that will 
benefit the United States. 
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3. Variations.—It is not, however, believed that the existing type of mutual 
security loan is the only type which the fund should make. For example: 

(a) There may be instances in which the situation of the borrowing country, 
and its relation to other borrowing sources, will permit us to require that some 
part of the interest or principal be repaid in dollars. We have so far made 
8 mutual security loans which have to be repaid in dollars—1 to Afghanistan and 
2 to Iran. In the case of such dollar loans, and perhaps in other cases, we may 
want to extend the grace period—at least on principal repayments. 

(b) There may be instances in which we can best promote increased private 
enterprise through the fund’s acquisition of debentures or through its execution 
of guaranties of various kinds. 


Il. How would the local currencies repaid to the fund be used? 


1. Local uses.—Some limited part of local currency repayments could continue 
to be used to finance local United States uses. These uses include a variety of 
activities, ranging from United States administrative expenses to the construction 
of United States base facilities. It should be recognized, however, that there are 
several countries where these local United States uses have been financed for such 
a period into the future that the United States Treasury cannot sell the countries’ 
currencies for dollars to United States agencies. 

2. Relending.—In part, local currency repayments might be used for relending 
to the borrowing countries. Such relending would not convey new physical 
resources to these countries and thus reduce their requirement for foreign ex- 
change loans. It might, however, ease the fiscal position of some of these gov- 
ernments many of which can raise only limited funds through taxes and bor- 
rowing, and some of which are restricted by law in their ability to expand the 
supply of money. Relending could, in these cases, contribute to the borrowing 
countries’ ability to make the most effective use of the foreign exchange resources 
which they were securing from the fund or other sources. 

8. Conversion into foreign exchange.—Over the long run, we would expect 
that some of these local currencies might be used by the United States to acquire 
resources which could be removed from the borrowing country for the benefit of 
the United States or of other less-developed countries. This could, of course, 
only be done by agreement with the borrowing country: if the loan terms did 
not provide that such agreement was required, the loan would be equivalent to 
a foreign exchange loan, such as the Export-Import Bank and World Bank now 
make. We would expect the borrowing country’s agreement to be forthcoming, 
however, in cases where such acquisition and removal would not injure the 
country or its other outstanding obligations. And we would expect cases where 
this was true to multiply as the fund’s activity increased; for that activity 
should—if the fund is successful—eventually be reflected in increased production 
out of which external repayments in useful resources could be made. 

The fund will perforce take greater risks than existing lending institutions. It 
is believed that it will be successful in stimulating economic development. That 
development should eventually permit its loans—or its reloans—to be repaid, 
in considerable measure, in useful resources. 


III. How soon could the fund “revolve” out of repayments on its own loans, 8o 
that it would not need to secure new money from the United States 
Treasury? 


1. Scale of repayment.—Even if the fund were making loans entirely repayable 
in dollars, a considerable period would elapse before it could revolve out of its 
own resources, for the terms of its loans would probably provide, as the terms 
of mutual-security loans do now, for both a grace period of several years on inter- 
est and principal repayments and for a gradually ascending scale of annual re- 
payments. This would mean that (i) for several years the fund would receive 
few, if any, repayments, and (ii) thereafter its annual repayments would initially 
be quite small. 

2. Type of repayment.—The fund would be repaid in part in local currency. 

(a) Relending this local currency to the borrowing country would not diminish 
that country’s requirement for development loans of foreign exchange, for the 
countries to which the fund would make loans need resources additional to those 
which they possess in order to carry out development programs. To secure these 
resources, they need foreign exchange, which they can spend outside their own 
borders to import goods and services that they do not now have. To lend these 
countries their own currency, without bringing in commodities to generate that 
currency, would not meet this need however much it might ease their govern- 
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ments’ fiscal position. Such relending of local’ currency would not, therefore, 
diminish the fund’s need for dollars. 

(b) Any dollars secured by selling the fund’s local-currency repayments to 
other United States agencies for their local uses could be added to the loanable 
resources out of which the fund could revolve. It is doubtful, however, whether 
the fund could annually sell more than a limited part of its local-currency repay- 
ments, when these begin to be made in volume, for dollars to finance local United 
States uses. 

(c) Eventually, we would hope that local-currency repayments could be used 
as foreign exchange; i. e., to buy resources which could be removed by the United 
States from the borrowing country. To the extent that this could be done, of 
course, local-currency repayments would add to the fund’s loanable resources, 
thus permitting it to revolve. If the fund is successful in stimulating development 
in the borrowing countries, it should, after a considerable period of time, be able 
to revolve to an increasing extent through such use of local-currency repayments. 

3. Conclusion.—(a) For its first few years, the fund will not revolve at all, in 
view of the schedule of prospective repayments. 

(b) When it first begins to revolve, it will probably do so (apart from relending 
of local currency) only to the limited extent that it is repaid in dollars or that 
local-currency repayments can be sold for dollars to finance local United States 
uses. 

(c) Over the very long term, the fund should revolve increasingly out of its 
own resources, as the local currencies used for repayment acquire increasing 
value. 


IV. Should repayments on previous United States Government foreign loans be 
assigned to the development fund so that it could revolve sooner? 


There are two types of loans in question here: (i) Those made by ECA before 
1954, (ii) the later mutual security and Public Law 480 loans. 

1. Loans made by ECA prior to 1954.—Principal and interest repayment on 
these loans is made in dollars. It will come during the period immediately ahead 
to about— 

$50 million in 1958 ; 
$63 million in 1959 ; 
$65 million in 1960; and 
$68 million in 1961. 

(a) $1,211 billion of these ECA loans were made out of public-debt authority. 
Most of the repayments go, therefore, to retire notes which were issued by ECA 
to the Treasury. Assignment of these repayments to the fund would be essen- 
tially a bookkeeping operation, moving money out of one Treasury pocket and into 
another. There would be no objection to such an operation in principle, although 
it might be sounder fiscal and budgetary practice to repay ECA debts out of ECA 
receipts and to secure the fund’s resources directly through its new borrowing 
from the Treasury. To do otherwise would be to leave the ECA notes outstand- 
ing, while claiming for the fund the resources now set aside for their repayment. 

(b) $296 million of ECA loans were not made from public-debt authority. 
Repayments on these loans now go into miscellaneous receipts of the Treasury. 
The sums involved (around $15 million annually) would be too small to have a 
significant impact on the fund’s operations. 

2. Public Law 480 loans and mutuai-security loans.—Repayment of both Public 
Law 480 loans and of mutual-security loans made prior to establishment of the 
fund will, for the most part, be made in local currency. The total of such repay- 
ments will be as follows (divided about equally between mutual security and 
Public Law 480 loans) during the next few years: 

Fiscal year 1958, very small. 
Fiseal year 1959, $12 million. 
Fiscal year 1960, $41 million. 
Fiscal year 1961, $89 million. 

These local-currency repayments would not materially reduce the fund’s re- 
quirement for dollars, since they could not, as indicated previously, be used to 
convey new resources to the borrowing countries. 

Assignment of local-currency repayments to the fund from past mutual secu- 
rity and Public Law 480 loans would, however, deprive the Treasury of some 
dollar earnings, since the Treasury can now sell part of these local-currency repay- 
ments for dollars to other United States Government agencies. 

Such assignment would not, therefore, seem advantageous. 
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V. Should the fund handle all loans and foreign-currency proceeds of United 
States aid programs in less-developed countries? 


1. Foreign loans.—Considerable amounts of the local-currency proceeds of 
Public Law 480 sales are now reloaned for development purposes. It would be 
consistent with the basic purpose of the fund (which is to assist economic de- 
velopment on a reimbursable basis) for the fund to administer these loans. For 
reasons stated in answering question III, however, local-currency loans would not 
subtract from the borrowing countries’ need for foreign exchange. Assigning 
the administration of Public Law 480 development loans to the fund would not, 
therefore, reduce its requirement for borrowing dollars from the Treasury to 
make foreign-exchange loans. 

2. Foreign currencies.—Since the basic purpose of the fund is to make develop- 
ment loans to less-developed countries: 

(a) Other loans of local currency, insofar as they do not involve development 
purposes, should not be administered by the fund. 

(6) By the same token, the fund should not administer local-currency proceeds 
of other United States aid programs which are not to be used for development 
purposes. Again, the determining factor should be the use to which these cur- 
rency proceeds are to be put. If they are to be used, for example, for defense- 
support purposes, they should be expended by components of ICA concerned with 
those purposes, rather than by the fund. 
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FRIDAY, MAY 24, 1957 





Unirep States SENATE, 
CoMMITTEE ON ForeicGN RELATIONS, 
Washington, D. C. 

The committee met, pursuant to call, at 10:05 a. m., in room 547, 
Senate Office Building, Senator J. William Fulbright presiding. 

Present: Senators Fulbright, Mansfield, Smith of New Jersey, and 
Capehart. 

senator Futsrient. The committee will come to order. 

The witness this morning is Assistant Secretary of Defense Mans- 
field D. Sprague. Mr. Sprague is in charge of international security 
affairs. 

Mr. Sprague, I believe you have a written statement. 

Mr. Spracue. I do, Mr. Chairman. 

Senator Futsricutr. Do you wish to read it, or shall we put it in 
the record and you summarize it all before the committee ? 

Mr. Sprague. I would like to read about 214 pages of it, sir, and then, 
if you concur, put it in the record. 

Senator Futsricut. Fine. The whole statement will be put in the 
record, and you may read what you like and comment on it. 


STATEMENT OF MANSFIELD D. SPRAGUE, ASSISTANT SECRETARY 
OF DEFENSE, INTERNATIONAL SECURITY AFFAIRS 


Mr. Spracur. With your permission, what I intended to do was to 

o through the presentation which you saw the other day, after which 
I would like to put on Mr. John Holcombe of my office, who is the 
Director of the Office of Programing and Control, who will give a 
little more detailed breakdown of the reduction which we were able to 
effect, how we were able to accomplish it, and what the 1958 program 
is going to accomplish. 

Senator Futsricut. Do you mean improvement in the administra- 
tion of the accounting department ? 

Mr. Spraaur. Yes, sir. 

Senator Futsricur. We have all been very curious about that. We 
think maybe some of the other agencies might learn something. 

Mr. Sprague. Is that procedure satisfactory to you, sir? 
Senator Futsrient. Certainly. 


TYPE OF AUTHORIZATIONS AND APPROPRIATIONS SOUGHT 








Mr. Spracur. Mr. Chairman and gentlemen of the committee, I 
welcome the of Eee to appear in support of our mutual security 
programs for fiscal year 1958. As you know, the legislative authority 
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which we are requesting this year is somewhat different from that 
which we have asked for in years past. We seek a continuing au- 
thorization in the Mutual Security Act for the appropriation of funds 
for the military assistance and defense support portions of the mutual 
security programs in a separate title of the Department of Defense 
appropriation legislation. The development of both of these pro- 
grams has been a joint and fully coordinated effort on the part of the 
Departments of Defense and State and the International Cooperation 
Administration. 


ALL MUTUAL SECURITY PROGRAMS ENDORSED 


I shall address myself principally to the military assistance pro- 
gram, which for fiscal year 1958, as in previous years, will be primarily 
the responsibility of the Department of Defense. I shall outline what 
the military assistance program has accomplished, what we have done 
with the funds provided for military assistance in prior years, and 
what policy considerations have been paramount in the development 
of the proposed program for fiscal year 1958. 

However, I want first to emphasize that the Department of Defense 
fully supports in their entirety the mutual security programs. It 
particularly endorses the programs of defense support which, like 
other economic assistance, will be the responsibility of the Internation- 
al Cooperation Administration in fiscal year 1958. All of the pro- 
grams encompassed by the Mutual Security Act make important con- 
tributions to the security of the free world. The nonmilitary pro- 
grams of economic development assistance and technical cooperation, 
having as their ultimate goal the elimination of the basic causes of 
international strife, complement our worldwide defensive activities. 
Defense support provides an essential base for the military efforts ef 
those of our partners who have limited economic strength. Without 
such support, the economic and political institutions of these nations 
could not have the stability which is so vital to their continued freedom 
and independence. Without such support for some countries, no 
amount of military assistance could be expected to result in effective 
and reliable defensive strength. 
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FOREIGN AID STUDIES 


Before discussing the accomplishments of the military assistance 
program, I should like to comment briefly on the careful examination 
which the mutual secur ity programs have received during the past 9 
months. The Department of Defense is finding very helpful the 
studies and reports on American overseas assistance which have been 
made by various groups sponsored by the Congress and the executive 
branch. Most of them have confirmed our own judgment that the 
mutual security programs can be credited with solid accomplishments 
in the improvement of our overall security position and that they 
remain a vital instrument of our foreign policy. At the same time 
we have found in these reports several suggestions which will con- 
tribute usefully to further improvements in the operation of the 
programs. 


ACCOMPLISHMENTS OF MUTUAL SECURITY PROGRAMS 


Today the free world has defensive forces that are several times 
greater in size than those in existence when mutual security was born. 
In terms of quality, the improvement is even more striking. The 
result is an overall increase in effectiveness which has been achieved 
by the joint efforts of all the free nations of the world. This would 
not have been possible without the assistance the United States has 
provided through the mutual security programs. The force that is 
in being today has been and is a major factor in curtailing the Soviet 
effort toward world domination. 

However, it is not enough to have created military strength. That 
strength must be maintained and it must be kept up to date. That 
strength is an integral part of the defense effort of the United States. 
To reduce the support of the forces on which it depends would not 
only weaken the advantageous position which we have labored to 
create, but would also encourage the Communists to undertake sub- 
version and aggression on an even larger scale. 
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(The balance of Mr. Sprague’s statement is as follows:) 


THE THREAT WE FACE 


Cuart I 
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The threat which confronts us from the other side of the Iron Curtain continues 
to be a very substantial one. When, at the end of World War II, the nations 
of the free world drastically reduced their military establishments, Soviet Russia 
made no substantial force reductions. In fact, they have maintained vast mili- 
tary forces, which they have modernized with all of the swiftness that their 
rapidly advancing technology will permit. 

The military establishment of the entire Communist world is growing in 
capability and quality, in nuclear capability, and in the strength of its economic 
base. In Europe, Soviet Russia has the largest land army in the world, equipped 
with greatly improved weapons. They maintain the second largest navy in 
the world, including the largest peacetime submarine force in history. Their 
air fleet is growing in size and quality. Russia’s own forces are supplemented 
by the less effective, but nonetheless considerable, military establishments of 
the European satellites. 

In the Far East, from Siberia through North Korea, Communist China and 
North Vietnam, the situation is similarly threatening. This area, which was at 
one time a power vacuum, now contains a powerful military machine with 
modern equipment—provided by the Soviet Union. 

The whole Communist ideology indicates that they would be prepared at any 
time it served their interests to translate this threat into overt aggression. In 
many parts of the world during the past 10 vears the free world has felt the 
impact of military actions instituted by the Communists—in Greece, Korea, 
Taiwan, the Philippines, Indochina, Malaya, and Hungary. Where the next 
one will break out is, of course, something that only the Soviet leaders could know. 

During the same period of time, the Communists have, with varying degrees 
of success, attempted economic penetration and subversion in many free world 
areas. Among the targets for such activities in the Far East have been Malaya, 
Burma, and Indonesia. In Latin America, also, attempts at subversion and 
economic penetration have been made. Their activities in Syria, Egypt, and 
Jordan have aggravated the tensions of the troubled Middle East. 
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THE ROLE OF MILITARY ASSISTANCE 


What are we doing to meet the threat posed by Communist imperialism? The 
military assistance program is a very important part of America’s answer to this 
question. The 38 countries receiving grant military assistance and the addi- 
tional 24 who purchase military equipment from us are located in those parts of 
the world where the unscrupulous thrusts of international communism are most 
likely to be felt. To six of these countries on the perimeter of the Communist 
bloc—Greece, Turkey, Pakistan, Korea, Taiwan, and Vietnam—goes over a third 
of the present and proposed military assistance, and almost 80 percent of the 
defense support. This worldwide impact of military aid permits it to make a 
number of very significant contributions to the combined defensive efforts of the 
United States and its allies. I should like to discuss several of the most im- 
portant. 

(1) The military assistance program has played an important part, first, in the 
establishment and, now, in the protection of our farflung network of over 250 
major land, sea, and air bases throughout the world. Our allies have made many 
of these strategic outposts available to us, and the existence of friendly local 
forces, many of them supported through military assistance, is an important 
factor in assuring their continued availability and security. In view of the 
widespread Communist threat, the defense of the United States and the free 
world is, in large measure, dependent upon the effective maintenance, operation, 
and protection of these bases. 

(2) One of the noteworthy achievements of American diplomacy has been the 
establishment and maintenance of collective security agreements under which 
many of the nations of the free world have joined with us in mutual defense 
against the Soviet threat. The United States is 1 of the 15 nations in the North 
Atlantic Treaty Organization and 1 of the 8 nations in the Southeast Asia Treaty 
Organization. We have joined with 20 sister Republics of the Western Hemi- 
sphere in the Rio Pact and with Australia and New Zealand in the Anzus Pact. 
Although we have not undertaken full membershp in the Baghdad Pact, which 
includes Turkey, Iraq, Iran, Pakistan, and the United Kingdom, we are actively 
participating in the support of its Asian members. In addition to these collec- 
tive security arrangements, the United States has bilateral mutual security 
agreements with five Far East nations—Taiwan, Korean, Japan, Vietnam, and 
the Philippines. Through the military assistance program, we have helped our 
partners to make substantial contributions to these joint defense efforts. This 
aid has been a powerful factor in making the agreements meaningful and an 
effective means of concerted action in the interest of world peace. 

(3) The highly industrialized United States, even with its own vast and varied 
natural resources, must rely on many other areas of the world for commodities 
important to its economy. Many of these critical materials—chromite, man- 
ganese, mercury, cobalt and tungsten, to name a few—are not only needed in the 
civilian economy but are essential to our defense efforts. The military assistance 
program, in contributing to the maintenance of defensive strength throughout 
the free world, is safeguarding both the sources of supply of many of these mate- 
rials critical to our Nation and the communication lanes over which they are 
brought to us. 

(4) Another significant accomplishment of the military assistance program 
has been the development of military strength of our allies. Through this pro- 
gram, the United States has encouraged and helped many nations of the free 
world to build and maintain large defensive forces in the interest of preserving 
world peace. It has made great strides in generating not only the capability but 
also the will of these countries to resist external aggression and to maintain 
internal security. Thus encouraged and supported, our allies have themselves 
greatly increased their efforts toward maintaining effective defense establish- 
ments. 

Ultimately the success and effectiveness of the military assistance program 
depends upon its ability to perform its mission in our worldwide security plan 
at the minimum cost. The military strength of our allies, which has taken its 
place alongside our own in the free world defense system, has been achieved with 
a much smaller expenditure of time and money than would have been possible 
if we had tried to do the job alone. A rough index is provided by a comparison 
between what it costs to pay, house, feed and clothe a United States soldier and 
what these same costs are for the soldiers of our allies. The cost for the Amer- 
ican is $3,511 annually. This does not include the weapons, equipment, trans- 
portation, and other costs incident to making him an effective fighting soldier 
in the various parts of the world. To pay, house, feed, and clothe a French 


_ 


soldier costs $1,440; for an Italian, the cost is $837; for a Pakistani, $485; and 
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for a Turk, $105. While there are certainly variations in training and ability 
among these troops, such variations bear little relation to these very great cost 
differentials. The assistance we give to help our allies meet some of these costs 
is a small price indeed for the resulting increase in free world strength. 


THE MUTUALITY OF OUR DEFENSE EFFORTS 
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The contribution which we have made to the free world defense efforts of our 
allies, important as it has been to encourage and stimulate those efforts, has 
been very small compared to their own defense expenditures. For example, our 
expenditures for aid to European NATO countries amounted to $300 million in 
1950; these countries themselves made defense expenditures of $6.5 billion that 
year. In 1953, when our expenditures for aid increased to $3.2 billion, they ex- 
pended for defense $12.8 billion, or 80 percent of the $16 billion total of their 
effort and our contribution combined. And in 1956, when our contribution to 
their efforts amounted to $1.7 billion, the NATO nations of Europe spent $13.1 
billion for defense; their share had thus risen to almost 90 percent of the total 
of their defense expenditure and our military assistance combined. 
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A comparison of our cumulative aid expenditures and the defense expendi- 
tures of our allies worldwide is equally striking, when one considers the sacrifice 
that even relatively small defense expenditures constitute for some of our allies. 
From 1950 through 1956, United States expenditures for direct military assistance 
to the European NATO countries amounted to $12.3 billion, and to other grant-aid 
eountries, $5.1 billion, for a cumulative total of $17.4 billion. During this same 
period, the defense expenditures cf the European NATO countries totaled $78 
billion, and those for our other grant-aid allies were $15 billion, for a total of 
$98 billion expended in this joint defense effort. Thus, for every dollar that we 
put into direct military assistance, our free world partners spent $5.50 for defense. 
There can be no doubt of the essential mutuality of the effort which we and they 
are making to insure the security of the free world. 
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THE BUILDUP OF FREE WORLD STRENGTH 


CHART V 
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We cannot estimate what military strength these countries would have devel- 
oped without military assistance from the United States. We can, however, look 
at the progress which they have made since the beginning of our mutual effort. 
In 1950, the active ground forces of our allies numbered about 314 million not too 
well-trained and inadequately equipped men. Their naval forces numbered fewer 
than 1,000 combat vessels. Their air forces were equipped with about 11,000 con- 
ventional aircraft and fewer than 500 jets. 

By the end of 1956, the ground forces of our allies had been increased in 
numbers to 4.8 million, an increase of 37 percent. Their navies had over 2,300 
combatant vessels, an increase of 139 percent. Their air forces were equipped 
with over 12,000 conventional aircraft; the numbers of their jet aircraft had 
been increased to nearly 11,000 or 22 times as many as they had in 1950. 

These increases in numbers do not, of course, tell the whole story. The men 
who make up these forces are far better trained and organized and in a mutch 
higher state of morale than were the troops of 1950. They are better equipped 
and supported than they were then. The air forces have many more and better 
airfields and improved communications and early warning systems. These great 
improvements in force effectiveness could not have been accomplished without our 
military assistance program. 


free 

own 

appr 
carr) 
expe 
defe1 
half 

Af 
inclu 
plane 
grant 
defen 
men, 

batar 
) 
woul 
reaso 
stren; 
comp 
over, 

many 





























MUTUAL SECURITY ACT OF 1957 143 


Cuart VI 


oF idee 
oe 


DEFENSE 


ae 





The importance of the buildup of allied forces committed to the defense of the 
free world is particularly well illustrated by a comparison of its cost to our 
own defense expenditures. From 1950 through 1956, the United States expended 
approximately $254 billion on its domestic defense program, including the cost of 
carrying on the Korean action. During this same period, the total of the defense 
expenditures of our grant-aid allies and our military assistance program plus the 
defense expenditures of Canada, Australia, and New Zealand aggregated about 
half that amount, $124 billion. 

After these expenditures, the defensive strength of the United States today 
includes Army forces of over a million men, an Air Force with almost 27,000 
planes and almost a thousand combatant naval vessels. The strength which our 
grant-aid allies and Canada, Australia, and New Zealand have developed for the 
defense of the free world now includes active ground forces of over 5 million 
men, an air force of over 27,000 planes, 12,500 of which are jets, and 2,500 com- 
batant naval vessels. 

It is impossible to know what the strength represented by these allied forces 
would have cost the United States if we had to do the job alone. However, it is 
reasonable to assume that if our partners had not been assisted in developing that 
strength, the United States would in the interest of its own security have been 
compelled to make much greater outlays for its military establishment. More- 
over, we would be obliged to maintain considerably more men under arms, with 
many more of them stationed overseas. 
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THE CHANGING PICTURE 
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Before I discuss the way in which we have used the funds made available to 
us, I should like to touch briefly on one point which emphasizes how the 
military assistance program has been able to adjust to the ever-changing neces- 
sities of free world security. 

In 1950, when the program was initiated, about 79 percent of our military as- 
sistance went to Europe, 16 percent to the Middle Hast and 5 percent to the Far 
East. These proportions reflected the needs of the time in terms of free world 
security as well as the capabilities of our allies to receive and use military 
assistance. 

Today the picture is quite different. Only one-fourth of our military assistance 
is going to Europe, reflecting the increased ability of our European allies to meet 
their share of free world defense costs as well as the greatly improved 
capabilities of the NATO forces that exist today. The Far East now receives 
46 percent of our military aid, the Middle East 27 percent, and Latin America 2 
percent. This shift in emphasis recognizes the necessity of improving the mili- 
tary posture of our partners in the Middle Hast and Far Hast. 
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WHERE WE STAND 
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I should like to turn now to a discussion of where we stand today with 
respect to the funds you have provided us in the past and what we anticipate for 
the near future. At the beginning of fiscal year 1956, the military assistance 
program had available for expenditure $7.2 billion, composed of a $6.2 billion 
earry-forward of unexpended prior-year funds—and by that I mean funds 
which, though unexpended, are for the most part obligated and thus not available 
for current requirements—and $1 billion of new appropriations. Expenditures 
for that fiscal year were $2.6 billion so that the carry-forward into fiscal year 
1957 was $4.6 billion. Congress appropriated $2 billion for a total of $6.6 billion 
available for expenditure at the beginning of fiscal year 1957. We anticipate 
that actual expenditures for this fiscal year will amount to approximately $2.2 
billion. 

With that rate of expenditure we will enter fiscal year 1958 with an unexpended 
carry-forward of $4.4 billion. The program we are proposing for fiscal year 
1958 amounts to $2.4 billion. If all of this were to be provided in new obliga- 
tional authority and if, as we anticipate, our expenditures are again approxi- 
mately $2.2 billion, we would enter fiscal year 1959 with a carry-forward of $4.6 
billion. However, as the President has announced, we have succeeded in re- 
ducing prior-year programs requirements by approximately $500 million. This 
amount will be unobligated at the end of fiscal year 1957, and if Congress will 
reappropriate this unobligated balance, it can be applied against fiscal year 
1958 requirements, thus reducing our request for new obligational authority to 
$1.9 billion. Our estimated expenditures for fiscal year 1958, $2.2 billion, would 
leave us with a carry-forward of $4.1 billion into fiscal year 1959. Thus we an- 
ticipate that the carry-forward of $6.2 billion at the beginning of fiscal year 1956 
will have been reduced to $4.1 billion at the beginning of fiscal year 1959. This 
results from a consistent effort to reduce carry-forward funds to comply with the 
expressed desires of the Congress. 
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How were we able to reduce our requirements by $500 million? This reduc- 
tion is the result of our most diligent and comprehensive efforts, which, al- 
though begun over a year ago, was completed only after the President presented 
his budget. Through increased experience in the operation of this program 
we were able to review more carefully the capability of recipient nations to pro- 
vide the manpower and facilities necessary for the effective use of planned aid. 
We were, also, able to use more realistic usage and consumption rates for such 
items as spare parts and ammunition; much of this data was available this 
year for the first time. Through better time-phasing, we have been able to 
limit the requirements for advance funding to what is necessary to provide the 
minimum lead time feasible. We have likewise been able to coordinate better 
our programing and our production planning, and thereby to adhere more closely 
to program delivery schedules. This reduction of $500 million in prior-year pro- 
grams has not resulted in any failure to meet valid requirements within normal 
funding lead-time and country capabilities to receive and use equipment ef- 
fectively. We have been able to make this reduction and still meet the major 
military assistance requirements of our allies. 
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THE MILITARY ASSISTANCE PROGRAM FOR FISCAL YEAR 1958 
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The program which we propose to carry out in fiscal year 1958 amounts to 
$2.4 billion. It has been subjected to the same sort of scrutiny that resulted 
in the reduction in requirements of which I have been speaking and is the mini- 
num necessary for maintenance of the program at its preseut essential level. 
Since $500 million of this can be met by the reappropriation of unobligated prior- 
year funds, our request for new obligational authority can, as I have said, be 
reduced to $1.9 billion. Of the $2.4 billion program total, approximately $900 
million will be used for force improvement and about $980 million will be ap- 
plied to the maintenance of existing forces. The remainder of the request in- 
cludes funds for such fixed costs as administration, packing, and transportation, 
and infrastructure; and for such programs as facilities assistance and mutual 
weapons development. The force improvement or modernization which we are 
requesting includes almost $340 million for new weapons. It is worth noting 
that in addition some $160 million in such weapons (not included in our request 
for funds) will be sold to our allies. 

Within our total request for fiscal year 1958, we are recommending $175 mil- 
lion for financing a credit sales program. This is something new in the military 
assistance program, and is in addition to the outright sales of military equip- 
ment which we make to many countries and which are not included in our re- 
quests for funds. Although Congress has provided authority for sales on credit 
terms in the authorizing legislation of past years, the requests which we made 
for funds during those years were necessarily based on the grant-aid require- 
ments of the time. However, as the economic condition of many of the free 
world nations has improved, more and more of them are finding it possible to 
finance their own defense requirements. It is because they cannot meet all of 
these requirements on a cash basis entirely within a single year that we are 
requesting funds to finance such sales over a period of up to 3 years. We are 
also requesting authority to reuse the repayments made under this sales program. 

I believe it is important to note that, although this is a program to provide 
assistance to our allies throughout the free world, 85 percent of the dollars we 
are requesting for military assistance will be spent within the United States. 
The cost of the program to the American taxpayer is certainly reduced as a result 
of this not inconsiderable benefit to the American economy. 
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EMPHASIS ON NEW WEAPONS 


In outlining the program we are proposing for fiscal year 1958, as in the case 
of last year’s program, we emphasize the portion designed to provide new weapons 
for our allies. This part of the military assistance program is of great—and 
growing—importance in view of the formidable achievements which the Com- 
munists have made in the development of their offensive capabilities. 
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The Russians have a constantly increasing capability in the field of guided 
missiles. Their inventories of both jet bombers and fighters are growing not 
only in numbers but also in quality and range. 

With an unprecedented shipbuilding program, the Russians have developed 
the second largest navy in the world. They have greatly increased the size 
and quality of both their submarine and their surface fleets. 

The Soviet ground forces have been reequipped with new tanks, light arms, 
and artillery. Greatly increased firepower and mobility have been achieved 
with these forces, and they are well adapted to the changing requirements of 
modern technology and warfare. 

Under these circumstances, it is only through the provision to our allies of the 
very latest weapons that we can keep this growing threat in check. For if the 
strength we are helping to develop throughout the free world is to be effective 
strength, we must see that it keeps pace technologically with the menace it is 
charged with meeting. 
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EFFECTIVENESS OF THE FREE WORLD STRENGTH 


CHART XIT 


I have tried to give you some indication of the way in which the forces of 
the free world compare with this great military machine of the Communist 
bloc. The effectiveness of the strength of the free world is, of course, almost 
impossible to measure in any meaningful way, nor can we know precisely how 
much the military assistance program has contributed to that level of effective- 
ness. However, certain facts are clear. Between 1945 and 1950 following the 
close of the Second World War, the size of the Communist bloc greatly increased. 
The satellite countries of eastern Europe were added, with their considerable 
industrial potential and mineral resources. China was overrun and her vast 
supply of manpower added to the Communist bloc. 

On the other hand, since 1950, when the United States program of military 
assistance was initiated, the forces of communism have not acquired any land 
area or additional populations through aggression, subversion, or revolution with 
the sole exceptions of Tibet and North Vietnam, both of which were already 
heavily infiltrated with Communists in 1950. It seems clear that the large and 
rapid growth of the free world defense strength has caused the Soviet bloc to 
realize that an ever-increasing risk will be involved in any advance on their 
part toward their ultimate goal of world domination and enslavement. 
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The military assistance program is designed to protect our overseas bases, 
to protect our collective security agreements, to safeguard our supply of critical 
materials, to build up the military strength of our allies, to modernize the mili- 
tary forces of our allies, and to do all of this at the least cost. In order for the 
program to continue this vital role in the defense efforts of the United States, 
we are proposing for fiscal year 1958 a program amounting to $2.4 billion. We 
are requesting reappropriation of our unobligated balances, including the $500 
million previously referred to and new obligational authority of $1.9 billion, 

In closing, I want to emphasize that by enhancing vastly the ability of our 
allies to maintain the forces needed for defense of the free world: by furnishing 
visible proof that collective defense arrangements with the United States have 
meaning, and so bolstering the resolve of the peoples of these countries to resist ; 
and by insuring that the United States bases throughout the world which are 
so essential to our own security shall continue to be available to us, the military 
assistance program provides a fundamental and irreplaceable segment of our 
own defense effort. 

To falter now would invite a crumbling away of the free world’s capacity and 
will to resist and would deal a serious blow to the security of the United States. 


STRENGTH OF COMMUNIST FORCES 


Mr. Sprague (referring to chart I, p. 136). This chart shows the 
Communist areas in red, as they exist in the world today. 

Following World War II, Russia reduced her forces only slightly 
and still maintains an enormous military machine which is more effec- 
tive than its World War II force, because of the modernization which 
has taken place. 

Senator Fursricut. Before you go into that, in land area how does 
that compare? What percentage of the land area is Communist? 

Mr. Spracve. It is slightly more than one-quarter. At the present 
time Russia has approximately 20,000 operational aircraft, 175 well- 
equipped ground divisions and the second largest navy in the world, 
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consisting of over 400 submarines, and some 20 cruisers. These forces 
are increasingly becoming equipped with modern weapons, including 
atomic capability. 

The satellite countries of Eastern Europe have in their forces about 
80 ground divisions, 2,500 operational aircraft, and while these forces 
are not probably as effective as those of Soviet Russia, they would 
Ng emmy those forces and have a considerable capability anywhere 

) Europe. 

"China has 200 ground divisions and about 2,500 operational aircraft. 
The forces are increasingly, probably mostly, equipped with Soviet 
modern equipment. 

Since World War II the Communist bloc has engaged in military 
actions in Korea, Indochina, Taiwan, and in Malaya, and in Hungary 
and in Greece. 

In addition to military actions, the Soviets have embarked on a 
major campaign of economic penetration which has been greatly 
stepped up in the last 2 or 3 years. Such penetration has taken 
place in the Far East—in Malaya, in Burma, and Indonesia—in Latin 
America, and in Syria and Egypt in the Middle East. 


GRANT AID AND MILITARY SALES 


(Referring to chart II, p. 138) : This is the threat that we face, and 
what is the role of the alder aaas ‘e program in meeting this tre- 
mendous threat? . There are some 38 grant-aid countries throughout 
the world shown on this chart in blue. In addition, there are some 24 
military sales countries. These are countries which purchase their 
military requirements from the United States. 

The green represents the military sales countries and the blue, the 
grant- aid countries. It is interesting to point out in this connection 
with defense support th: at 80 percent of the roughly 900 million which 
is now defense support is used to support and assist the economies to 
support the forces in Korea, Taiwan, Vietnam, Pakistan, Greece, and 
Turkey, and those same countries receive approximately a third of 
the grant-aid in military equipment and training. 


AMERICAN BASES AND COLLECTIVE SECURITY ARRANGEMENTS 


The objective of the military assistance program is first to protect 
our far-flung system of bases, consisting of over 250 major bases 
manned and operated by United States personnel, and throughout 
the world shown generally by the shields. 

Senator Futsricur. How many did you say ? 

Mr. Spracur. Over 250. In addition, the military assistance pro- 
gram is designed to protect the collective security agreements which 
we have around the world, the NATO alliance in Europe, the 
SEATO alliance in southeast Asia, the Rio Pact in Latin America, 
the ANZUS Pact consisting of Australia, New Zealand, and the 
United States, and the Baghdad Pact which countries in the Middle 
East we substantially contribute to in terms of military equipment and 
defense support. 

Although we are not a member of the Baghdad Pact, we expect 
that we will be invited to be a member of its military committee, and 
the United States will accept such an invitation. 





152 MUTUAL SECURITY ACT OF 1957 


In addition, we have bilateral security agreements with Japan, 
Korea, Taiwan, and the Philippines in the Far East, and a bilateral 
aid agreement with Vietnam. 

I think it can be said that the system of collective security agree- 
ments which has been established throughout the world is perhaps 
the outstanding accomplishment of American diplomacy, certainly 
in the 20th century. Anything which substantially reduces the mili- 
tary assistance program would imperil the entire collective security 
system which we have. 


SAFEGUARDING STRATEGIC MATERIALS AND BUILDING ALLIES’ STRENGTH 


The third objective in our military assistance program is to safe- 
guard strategic materials, many of which have to be imported into the 
United States to supplement our own sources. These materials are not 
only necessary to support the domestic economy of the United States, 
but would be absolutely essential in the event of war. 

The fourth objective of the military assistance program is to build 
up the military strength of our allies in order that they may feel they 
are a part of the common effort, in order to stiffen their will to resist, 
and in order to enable their forces to help us in meeting the Soviet 
threat, or Communist Chinese threat, wherever it might break out. 


ACCOMPLISHING PROGRAMS AT LEAST POSSIBLE COST 


And finally it is our objective to accomplish these four programs at 
the least possible cost to the United States. 

In this connection, it may be interesting to point out that the cost to 
the United States of maintaining a United States soldier today is 
$3,500 per annum, exclusive of equipment, transportation, and other 
costs. ‘The costs indicated on this chart cover pay, housing, food, and 
clothing. 

PRESENTATION 


Senator Futsricut. Mr. Sprague, may I call your attention to the 
fact that both Senators who are here now were in the White House 
briefing the other day. If all of this which you are telling us is in your 
statement, I hardly think it is necessary for you to tell Senator Smith 
and me about it. I was hoping some others would be here, but both 
of us heard this. 

Mr. Sprague. Whatever you say, sir. The presentation of Mr. Hol- 
combe is different. 

Senator Fursrient. I think it is interesting, but as I recall, it is 
identical, except you told us 175 bases 2 weeks ago, and I assume you 
have creé ated 75 since then, but that is the only difference I see in your 
statement. 

Mr. Sprague. Would there be any advantage to you, sir, in running 
through this? 

Senator Futsrieur. You cannot put those pictures in this record. I 
presume they will have to be furnished in some other fashion. 

Mr. Spracur. We have arranged to do that, sir. 

Senator Fursricnt. That is all right, but, Senator Smith, do you 
wish to go over this again? 

Senator Smrrn. I don’t need to, but I would hope to get these 
charts in our record so our colleagues can see them. 
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Senator Futsricut. That would be pertinent, but the only point I 
am making is that I hate to waste Mr. Sprague’s time in going over 
something that you and I both saw the other day. 

Mr. Sprague. I certainly do not want to waste yours either, sir. 

Senator Funsrient. I know you have a job to do. 

Mr. Sprague. This is what we put together over there, which can be 
inserted in the record. It is all of these charts. 

Senator Fu.tsrient. They are all ready for publication? 

Mr. Sprague. They are all ready for publication, and we will give 
them to the press. 

Senator Fu.srient. That will be all right. 

Senator Smiru. I am glad to hear we have over 250 bases. 

Senator Funsrieur. I understood he said 175 the other day. 

Mr. Sprague. I did. 
> Senator Fu.tsricut. That is making them pretty fast if you added 

5. 

Mr. Spracur. We decided we could indicate that there were that 
many more. 

Senator Smirx. Mr. Chairman, I hope that these charts will be 
incorporated in the report of the committee. 

Senator Futsrieut. I do not know whether they can be. We will 
include them in the hearings. 

Mr. Spracue. I wonder if it would be helpful to you, sir, in terms 
of Mr. Holcombe’s presentation on figures, for me to quickly run 
through the charts showing the carry-forward situation. 

Senator Futsricur. If there is anything new, we would, of course, 
welcome it. I see no point in your going over the same thing when 
the only two Senators who are here now were also at the meeting at 
the White House. I do not want to cut you off, but you can under- 
stand we have already heard it, and, if it is merely to make a record, 
why then that can be done through your regular statement. 

Mr. Spracus. Then may I suggest, sir, that you hear Mr. Holcombe 
at this time. 

Senator Futsrient. Have you finished your presentation ? 

Mr. SpracuE. I have, sir. 

Senator Futsricut. I do not wish to cut you off in any way. I am 
only making the point there is no use in going over the same material. 

Mr. Spracue. Right. 

Senator Futsrient. After Mr. Holcombe, we may have some ques- 
tions for you. 

Mr. Spracue. Yes, sir. 

Senator Futsrigut. Mr. Holcombe, do you have something that is 
different from the presentation the other day ? 


STATEMENT OF JOHN L. HOLCOMBE, DIRECTOR, OFFICE OF PRO- 
GRAMING AND CONTROL, OFFICE OF ASSISTANT SECRETARY 
OF DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS 


Mr. Hotcompse. I do, Mr. Chairman. 

Mr. Chairman and Senator Smith, I will talk to the process of pro- 
graming, the changes that have been made in the last year, and how 
this has resulted in certain changes in our program and some reduc- 
tions in the requirements for funds. If the committee approves, I 
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would like to talk informally from some charts and put them in the 
record. 
Senator Futsrient. Fine. That will be done. 


VARYING OBJECTIVES OF MILITARY ASSISTANCE 


Mr. Hortcompr. Mr. Chairman and members of the committee, the 
management of the military-assistance program requires the weighing 
and balancing of many diverse complicated factors for 38 countries 
in the world. 


CHART XIV. 


COUNTRY DIFFERENCES 


* STAGE OF DEVELOPMENT 
“TRADITIONS 


To begin with, the United States objectives vary from one part of 
the world to the other. In certain areas, such as North Africa, it may 
be primarily internal security. In other places it is the support of 
our multilateral pacts as in the case of NATO and SEATO. Else- 
where it may be primarily the support and protection of the United 
States bases as in Spain, and in some places military aid has been im- 
portant in resisting overt Soviet and Red aggression, as in the cases of 
Vietnam, Formosa, and Korea. 


VARYING MILITARY REQUIREMENTS TO SUPPORT OBJECTIVES 


Aside from the United States objectives, the military requirements 
to support those objectives vary, depending on the relationship to 
specific military plans, the existence of United States military forces 
which can be coordinated with the forces of our allies, the existence or 
nonexistence of geographical defenses, such as barriers, terrain ob- 
stacles, and so forth, and lastly traditional military specialties which 
may dictate that in one country we emphasize the naval forces whereas 
another country is better suited to development of army or air forces. 


COUNTRY CAPABILITIES 


There is also the problem of country capabilities that must be 
weighed in determining whether an admitted military requirement 
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needs to be furnished by grant aid because of the inability of the coun- 
try to buy or produce the material itself. On the other hand, in un- 
developed countries, even though we have a military requirement, is 
it worthwhile to furnish the equipment because of doubtful ability 
of the country to maintain, support, and operate it ? 

Here at home we must also consider, once we have determined the 
military requirements in detail, the availability of this equipment. 
Can it be produced from within our production capacity or provided 
from United States stocks within the normal lead time? 

If it cannot be provided within the near future, we must also con- 
sider the chance of early obsolescence as a calculated risk, which may or 
may not be taken. 


PRIORITY OF REQUIREMENTS AND FINANCIAL PROBLEMS 


There is also the question of priority of requirements from limited 
stocks and limited funds; priority with respect to other equipment in 
the same country, with respect to other countries, and with respect to 
the requirements of our own forces. 

Finally, there are the financial problems. All of this must be done 
within the funds available. Even within those totals, we must consider 
carefully the unit price that is correct for specific items of equipment. 


PROGRAMING PROBLEMS 


Last spring the Department of Defense instituted a thoroughgoing 
survey on the basis of 8 years of experience of the method and processes 
of programing military aid to improve the utilization of our limited 
resources to best obtain United States objectives. As a result of this 
survey it was found that there were three major problems in program- 
ing assistance. 
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The first of these was that the military assistance program was out 
of phase, particularly out of phase with other defense programs, so 
that requirements could not be determined at the same time and in 
the same context as those for our own Army, Navy, and Air Force. 
Production planning could not be done on the same schedule, but had 
to be done as a followup operation, which increased the time it took, 
increased the cost of doing the job, and delayed deliveries to our allies. 

Because of these delays we were unable to have a firm prior-year 
program at the time we were required to make a presentation of a new 
program and therefore were not able to fully evaluate the degree to 
which prior-year programs met the same requirements. 

And lastly, there were inadequate data for a critical review of the 
program by the various agencies of Government that must make a 
review and a determination as to their particular interest in this 
program. 

There was also inadequate time for this review, as a result of being 
out of phase. 


STEPS TAKEN TO SOLVE PROGRAMING PROBLEMS 


Steps were also determined and immediately undertaken to begin 
to solve these problems. 

With respect to the first one, the obvious answer was to begin the 
programing cycle earlier. For 1958, the program now before you, it 
was begun 2 months earlier, and 1959, the next one which is already 
under way, was begun 4 months earlier than in 1957. 

The next step was to combine and coordinate into a single authorita- 
tive document, with as much specific guidance and detail as possible, 
the instructions to the field which had previously been issued from 
various sources and at various times, making it difficult for the mili- 
tary assistance groups to do their work in the prescribed time and 
with adequate guidance. 

Lastly, the large number of consecutive hearings in the executive 
branch of the Government which were necessary to bring out the 

olicy problems and get them decided were combined into a single 
feces last fall, at which everybody took part, asked questions. This 
saved a considerable amount of time, a great deal of work, and the 
extra cost of developing a program. 

The second problem, that of not having a firm base for a new pro- 
gram, is of course largely solved by the solution of the first problem. 
Once we get on time, we do have a firm base, and in this case, the 1958 
program, no decisions were made until there were firm decisions in 
that area on the 1957 and prior year preaewee. 

Lastly, the inadequate data for critical review was largely solved by 
getting a firm base in prior year program, by advancing the date, 
and by combining instructions that gave adequate guidance to our 
field agencies. But other actions were necessary. The unified com- 
mands were requested to provide a list of priorities for their area which 

ermitted a balancing of requirements not only between services 
ut between countries in the specific area. 

Uniform reports of consumption and assets were required for the 
first time from Military Assistance Advisory Groups, so that our pro- 
gramming for continuing type requirements could be on a basis of 
the amounts actually used by the country itself, rather than having to 
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rely on United States rates of usage which are not realistic even 
though adjusted. 

And lastly, we asked the country team, including the economic and 
political representatives of the United States, to evaluate carefully 
the country’s capability with particular reference to the immediate 
future requirements of military assistance. 

The results of this have obviously not fully been accomplished. As 
a matter of fact, some of them cannot be accomplished until actions 
proposed to the Congress in this year’s legislation are approved. 
But we have made a great deal of progress toward these steps, and 
this 1958 program before you is based on anticipation of further 
progress in this regard. 


TIMING OF ALLOCATION AND RESERVATION OF FUNDS 


The results achieved with regard to the timing can best be shown 
by looking at one step of the procedure, and a critical one: When do 
we get the money out to the military departments so that they can 
begin supply action? This is where we begin to pay off. 
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In 1956, which you will see on this chart, most of the money was 
made available to the military departments to begin supply action 
in the last quarter of the fiscal year for which it was appropriated. 
This not only forced a large amount of action to peak up in the last 
period when it could not be done as effectively as if it were spread 
out, but it also required more carry forward for this large additional 
period. 

As a result of the changes made in the programing process, for 
the year 1957, we were able to advance the allocation and reservation 
of the bulk of the program by several months to the end of December 
and the beginning of January. This is a considerable improvement, 
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but not nearly good enough. The program before you is based on 
further improvement, so that we allocate the bulk of the funds within 
a matter of a few weeks after the appropriation is approved. 

Senator Mansrrevp. Can I ask a question there? Is that because 
your pipelines are drying up or playing out? 

Mr. Ho.icomper. No, sir. The pipeline consists of two things. It 
consists of the time it takes to get the money from an approved 
appropriation into the hands of the people who manage it. This we 
call administrative lead-time. 

The other part of it, the actual production or supply lead-time, is 
the time it takes to get the item from the technical service or bureau 
that gets the approval into the hands of the people who use it. 

What we have done is to shorten up that administrative lead-time, 
the paperwork time, and this still will retain the full required lead- 
time or pipeline in the supply chain. 

Does that answer the question, sir? 


SAVINGS IN PROGRAM 


Senator Smrru. Might I ask whether what you have outlined here 
has effected the $500 million cut ? 

Mr. Hotcompr. It does, sir. Not only what we have done has an 
effect on it, but we anticipate further progress, and if we are not able 
to do something like this, our $500 million cut will have been overopti- 
mistic, but we are confident that with the changes in legislation that we 
have asked, that this cut will be possible and we will be able to do this 


from now on. 

This gives us, as in the case of our own military departments, the full 
year for operation, and does not require that we ask for additional 
money to carry us over this long dry period until we can make available 
the funds to begin supply action. 

Senator Futsriegnt. Would you say that that $500 million is a non- 
recurring profit? You are not going to do that every year. You are 
reallocating ? 

Mr. Hotcomss. That is right, sir. This is the amount of it that is 
attributable to the saving in time. 

Mr. Sprague. I think the further charts will show it. 
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Mr. Hotcomee. It is not possible to exactly identify 500 million be- 
cause we don’t have any two programs that are $500 million apart. 
A year ago, the Department of Defense justified a program which 
totaled $3 billion, plus $166 million reappropriation, plus the addi- 
tional carryover that was already obligated but undelivered. 

The Congress provided two billion two hundred thirteen million, or 
a reduction { from the amount requested of $953 million. 

In addition, there has been reported to the Congress $500 million in 
unobligated balances, so the total amount that has been used as com- 
pared to the amount requested is actually not $500 million, but $1,453 
million less than was requested of the Congress. 

This difference is not only from the bar that shows here, but from 
the additional amount of over $4 billion of available carry-forward 
funds. This $1,453 million reduction represents literally hundreds of 
changes plus and minus that have been made in the program. How- 
ever, a relatively small number of principal changes will indicate sub- 
stantially the magnitude of the total change. 
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These seven changes you will note account for approximately the 
total amount. The first 3, which account for $1,100 million reduction, 
are the types of things that are just the normal routine recurring 
operating requirements of our allied forces. Once we have provided 
enough to keep them going, that is all we need, so long as we have a 
sufficient pipeline in the future. 

The next, the refinement of advanced weapons is a matter of the same 
kind of technical evaluation we have made in other areas and does not, 
as I will show you in a moment, represent any arbitrary reduction of 
requirements which could have been met. 

The German stockpile is a matter which was discussed with the Con- 
gress last year. It was pointed out that there were some items in 
the German stockpile which were not required, in view of the new 
system of reimbursable military sales, and those would be used for 
other programs where they could, and that those savings would be 
reported to the Congress; $147 million of that equipment and material 
has been reprogramed, and we report it here as a savings or reduction. 

There was a $36 million reduction in training, again not reducing 
any required training but a reduction where the training was in excess 
of the manning standards or alternatively where the country could 
not provide, on the basis of past experience, the number of people with 
the technical background and the language capability to effectively 
absorb the training. 

Lastly, there was a $36 million saving in Yugoslavia as a result 
of legislative action. 

Now, if I may, I would like to go back on the first two large items, 
and give you a little more detail. 

Senator Smirn. Let me ask you one overall question on that $1.4 
billion. Does that reduction in any way affect our effectiveness? 
This was all savings made without in any way affecting the effective- 
ness of the program ? 
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Mr. Hotcomse. That is correct, sir. We cut out nothing here ex- 
cept things that either were not required because of country capability, 
that could not be provided within required lead-time, or because of 
legislative restriction, such as on Yugoslavia. 


TRAINING OF MILITARY PERSONNEL 


Senator Fursrieutr. What type of training was reduced? Strictly 
military training ? 

Mr. Hotcomese. It is military training. Yes, sir. This is com- 
prised of four types of expenditure. One is school training here in 
the United States; secondly, our school training overseas, most of 
which is in our Army schools and Air Force schools in Europe—in 
Germany; mobile training teams; and mission training expenses. 

Senator Futsrient. What do you mean by schoo] training? Learn- 
ing to read and write? 

Mr. Hotcomse. No, sir; I mean generally, again, three types of 
training: technical training, teaching people how to maintain a jet 
engine or a tank; tactical training, sending them to our infantry school 
or our artillery school ; and command training, such as in our command 
and general staff schools, supply management schools, and that sort 
of thing. Itisall military training. 

Senator Fursricnt. Do you have a training program to teach your 
personnel foreign languages ? 

Mr. Hotcompe. No, sir. To the best of my knowledge there has 
never been any training of that sort. Most of these people do get that 
kind of training, and we require that they have a certain proficiency 
in the language before they come, but that is a responsibility of the 
foreign government to give them that before they are sent to any of 
these schools. 

Senator Futsricur. The foreign government ? 

Mr. Hotcomsr. The government that is sending them; yes, sir. If 
Turkey wants to send a person to the infantry school, then 
Senator Futpricut. I mean teaching our American personnel for- 
eign languages. Do you have that training? 

Mr. Hotcompr. The Army, Navy, and Air Force have that. We 
do not pay for any of that out of the military assistance fund. 
Senator Fursricut. You do not? 

Mr. Horcomse. No, sir. 

Senator Fursricur. That comes out of the regular domestic ap- 
propriations ? 

Mr. Hotcomer. That is right, sir. 

Mr. Spracur. The Army has at Monterey, Calif. a very effective 
language school. 

Senator Futsricut. What do you spend on that school? 

Mr. Spracur. I cannot give you that figure, sir. I do not know 
what the Army spends but I will provide it for the record. 

Senator Futsrieur. Can you get that figure for the committee? 
Mr. Spracue. Yes, sir. 

Senator Futsricnt. There has been a good deal of discussion about 
this matter, and some have suggested that the Government and the 
State Department use the Army facilities. We would like to know 
what you are doing in the field, what kind of training you have, and 
how much it costs. You have only one school at Monterey, Calif. ? 
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Mr. Spracur. The Army has one there that I know of, and I think 
there are perhaps other schools. 

Senator Futsricut. Could you give us the details on that program? 

Mr. Spracue. I certainly will, sir. 

Senator Mansriebp. I think it might be brought out, Mr. Chair- 
man, if my information is correct, that before the Army or the Air 
Force or the Navy sends a military attaché abroad to a country, he 
has 18 months’ training in that language at Monterey or other schools. 
I would assume that the language requirements are applicable to the 
military and this program as well. 

Mr. Hotcomse. No, sir; the men going out to the MAAG do not 
get that training. I will get into that a little more later. That is 
one of the management improvements we envision for the future. 

Senator Mansrietp. Does this apply primarily to military attachés 
and people of that sort.? 

Mr. Hotcomssr. What you said about military attachés is correct. 
That does not apply to the members of the Military Assistance 
Advisory Group. 

Senator Smirn. I have one more question on that because I made 
quite a study on that school at Monterey. I understood that was lim- 
ited to Army operations and I can’t see any reason why all the for- 
eign language teaching we do should not be consolidated somewhere 
so that it would encompass every department, whether it is the State 
Department or one of the other Departments. 

I raise the question whether that is being considered for your lan- 
guage schoo] at Monterey. 

Mr. Sprracue. I know it is solely an Army school at the moment. 

Senator Smiru. That is what I was told. I was wondering why 
we limit it to just the Army. 

Mr. Spracte. I will try to provide a comprehensive 

Senator Fursrieut. You will provide the reasons in the data you 
supply for the committee? 

Mr. Sprague. We will give you the full story on the various schools 
and who goes to them and how much they cost. 

(The following information was subsequently supplied for the 
record :) 

The Office of the Secretary of Defense is currently studying the foreign lan- 
guage training programs of the armed services with consideration being given 
to the feasibility of establishing a single foreign language training school for 
the Department of Defense. A final determination in this regard is expected 
to be made this summer. 

The three military departments this fiscal year will train approximately 
3,500 students in foreign languages. Of this number, 80 percent will be trained 
at the Army’s language school at Monterey, Calif., where Air Force, Navy, 
and Marine Corps also send students. The Navy operates a small school of less 
than 100 students at Anacostia, Washington, D. C. The Air Force uses civilian 
educational institutions on a contract basis. The Marine Corps has no foreign 
language school but uses the other services’ facilities. Each foreign language 
training facility serves all four services. This includes Air Force contract 
courses with civilian universities. 

It is thus considered that, while the Department of Defense does not have 
a single joint foreign language school serving the needs of all the Armed Forces, 
their foreign language training programs have been unified to a substantial de- 
gree in the interest of avoiding duplication of effort and achieving optimum 
economies. 

It is estimated that the military departments will expend approximately $6 
million during fiscal year 1958 for its foreign language training programs. 
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Senator Furericut. On this training, you say you do not train the 
foreign personnel in languages, either English or any other language ! 

Mr. Hotcomer. That is correct. 

Senator Futerient. It is strictly military training. 

Mr. Hotcomee. That is correct, sir. 


SPARE PARTS AND COMPONENTS 
We may look in just a little detail now at this spare parts and com- 


ponents category. 
CuHart XIX 
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In the presentation to Congress last year—not the $2 billion appro- 
priated, but the $3 billion requested—was $559 million for spare parts 
and components for all services. 

In addition there was a carry-forward of over $1.3 billion from the 
1950 to 1956 program. As I I said, we got information as to the actual 
consumption in each of these countries. We had the 1957 program 
fully refined and definite before we started the 1958 program. This 
permitted us to use new rates and a new base for figuring the future 
requirements of these countries and also permitted us to make a more 
exact calculation of the lead-time which was actually required to pro- 
vide for this. 

PRICING FORMULA 


Senator Futsricut. Does your record show the pricing formula 
that you are following in charging to the foreign aid program these 
spare parts, material and equipment ! Q 

Mr. Horcomnr. Yes, Mr. Chairman, it does. Since most of these are 
things that are used by our own services they are at the same price 
paid| by our own services. 

If you are referring to the new pricing formula, that is in process of 
being applied, but it is a very difficult proposition, and a long-time 
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proposition to cover the many hundreds of thousands of detailed items 
that are in this area for that purpose. 

Does that answer your question, Mr. Chairman ? 

Senator Futsrient. I do not want you to give it now if it is very 
complicated. I want it to be in the record. 

The question has been raised about this pricing formula as to what 
the price is that you charge, say, Pakistan for a particular weapon, 
and what the cost of that was to the Government. In all cases are these 
the latest models of everything ? 

Mr. Hotcomse. You are referring not here to the spares and com- 
ponents, but to the whole program. 

Senator Futsricut. That is right. 

Mr. Hotcomer. The price in the case of things that are from pro- 
duction is obviously the production price which we pay, whether it is 
for the United States or for our allies. 

In the case of items from stock, it is generally the cost at which 
that item was procured except that under authority given by Congress 
last year and which we are gradually applying to the items of the 
program as fast as we can get to it, a lesser price reflecting the market 
value is being applied. 

This has been applied on a number, a considerable number of the 
more important items. It is a little difficult to say exactly when we 
make a price reduction because of the formula and when we would have 
made it anyway because of changes in production rates and so forth. 

But as nearly as we can compute, Mr. Chairman, the total savings 
to date from that is something on the order of $90 million, which is 
included in the total amount of savings we have or reductions we 
have reported here. 

Senator Fursricut. Wasn’t a pricing formula provided in the 
legislation last year? 

Mr. Hotcomsr. There was a change in the pricing formula permit- 
ting the Secretary of Defense to find a new price based on age and 
condition. 

It is that that I have just been referring to, Mr. Chairman, that has 
permitted us to change the price of certain used items or items which 
were well along in their useful life, and which has resulted as nearly 
as we can compute it in about $90 million savings so far. 

Senator Futsrieut. The only point I am trying to make now is that 
the record should show how that formula has worked out, and in some 
detail. 

If it is not in your statement, would you supply it for the record? 

Mr. Spracur. We will be glad to do so. 

Senator Fursricut. I know that the members of the committee 
are interested in this matter. I am not an expert on military affairs 
but we have members on the committee who are also on the Armed 
Services Committee, and I was just trying to get you to make the rec- 
ord complete on this item. 

Mr. Hoxcomse. We will be glad to do that, sir. Some of these 
prices are classified. I think it might be better to present them in 
executive session. 

Senator Fursricut. But I think information ought to be available 
for the executive record as to just how that formula has worked out. 

Mr. Hoxtcomsr. We will be glad to do that, Mr. Chairman. 
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(The following information was subsequently supplied for the 
record :) 
PRICING FORMULA 


In accordance with the provisions of section 545 (h), Mutual Security Act of 
1954, as amended, the Department of Defense published Directive No. 7510.1, 
dated December 31, 1956, subject: Uniform Pricing Policy for Materials, Sup- 
plies and Equipment Financed by Military Appropriated Funds. The purpose 
of this directive is to establish the basic policies and criteria followed by the 
military departments in pricing for inventory accounting and issues on sales for 
any purpose of all materials, supplies and equipment except for plant equip- 
ment, aircraft (complete) and ships, and materiel financed under working capi- 
tal funds for which pricing policy has been established pursuant to section 405 
of the National Security Act of 1947, as amended, and DOD regulations there- 
under. 

The provisions of this directive are applicable to pricing of all materials, sup- 
plies and equipment in the supply distribution system other than excepted mate- 
rial and involve thousands of items. The implementation of the directive was 
established to be effective at the earliest date practicable, but in no event later 
than 1 year from the date of the directive which was December 1956. The 
military departments have adjusted downward the unit cost of many service 
stock inventory items which are yet to be delivered. Present estimates indicate 
that approximately $90 million in price savings have been realized to the military 
assistance program to date. These have been included in the overall savings 
which were reported to Congress. 


CHART XX 
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From this amount which, as I say, is the amount requested of the 
Congress, not the amount appropriated, as a result of these new tech- 
niques which I have described, we were able to reduce $424 million from 
the 1950 to 1956 carryover, another $331 million from the amount re- 
quested of the Congress, or a total in this other important category of 
over three-quarters of a billion dollars down to a new total of a little 
over $1.1 billion. In 1958 there is another slight reduction down to 
$1-113 million, which represents a still further reduction in the earry- 
over. The amount of new funds is a little larger than we have had 
to use in 1957, because certain of these savings resulted from living 
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off the shelf—using up excesses in place—and this obviously is a 
onetime saving which cannot be repeated. 


CHART XXI 


AMMUNITION 


Briefly, ammunition presents about the same picture. The total 
request last year of $383 million, together with the carry-forward in 
1950-56, made a little over a million dollars that would have been 
available for ammunition under the program requested. 
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By the same general technique, a reduction of 24 percent, nearly a 
quarter of a billion dollars, brought available funds down to a new 
total of 787. Anticipating further reductions and further progress 
along this same line, in 1958 we are requesting less than half a billion 
dollars of total availability, including $214 million in the 1958 program 
itself and $278 million carryover. 

Senator Futsricut. That looks like real progress. I am not sure 
I understand it, but it certainly looks good. 

Mr. Hotcomse. We think it is progress, sir. If there is anything 
I can add to help your understanding, I will be glad to go into it. 

Senator Futpricur. Any questions? 


DEFINITION OF “SAVINGS” 


Senator Mansrrevp. Yes; I have some questions, Mr. Chairman. 
I wish that Mr. Holcombe would keep in mind the statement he has 
just made about one-time savings which cannot be repeated. 

How do you define “savings” as that term is used by the President 
in his message to the Congress ? 

Mr. Hotcompne. I have tried to use here, Senator, the term “reduc- 
tions” which is a more inclusive term. It is a little difficult to define 
the exact savings. Obviously, of the amount that we have here, rough- 
ly a billion represented a reduction made by Congress, and is not a 
saving. We would not have been able to spend that in any case. So 
the amounts I am talking about here are reductions. The savings are 
those parts of the reduction over and above the reduction effected by 
Congress—in other words, money which we could have used for these 
purposes, but we found that it was not necessary and we have kept it 
unobligated to apply against future requirements. 

Senator Mansrretp. Now, are these real savings? 

Mr. Hotcomse. They are, sir. 

Senator Mansrtetp. They are not postponements? They will not 
appear next year or the year after. 

Mr. Spracue. That is correct. 

Mr. Hotcomeer. They will not represent an increase in requirements 
in the years after. Of course, if we are financed out, let us say 3 years 
ahead, and we only need to be financed 2 years ahead, we will sometime 
have to get that forward financing into the future period which we 
do not now require. In other words, if we had 10 years of spare parts, 
we don’t need money for 10 years of spare parts now, but obviously 
we will need that money sometime. But this will not require a total 
increase in the appropriation. It will merely require that we continue 
funding at this rate to take care of the future. 

Senator Mansrrecp. What I wanted to make as clear as possible 
for the record is that this is not just a bookkeeping transaction. This 
is a real, bona fide $535 million savings, I believe, in the military 
aspect of the mutual security program. 

Mr. Hotcomer. Our estimate is still 500 in the military aspect. I 
believe the rest of it comes in the economic portion, sir. 

Senator Mansrietp. You mentioned the fact that it would be quite 
difficult to describe in detail how the $500 million figure was reached. 

Could you have some of your staff, Mr. Secretary and Mr. Hol- 
combe, work on that matter and see what you can come up with for 
the benefit of the committee ? 
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(The following information was subsequently supplied for the 


record :) 
PROGRAM REDUCTIONS REPORTED IN 1957 


Toward the end of the congressional hearings on the fiscal year 1957 mutual 
security program, the Congress was informed that new management procedures 
and tighter program control would result in reductions in the military assistance 
programs for 1957, without reducing essential support to the forces of our allies, 
It was stated that further savings of this nature might be expected, and that 
Congress would be informed of them. It is now estimated that approximately 
$500 million of the $6.6 billion ($4.6 billion carryover plus $2.0 billion appropri- 
ated for fiscal year 1957) available to the Department of Defense for expenditure 
will not be required in fiscal year 1957. 

Failure to use this amount in fiscal year 1957 will not result in failure to pro- 
vide any valid program requirements of our allies which could have been pro- 
duced or provided from United States stocks within normal funding leadtime 
and which could be absorbed and effectively used by the recipient nations. The 
savings result from a careful screening of estimated requirements based on: 

(a) Assets and consumption rates, data on which is available for the first 
time in some cases. 

(b) Careful calculation of the requirement for funds to provide minimum “pipe- 
line” or leadtime to maintain continuous supply and production. 

(c) Detailed review of the capability of the recipient countries to provide 
the manpower and facilities for the effective utilization of the grant aid, or to 
produce or procure requirements through the military sales program. 

The same type of careful analysis of the fiscal year 1950-57 programs which 
resulted in the savings reported above has been applied to the development of 
fiscal year 1958 requirements, and is reflected in the request now before Congress. 
It should be noted, however, that to a considerable extent, the savings set forth 
above are of a “one time” nature. In fact savings resulting from elimination of 
requirements funded in advance of production leadtime are in reality defer- 
ments, and may have to be provided in future years. The critical review of fund- 
ing requirements will continue, and all additional savings presently foreseeable 
have been eliminated from the fiscal year 1958 request. 

Mr. Hotcompe. As I stated here, Senator, we had a $3 billion pro- 
gram. Now we have a $2 billion Progen, or to put it another way, 
we had a program for $3 billion plus the carryover. We now have a 
program which, with the appropriation and the carryover, is a billion 
and a half less. There is no way of identifying which part of these 
requirements 

enator Mansrievp. In other words, then, it is impossible to go into 
strict detail. It is just a general, let us say, across-the-board $500 mil- 
lion reduction ? 

Mr. Hotcomee. I can show a reduction in detail of a billion and a 
half from the program we presented to the Congress last year. Be- 
cause there was no specific intermediate stage, I can’t identify any par- 
ticular $500 million of that as being the part that Congress cut out 
or the part that was reduced afterward. 

Senator Mansrietp. The savings were made through the action of 
the Congress ¢ 

Mr. Hoxcomer. That is correct, sir, and that is why of this billion 
and a half, without being able to identify it specifically by item, we 

oint out that of the $1,453 million $953 million of it 1s not savings 

ut is a reduction which was made by the Congress, and only the bal- 
ance, which is estimated will amount to $500 million as of June 30, 
can be called savings. aor 

Senator Mansrietp. Now, Mr. Holcombe, does the $500 million 
savings item come from the fiscal year 1957 MDAP appropriations 
or from all MDAP appropriations made to date ? 
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Mr. Hoxcomse. The $1,453 million comes from all appropriations 
to date. 

Senator Mansrrevp. All to date? 

Mr. Hotcomspr. And the $500 million, the undistinguishable part 
of that is also the undistinguishable part that comes from both the 
carry-forward and the new appropriation. As I showed you in the 
case of spare parts and components, of the three-quarters of a billion 
out of that roughly a billion and a half, $424 million of it came from 
the carry- -forward funds from prior years, $331 million came from 
the 1957 program presented to Congress. 

Senator MAnsrreLp. Can you give me those figures again ? 

Mr. Hotcompr. Of the $755. million reduction we made between 
what we actually used in 1957 or are actually using and the amount 
requested of the Congress, $424 million of it came from the 1950-56 
earry forward, $331 million came from the 1957 program requested 
of the Congress. 

Senator Mansrrexp. On that portion which goes back beyond the 
present fiscal year, could you furnish a breakdown on what savings 
you made from what fiscal years ? 

Mr. Hotcomse. No, sir; we cannot. 

Senator Mansrretp. Why not? 

Mr. Hotcomse. Because once again the way the money is used, this 
becomes a total availability to the services. For example, each year 
amounts of money for spare parts have been made available to, let 
us say, the Air Force, and this becomes a total availability for spare 
parts for the Air Force. We have a 1950-56 program. They incor- 
oie the procurement for our program with their own. That is the 

usinesslike way of doing things. Therefore, it is not possible to 
say which of this money that we have reduced was 1952 money or 1955 
money. 

Senator Mansrrexp. Still on the $500 million question, is it fair to 
conclude that with respect to the savings, since they are now possible, 
the Congress must have appropri jated more than was necessary for 
fiscal year 1957 ? 

Mr. Hotcomsr. On the basis of what we knew at the time, our best 
information, our best techniques, it was not too much. On the basis 
of the improvements we have been able to make, we find we do not need 
that amount and have reported it, 

Senator Mansrietp. You have some figures there which indicated 
that your initial request made last year for this fiscal year was some- 
thing on the order of $3 billion, that the Appropriations Committee 
cut it down by $900 million, and now you have come in and cut it by 
another $500 million. 

That is a lot of money, if you can get by as effectively and efficiently 
as you have on the basis of the money allowed to you, keeping in 
mind the amount of money saved because of the Appropriations 
Committee action and because of the action of the Defense Department 
as well. So isn’t it a safe assumption to say that the request last year 
for this present fiscal year was way too high because you start out with 
a total request of $3,166,000,000 and you end up with a total reduction 
of $1,453,000,000. How do you explain it? 

Mr. Hoxcomne. I have tried to explain it, Senator, in showing the 
actions we have taken last fall and this spring, and including some 
actions which have not yet reached fruition but which we hope, with 
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the additional proposals that we have made to the Congress this year, 
will permit us to save or reduce our requirement by this amount. 

For example, this time advance in 1958 has not happened yet. This 
is anticipating additional improvement in our process which will 
permit additional reductions. 

Senator Mansrievp. It hasn’t happened because you haven’t gotten 
the money ? 

Mr. Hotcomesr. That is correct. 

Senator Mansrtexp. I believe you said that you had to wait until the 
appropriation was passed before you could definitely begin pro- 
graming. 

Mr. Hotcomesr. No, sir; that is one of the ways we expect to make 
this advantage. We are doing some of the preliminary stages at 
this time before we get the final result so that we can shorten the time 
between the appropriation and the making of money available to 
the military departments down to a matter of just a few weeks. 

Senator Mansrievp. I see; so when the appropriation bill is passed, 
then you will be able to put these programs into action ? 

Mr. Hoxcompe. Yes, sir; by a system of priorities so that we can 
adjust it readily and in a brief period of time. 

Senator Mansrretp. Will you put down that chart again? (The 
chart appears on p. 159.) 

Mr. Hotcomse. Yes, sir. 

Senator Mansrievp. I think we ought to emphasize the fact that last 
year a total request was made for $3,166,000,000, and that out of that 
through actions undertaken by the Defense Department and reduc- 
tions made by Appropriations Committees, a total reduction came into 
effect for this fiscal year of $1,453,000,000. There is a great disparity 
between the amount actually allowed finally, an amount which evi- 
dently was practical to work with, and the amount originally re- 
quested. 

SAVINGS IN FISCAL YEAR 1957 REQUEST 


Well, I will get on to the next question. Is it not true that during 
the presentation of the fiscal year 1957 MDAP request, there were 
also savings, since not as much was requested to be appropriated as 
had been included in the President’s budget message ? 

What were the reasons for those savings? 

Mr. Hotcomee. It is true, Senator, that some of these savings were 
envisioned during the course of the congressional consideration last 
year. Some of the reduction in spare parts was known last year and 
therefore first it was announced to the Congress that this $3 billion 
could be reduced by $100 million and later by $500 million. 

It was also announced that certain further economies and savings 
were expected which would be reported to the Congress. I refer here 
particularly to the German stockpile saving, but also generally to the 
fact that there were management improvements under way which 
would result in further savings that would be reported to the Congress. 

So there was already a year ago envisioned, and to some extent taken 
into account, considerable reductions in this program which was actu- 
ally made up more than a year and a half ago. 
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SAVINGS IN FISCAL YEAR 1956 REQUEST 


Senator Mansrietp. Now we have savings in the proposed 1958 
budget; we had savings in the 1957 budget. 

My next question has to do with the 1956 budget. Is it not true 
that during the presentations on the fiscal year 1956 MDAP there 
were also saVings since not as much was requested to be appropriated 
as had been included in the President’s budget? What were the reasons 
for those savings? That may have been before your time. 

Mr. Hotcompe. I was in Europe at that time, sir. I will have to 
supply that answer. 

Senator Mansrievp. Could you get that information for the com- 
mittee? And I wish you would also go back into years before 1956, 
and see if you can furnish the committee with information as to what 
savings were made in those years. 

I think that you will find a pretty steady pattern because I recall, 
for example, that Mr. Stassen, while he was the Administrator of the 
MSA at the FOA at least once and maybe on two occasions an- 
nounced that he was turning some hundreds of millions of dollars 
back to the Federal Treasury. 

(The following information was subsequently supplied from the 


record :) 
PROGRAM REDUCTIONS—PRIOR YEARS 


During the period fiscal year 1953-55 unobligated balances of MAP funds in 
the amount of $610.3 million were returned to the Treasury, as follows: 


Millions 
BR Bm GR OIE TI a eae ses ok cep sinless ns tien pape glitches cieesinclidegetechapeetdiascmetie elttain de $116. 2 
Br SER I a i a cnvina ms nsitdpnney oceania immaaa taal telrigtecacinel tina aiaamasgeeiite te 318. 7 
BIGGRE: FOE: TI a ee gyn cress se skier apt apeieapeemapatinet ane iasletim aaa taeda 175. 4 


These returns to the Treasury in effect represent savings that generated dur- 
ing the course of administering MAP funds during that period. 

In 1956, it was determined that $330 million of fiscal year 1950-55 unexpended 
funds could be applied against fiscal year 1956 program requirements. These 
savings were reported to the Congress and authority received to use them against 
fiscal year 1956 programs. 


SAVINGS IN FISICAL YEAR 1958 REQUEST 


My next question is this: Last year the executive branch asked Con- 
gress to appropriate for military aid for fiscal year 1957 $3 billion. 
That is the figure there. The Congress actually appropriated 1 bil- 
lion 17 million, I believe, instead of the 2 billion 213 

Mr. Hoxcompr (referring to chart on p. 159). This is the $2,017,- 
000,000. There was also $195 million reappropriation. 

Senator Mansrrexp. How is it that in addition to this cut made by 
Congress last year, the executive branch now says it needs $500 million 
less than the President included in his budget for fiscal year 1958, 
earlier this year. 

You have explained that you were able to go to the spare parts, 
the training, the stockpile and so forth and bring about a reduction 
of this kind. 

Mr. Hotcomsr. That is correct, sir. 

Senator Mansrretp. Most of it came from those particular cate- 
gories? 

Mr. Hotcomssr. That is correct, sir. 

Senator Futsrient. Will the Senator yield for a second ? 
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Senator Mansrretp. Yes, indeed. 

Senator Fursricur. Is it fair to say that the action of the Appro- 
priations Committee last year forced you to find some way to be more 
efficient ? 

Mr. Spracur. May I answer that, Senator. It helped, but before 
that reduction had taken place, it was already planned in the Defense 
Department, as I understand it, these changes which would result in 
tightening up the program, which were going on coincidentally at 
the time that the Congress reduced our request for appropriation. 

If I may comment further in answer to Senator Mansfield, I don’t 
think that it would be a safe assumption that if the Congress further 
reduced the appropriation which we have requested for fiscal 1958, 
that this would result in further savings in the program without im- 
pairing the effectiveness of the program itself, because the request 
which we are now making to the Congress for fiscal 1958 represents 
in large part the new techniques which have been developed, and is 
therefore undoubtedly a sundae program in that sense than the previ- 
ous requests which were made which didn’t incorporate these new 
techniques. 

Mr. Hotcomeps (referring to chart on p. 159). This is borne out by 
the fact that even though we made this reduction in 1957 from 1 billion 
to a little over three-quarters of a billion, there is another reduction 
to less than half a billion in total availability for 1958 in the field of 
ammunition. 

Senator Mansrrexp. Mr. Secretary, am I to understand then that it 
is the position of you and Mr. Holcombe that as far as the military 
aspects of the foreign aid program are concerned, in your opinion you 
are down to what you consider rock bottom ? 

Mr. Sprague. I would say that that is essentially correct, Senator. 
I don’t mean to imply, however, that we aren’t making every effort 
in the Department of Defense to further refine our programs and im- 
prove our techniques to effectuate whatever further savings can be 
made, and we will report those to the Congress as they are made. 


SAVINGS IN AMMUNITION 


Senator Futsrieut. Could this item of ammunition, in which there 
is a relatively large percentage savings, be influenced any by the change 
in emphasis on the character of the weapons? I mean, does the fact 
that nuclear weapons of various kinds are being developed lead you 
to reduce the importance and the amount of the traditional ammuni- 
tion ? 

Mr. Spracur. Yes, sir. 

Mr, Hotcomee. This is a minor part of the result, A reduction, for 
example, in the amount of 90 millimeter antiaircraft ammunition re- 
sults from the fact that we can envision Nike coming in, but that is 
not a major factor. 

Senator Futsricnut. Would it be fair to say that whatever you 
save in connection with conventional ammunition will be more than 
offset by added costs in new weapons for your domestic appropria- 
tions; is that true? 

Mr. Spracur. That is correct, sir. It is quite possible that as we 
provide more modern weapons to our grant-aid allies throughout the 
world, since they are so expensive, in fact on many of them it is im- 
possible to calculate the exact expense today, that our requests in 


Cuart XXIII 
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the future may have to go up if we are to continue with the advance 
weapons program, 

Senator Fu.srieut. This particular reduction is merely a transi- 
tion there? 


ADVANCED WEAPONS 


! Mr. Hotcompe. In the case of 1957, Mr. Chairman, this kind of 
| reduction has permitted us to carry through the whole advance weap- 
ons program that was presented to Congress last year with, true, 
some technical adjustments and reduction, but without any reduction 
in a requirement which we could fulfill; without any reduction other 
; 
| 
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than that occasioned directly by the reduction by Congress in the 
appropriation. 

I can show that on the next chart, which shows the total amount 
that was requested for advance weapons, 553 million in the 1957 pro- 
gram, including guided missiles, the latest kind of aircr raft, early 
warning equipment and certain new submarine detection equipment. 

Following the same general technique, we reanalyzed this program 
and found at the outset that there were certain items of training equip- 
ment, ground handling equipment and so forth that were absolutely 
required that were not included here. 

Those were added bringing the total requirement up to nearly $600 
million. However, by looking at the prices, deferring the funding 
where items couldn’t ‘actually be produced in the nor mal production 
leadtime, by transferring some of it to the sales program where the 
country could pay for it, ‘there was a reduction of $188 million (which 
did not reduce requir ements), leaving a program of $409 million which 
has been furnished without any further reduction or any requirements 
reduction. 

In 1958, using the same technique ahead of time, we have a program 
of $338 million for those in the 1958 request, but here you will see in 
dotted lines an additional sales program of $151 million, bringing the 
total program for these modern weapons up to $489 million out of 
United States production capacity. 


FUTURE “SAVINGS” 


Senator Mansrretp. Mr. Holcombe, you said here in the course of 
your very interesting presentation, and I quote, “This obviously is a 
one-time saving which cannot be repeated. 

I have tried to let the record show that there have been savings year 
after year and we would certainly anticipate, on the basis of what the 
Secretary has said, that there would be all possible efforts made to 
achieve savings in the future as well. 

Senator Futsricut. Since the Congress has received notice of these 
savings on several occasions over the years, is there any reason to think 
there will not be such savings in the future ? 

Mr. Hotcomse. The same techniques, Senator, will result in reduced 
requirements. As I have shown, these savings are one time in the sense 
that we cannot continue at the same rate downw ard, but they have been 
reflected as a continuation of the savings by using the same technique, 
so that for 1958 we are requesting a little bit less than was used in 
1957, and very much less than was requested in 1947. 

Senator Fursricut. And in the words of Secretary Sprague, at- 
tempts are going to be made all the time to further, consonant with 
good practice, good business practices and sound defense methods, to 
reduce the amounts needed. 

Mr. Hotcomer. And where possible that has been reflected as in the 
case of ammunition where we make a big further reduction in 1958. 


EFFECT OF CUTBACK IN FORCES OF ALLIES 


Senator Futsricnt. Now, the biggest items of savings are in spare 
parts, ammunition, training, aid to Y ugoslavi ia and other things closely 
related to the levels of forces raised by our allies; is that correct ? 

Mr. Hotcomrr. That is correct, sir. 
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Senator Fursrient. Is this generally due to the fact that our allies 
have not raised the forces which they promised to raise ? 

Mr. Spracve. That is not correct, Senator. 

Mr. Hotcompe. No, sir. 

Senator Futsricutr. Have they ever met the Lisbon goals of Decem- 
ber 1952? 

Mr. Spracve. Not entirely, sir, no. 

Senator Futpricnt. Not entirely ? 

Mr. Spracur. No, sir, they have not reached those goals. 

Senator Futsricut. And there really is quite a considerable differ- 
ence between the goals agreed to at Lisbon and the divisions in opera- 
tion in various European countries at the present time ? 

Mr. Spracue. There is still a considerable difference, yes, sir. 

Senator Fursrient. In relation to that failure—and I think it has 
been quite a decided failure to meet the goals agr 
haps it may be because of the development of nuclear and thermo- 
nuclear weapons, we find at the present time that one of our best 
allies, Britain, is reducing the Level of its forces, and I suppose that it 
is safe to assume that the other members of NATO in Western Europe 
may well follow the same pattern, Isn’t that anticipated, or is my 
assumption incorrect ? 

Mr. Spracur. The fact that the German buildup hasn’t been quite 
as fast as we anticipated it would be, the fact of the British White 
Paper will not in fact affect our own force levels in Europe at all. 

We don’t anticipate at this time that it will result in greater require- 
ments on our military assistance program except to the extent that 
increasingly in the next few years more modern weapons will be going 
to countries both by way of grant aid and sales in order, insofar as pos- 
sible, to maintain at least the same capability for defensive purposes 
as existed before. 

Senator Mansrrevp. If I understood what you have said, Mr. Secre- 
tary, it ot to me that you do anticipate a possible reduction in 
forces in being in the countries of Western Europe following the pat- 
tern laid down and now being pursued by the British, but that as far 
as we are concerned, we intend to maintain our forces at approximately 
the same level and that overall you anticipate that the effectiveness 
will remain just about constant ? 

Mr. Spracve. I would like to respond further by saying I think it 
is perhaps too early to tell the effect of the British White Paper on the 
other European NATO countries. It is quite conceivable, of course, 
that some of them at least will try to follow the trend which the United 
Kingdom has set. We have no positive evidence as yet that that is the 
case. 

Senator Mansrietp. You have evidence, though, to the effect that 
certain Western European countries have been trying or advocating 
quite vigorously that their period of conscription be reduced. I think 
there is some agitation in France, Denmark, the Netherlands, and per- 
haps other countries, which would indicate a possible shift in that 
direction and possibly it is tied to the great expenses incurred in the 
maintenance of a military posture. 

Mr. Srracur. That is true, and, of course, in the case of Germany, 
sir, we had hoped that they would go into originally a 2-year con- 
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scription program, and then we hoped that it would be 18 months, and 
it finally ended up at a year. 

Now, that isn’t entirely a lost cause if these people are well-trained 
within the year, it will result in much larger reserve forces in these 
countries than had been originally anticipated. 


PROGRAM EFFICIENCY 


Senator Mansrievp. That is all, Mr. Chairman. I just want to 
make this statement: 

I think the committee as a whole is interested, and I know I am, in 
the maintenance of a good sound foreign aid program, but I want 
to see greater efficiency, better management. I want to see waste, 
duplication, and overlapping done away with, and I hope that on the 
basis of the trend down through the years and the reductions made so 
far this year in next year’s request, this activity will be carried 
on and greater efficiency and better management will be the result. 

Mr. Spracue. We will make every effort to do that, sir. 

Senator Fursricut. Does the Senator from Indiana wish to ask 
any questions ? 

Senator Careuart. First, let me say that I don’t think any sane 
man wants to see us reduce our defense and weaken it to the point 
where it would be dangerous. 

By the same virtue I don’t think any sane man wants to see us un- 
duly spend money or waste money, which brings up a few questions 
that I would like to ask, possibly more as a taxpayer and a citizen 
than as a Senator, because I find that people in my State are a little 
bit confused on the necessity for such a large defense budget both at 
home and overseas. 

Since the budget is going to be consolidated from now on, namely, 
that the money is going to be appropriated and carried as a part of 
the military budget both for the continental United States and for for- 
eign countries, I think we perhaps can treat any questions in the light 
of both the so-called home defense budget as well as the foreign. 


COST EFFECT OF NEW WEAPONS 


What, in your opinion, would our budget look like today if it were 
not necessary to be spending money for nuclear weapons, missiles, jet 
airplanes, et cetera? Is that a fair question? Could you make any 
effort to answer it? 

Or I'll put it the other way around. How much additional money 
are we being required to appropriate at the moment as a result of the 
fact that we are pretty much forced to determine that everything that 
we have is obsolete, that is, obsolete in the sense that there is something 
that we know is better, and that we are now required to build nuclear 
weapons of all kinds, jet planes, missiles, et cetera ? 

Mr. Spracue. Senator, as you know, Mr. Wilson is going to be here 
next week to appear before this committee. It might be more appro- 
priate to put that question tohim. But I would say this, which is my 
own personal observation, that the enormous cost of the new weapons 
and delivery systems has certainly resulted in very difficult budgetary 
problems for the Department of Defense, and it is very difficult to see 
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how the budget can be maintained depending upon the cost of these 
new weapons as they are developed 

Senator Carenarr. Would you want to prophesy that if we were not 
producing, designing, engineering, and conducting research on mis- 
siles, jet planes, and nuclear w eapons, our budget might well be as 
much as, say, $15 million less than it is, using the standard sort of 
equipment that we used in World War IT? 

Mr. Spracue. I would not want to estimate a figure, Senator, but I 
think it would be less, yes, sir, substantially less. 

Senator CapeHart. Materially less ? 

Mr. Sprague. I think it would be materially less; yes, sir. 

Senator CarrHarr. And do you think the ‘increased budget we are 
getting at the moment, and which we have had in the last ‘few years, 
has been primarily due to the need for these new types of defense 
items ? 

Mr. Spracue. Yes, sir, that in combination with the need to main- 
| tain active forces in readiness to meet whatever kind of a threat might 
| crop up in various parts of the world. 





NT 


NUCLEAR WEAPONS PRODUCTION 


Senator Carenart. Is it or is it not a fact that our allies in NATO, 
outside of England, are not capable of producing any nuclear 
weapons ? 

Mr. Spracue. They are not in fact producing them. 

Senator Caprnart. Yes. 

Mr. Sprague. And I would say that as of now they probably do not 
have the capability of producing them. I think it is fair to say, how- 
ever, that in a short space of time, up to 5 years, they would have the 

capability. 
. Senator Carenarr. Of producing them; but not at the moment. 
| Mr. Spracue. They do not at the moment; no, sir. 

Senator Carenart. And is it a fact that Great Britain, while she is 
| reducing her expenditures on what we call the old type of defense 
| weapons, is likewise stepping up her expenditures and her defense by 
| reliance on nuclear weapons and missiles and what might be termed 
the more modern kinds and types of equipment. 

Mr. Spracur. It would appear that they are putting their emphasis 
in that direction. 

Senator Carenart. In other words, didn’t they come to a decision 
| that they were going to spend their money and time and effort more 
| on the modern weapons and they were going to cut back some on the 
conventional weapons? 

Mr. Spracue. That seems to be the trend there. 
Senator Carenart. And would you say that our partners in NATO 
might within 5 years be in a position to produce nuclear weapons? 
Mr. Spracur. Some of them might have that capability. 
Senator Carenart. But not all of them even then ’ 
Mr. Spracte. I would assume not all of them; yes, sir. 
| Senator Capenart. Then have there been additional burdens thrown 
upon the United States which can produce and is producing nuclear 
) weapons, to supply them to our allies? 
| Mr. Spracue. No, sir; I would not think so. 
| Senator Carenart. That has not been the case? 
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Mr. Spracur. No, sir; [I wouldn’t think so. The increased burden on 
us in that connection so far has been almost entirely due to the effort 
to build those weapons for our own forces, but we are, of course, plan- 
ning to go into the production of some advanced weapons for some 
of our NATO allies. Some of that will be purchased by them rather 
than be in the form of grant aid. 

Senator Carenart. I don’t know whether you would care to answer 
publicly this next question or not. You may prefer to answer it in 
executive session. 

The question is, Would it be a good idea to permit the possession and 
control of United States atomic weapons by NATO forces ¢ 

Mr. Sprague. I think, Senator, we can be a little more specific about 
that kind of question in executive session, and we will be glad to. 


COST OF MODERN WEAPONS AND DEFENSE STRUCTURES 


Senator Carenart. But do you think maybe we might get some 
figures or some idea of the additional cost at the moment of our defense 
as a result of these nuclear weapons, missiles, and jet planes, over what 
it might have been had they not been in existence, when Secretary 
Wilson arrives T uesday ? 

Mr. Spracur. It might be pretty conjectural, Senator, but we can 
make an effort to provide for you 

Senator CaprHart. Can you tell me how much more a jet plane, fly- 
ing faster than sound, costs than a propeller-type plane that flew 200, 
300 or 400 miles an hour ? 

Mr. Spracue. The cost of a B—52, for instance, which is in the public 
domain, is approximately $8 million per plane. This would probably 
be 3 or 4 times as much as the World War II type bomber. 

Senator Carenart. In other words, it is 3 or 4 times the cost of a 
comparable plane doing supposedly the same thing but not as efficiently 
prior to World War II or during World War IT; is that correct ? 

Mr. Spracue. Yes, sir. But you see one of those airplanes can ac- 
complish many more than four times the result as a great number of 
the World War II planes could because of the weapons it carries 

Senator Capenart. But generally speaking, the cost of that which 
is required at the moment to doa comparable job runs 3 to 4 to 5 times 
as much as it did 10 years ago. 

Mr. Spracur. It does with certain weapons, those that I mentioned. 

Senator Carenart. Is there one other item of expense that is run- 
ning into huge sums, namely, the expense of equipment to counteract 
an attack upon this country by a potential enemy ? 

Mr. Spracue. That is correct. 

Senator Carenart. In the way of electronic devices ? 

Mr. Spracur. That is correct. 

Senator Carenartr. That is something that is completely 100 per- 
cent new, is it not? 

Mr. Spracur. Yes, sir; because we never had the kind of 

Senator Carenart. Never had that before at all? 

Mr. Spracur. Never had the potential threat that we have now. 

Senator Carpruart. The money we are spending along that line is 
money that was never spent for any similar purpose in ‘the past. Is 
that amount of money classified secret ? 

Mr. Spracue. I would say that it is, sir. It is not classified, how- 
ever, to indicate to you—— 








eA Re 1 


SE TN ER a EKA ahi 


2 Laer NA 


an NRE A AR eh 





re 
Ol 
mM 


JY 


th 
Se 
thi 


me 


W 


2 se Ea A I SE NAO RS RO I 


A he nc eae a etme 


nn on ERNE COR cert 





MUTUAL SECURITY ACT OF 1957 179 


Senator Carenarr. But it does run into hundreds of millions of 
dollars? 

Mr. Sprague. Yes, and our overall research and development pro- 
gram, ine luding test facilities in the Department of Defense is running 
at the rate of $5 billion a year. 

Senator Carrnarr. And it is primarily to find the best ways and 
means of producing and handling nuclear weapons and missiles and 
jet planes and the electronic devices to be installed as a deterrent 
against an attack from a potential enemy; is that.correct? 

Mr. Spracur. I think that would be largely correct, yes, sir. 

Senator Carenarr. That is all. 

Senator Futsricgut. Do you have anything else ? 

Mr. Hotcompr. I have just about 5 minutes more, Mr. Chairman. 

Senator Futsricutr. All right, you may proceed. 


TRAINING COURSE FOR MAAG OFFICERS 


Mr. Hotcompr. I stated several times that we don’t think we have 
accomplished all of these management improvements that we have 
set for ourselves, and I have also stated that we have some of the 
results of these management improvements already incorporated into 
our request for 1958. If they are not made we don’t have enough 
money but we are confident they can be made. 


CHART XXIV 


SYSTEM 


I would like to mention three of these briefly. We have several 
thousand officers out in the Military Assistance Advisory Groups. 
Several large military assistance groups “accounting for about two- 
thirds of our officers” because of the difficult nature of the local assign- 
ment are asigned there from 11 to 17 months. 

All of the improvements we have made here in our procedures in 
Washington in our instructions to the field are no better than the 
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capabilities of the officers to carry them out and to initiate the require- 
ments and the data there that is necessary. 

Even the best officers, and we have good officers in these MAAG’s, 
can’t function in a field which is usually rather foreign to their pre- 
vious experience when they have such a short time in which to learn 
and do their job and get home again. 

Consequently, we have under consideration right now a training 
course or school for MAAG officers so that they, No. 1, will have a 
better and broader idea of the objectives of the program and what is 
to be accomplished by it, No. 2, a better technical knowledge of how 
to evaluate capability, determine requirements and assess the utiliza- 
tion of the equipment, and No. 3, that they will be personally better 
equipped to serve as better representatives of the United States Gov- 
ernment in their personal capacity abroad. 


EFFORTS TO ATTAIN BETTER REPORTING SYSTEM 


The reporting system has grown up since 1950 and we have never 
had a coordinated and thorough review of the total reporting system 
to make sure that the reports are made in the best way, that the elec- 
tronic data processing methods are used to the best possible extent, 
and that we do not have excess reports which are carried on beyond 
their need. 

Such a study is now under way and we expect within the next few 
months to have a better reporting system which will permit us to do 
better programing and, hopefully, to do it with less people. 


AUTHORITY FOR CREDIT SALES 


Lastly, we have put emphasis on the country’s capability to buy 
equipment, and we have found that there is a stumbling block in 
that many countries can purchase equipment if they are given a 
little time to pay for it, or if they don’t have to put all the money on the 
line for an expensive ship requiring 3 years to build and not get the 
shipment until 3 years after they had paid for it. Or in the case 
of spare parts if they can pay for the spare parts across the counter on 
a country-store basis, but don’t have to finance all the retailers and 
wholesalers inventory as well all at one time. Therefore, we are re- 
questing in this year’s authorization a change in the language, and an 
authorization for funds to put us in business, to give us the inventory, 
so to speak, that will permit us to do this sales business that we are 
sure will permit us to provide military sales where we have formerly 
been required to provide grant aid. 

These are three of the things which we envisioned and which we 
have already to a certain extent estimated the effects of in 1958. 
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EVALUATION OF A COUNTRY’S CAPACITY TO PURCHASE MILITARY EQUIPMENT 


Senator Fursricut. Mr. Holcombe, who evaluates the capacity of 
a particular country to finance purchases of military equipment ? 

r. Hotcomse. In the first instance it is the country team, the Am- 
bassador, the head of the United States operating mission of ICA and 
the general or admiral who is the commander of the military assistance 

rou 
. This evaluation is then passed on through the regional organizations 
which are the unified commands of the Army and “perhaps, i in the case 
of the NATO countries, the USRO or NA’ TO delegation. 

Finally, it comes in here where it is the subject of inter departmental 
consideration through our review process. 

Senator Futpricut. Does the Export-Import Bank, or the Inter- 
national Bank, give advice on matters of that kind? 

Mr. Hotcomse. Advice of that sort is within the technical specialty 
of ICA and they have a means of obtaining all sorts of expert advice, 
Mr. Chairman, with which I am not fully familiar. 

I think that an ICA representative might better be able to answer 
that part of the question. 

REDUCTIONS 


CHART XXV 





Looking at the total then of both the carry-forward and the new 
appropriation, totaling the total availability, you see 1958 is a reduc- 
tion and 1959 isa further reduction. 
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CHART XXVI 
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Furthermore, within the reduced amount there is an increased em- 
phasis on the high priority items of force improvement, and we have 
included in 1958 and 1959 here also the new funds for sales, made possi- 
ble by a reduction of the routine requirements for spare parts, training, 
ammunition, consumable supplies and so forth, by the new manage- 
ment techniques, and without turning down a single requisition needed 
to be filled or directing that requisitions not be submitted where they 
should have been submitted. 


OBJECTIVES OF MILITARY ASSISTANCE PROGRAM 
CHArtT XXVII 


70 SUM IT UP— 





— through 

BETTER PLANNING (MAXIMUM USE OF COUNTRY CAPABILITY DATA) 

BETTER SCREENING (REGIONAL PRIORITIES-DATA AS TO ASSETS & USAGE RATES) 

BETTER FUNDING (LIMIT ADVANCE FUNDING TO REQUIRED LEADTIME) 

BETTER ADMINISTRATION (COORDINATE INSTRUCTIONS AND PRODUCTION 
PLANNING-KEEP ON SCHEDULE ) 


BETTER DEFENSE FOR THE FREE WORLD | THROUGH BETTER 
BETTER USE OF OUR $$ $$ MANAGEMENT 
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To sum it up then, it is our objective to protect United States bases, 
to protect regional pacts, to safeguard our sources of critical materials, 
to build and modernize allied military strength, and to do so at the 
least cost through better planning such as the maximum use of country 
capability data that I have described; better screening through re- 
gional military priorities, better data as to actual assets and consump- 
tion: better funding, limiting the advance funding to the minimum 
pipeline with the maximum consolidation of the pipeline by better 
administrative results; and better administration through coordina- 
tion of instructions and production planning and bringing the whole 
thing onto the Defense Department schedule for its other activities 
so that it can be done as a single coordinated product for the whole 
of defense. 

All of this is designed to provide better defense for the free world 
and better use of our dollars through better management. 

Senator Fctsricur. Thank you, Mr. Holcombe. 


UNEXPENDED BALANCES 


Mr. Spracur. Mr. Chairman, I had a new chart that you haven’t 
seen but I would like to put the information in the record because [ 
| think it is interesting. 

Going into fiscal year 1953 our unexpended carry-forward together 
with the new obligational authority which we received that year 
totaled $12.5 billion. 

Senator Mansrretp. That was 1953? 

Mr. Spracue. Fiscal 1953, yes, sir, whereas for fiscal 1958, if the 
amount which we have requested for new obligational authority is 
added to our carry-forward, it gets down to 6.3 billion, which is nearly 
a reduction of one-half, which I think represents a consistent effort 
to reduce the unexpended carry-forward which the Congress has al- 
ways shown so much interest in, and we are making a consistent effort 
to continue this process, although we reach a point where you can’t 
cut it below that amount which is required to continue the pipeline 
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operation. 
Senator Fursricntr. Any further questions? The Senator from 
Indiana. 


Senator CapeHart. You are talking about the foreign aspects of 
your budget ; ; is that correct ? 

Mr. Spracur. Yes, just the military assistance. 

Senator CapeHart. Just the military assistance program ? 

Mr. Spracur. Yes, sir. 

Senator Carenart. In 1953 the carry-forward was 12.5 billion? 

Mr. Sprague. 12.5. It is on that chart, sir. That included the new 
obligational eee 

Senator Capenart. 12.5 billion. 

Mr. Spracue. Total availability. 

Senator C APEHART. In 1958 it is 6.3 billion ? 

Mr. Sprague. Total availability if our request for new obligational 
authority is granted. 

Senator Futsrient. That is the total. That is the carry-forward 
plus the new authority. 

What is the carry-forward alone ? 
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Mr. Sprracur. 4.4 for 1958, and it will go to 4.1 in 1959 if our esti- 
mates now are correct. 

Senator Carenart. So $4.4 billion is the carry-forward. 

Mr. Spracur. That is the carry-forward. 

Senator Cargenart. I thought the carry-forward was 6.3? 

Mr. Spracuer. That is as of fiscal 1958. 

Senator Futsricur. That includes the new appropriation plus the 
carry-forward ? 

Mr. Sprague. That is correct. 

Senator Carrnart. 6.3 is the carry-forward plus what you are ask- 
ing for this year ? 
a r. Sprague. Right. The carry-forward going into 1958 is 4.4 

illion. 

Senator CareHart. What was the comparable figure then in 1953 
to the one that you just gaveas4.4? I understand it is 12.3. 

Mr. Spracur. We don’t have the exact figure. 

Senator Carenart. So 6.3 is the total. 

Mr. Spracur. That iscorrect. It isthe total availability. 

Senator Carrnarr. And the 12.5 that you used in 1953 was the carry- 
forward plus what you asked for that year? 

Mr. Spracue. Plus what we got that year; yes, sir. 

Senator Futsricut. The Senator from Montana? 

Senator Mansrietp. No questions. 


ADMINISTRATION OF DEFENSE SUPPORT 


Senator Futsricutr. You stated earlier, I believe, that the ICA had 
the responsibility for defense support; is that correct ? 

Mr. Spracus. For this fiscal year, Senator, they have the obligation 
to make the presentation and to administer that program ? 

Senator Funtsrient. You mean 1957 ? 

Mr. Spracup. 1958. 

Senator Fursricut. They are going to present that program for 
1958 and administer it ? 

Mr. Sprague. That is correct. It does appear, however, in the De- 
fense Department budget as a separate item this year. 

Senator Futsricut. That budget will be handled then separately 
from the economic assistance before the Appropriations Committee. 
This committee will authorize it, but when it comes to the Apprepris, 
tions Committee, it will be in a different bill; is that correct 

Mr. Spracue. That is correct. It is a separate item in the Depart- 
ment of Defense bill. bp by 

Senator Futsricut. When the Defense Department appropriation 
bill comes, this item for the MDAP military assistance will be in the 
Defense budget, not in the State Department budget; is that right? 

Mr. Spracue. That is right. 

Senator Carenart. It will be a separate title in the Defense budget? 

Mr. Spracun. That is correct. 

Senator Futsrient. For example, different subcommittees of the 
Appropriations Committee will handle the two different items, will 
they not ? 

Mr. Spracur. Well, sir, that depends upon how the Congress in- 
tends to handle it, we don’t know. 
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Senator Fu.srieut. I have been curious about the mechanics of sep- 
arating military appropriations from the economic development fund, 
for example, which certainly isn’t military. 

Mr. Spraaur. Two different subcommittees of the Appropriations 
Committee now handle those matters ; yes, sir. 

Senator Futsrient. That is right. I don’t wish to commit nen if 
you don’t know. I was just curious as to how it would be handled. 

Mr. Spracur. We do not know how the Appropriations Committee 
will decide to handle it. 


BRITISH MILITARY CUTBACK 


Senator Futsricut. Members of the committee have been quite 
concerned over the British military cutback, as you know. Has the 
British action had any repercussions yet on the United States military 
aid program ? 

Mr. Spracue. No, sir. 

Senator Futpricur. It has not ? 

Mr. Sprague. No, sir. 

Senator Futsricur. Will it, for example, because of the British 
action, become necessary for us to furnish military aid to train more 
local forces in other areas in order to have a balanced program? 

Mr. Spracue. Will it be necessary for us to train more forces? 

Senator Futsrienr. Yes; local forces. 

Mr. Spracur. We don’t contemplate that we will go into any ex- 
tension of our training program; no sir. 


MILITARY AID TO UNITED KINGDOM 


Senator Futsricut. Does the program this year contemplate any 
military assistance for the United Kingdom? 

Mr. Spracve. It does not contemplate any new obligational author- 
ity to be programed to the United Kingdom, that is right. 

Senator Futsricut. There was no money for the United Kingdom 
last year, was there? When you say no “new obligational authority,” 
you seem to leave the possibility of an implication that there is pres- 
ently something. 

Mr. Spracur. No material was programed for the United Kingdom 
in the 1957 program, and none is programed in the 1958 program 
for the United Kingdom. 

Senator Futsrieut. I am not sure whether I understand. Was 
there anything other than military for the United Kingdom? If you 
don’t want to answer it you don’t have to. 

Mr. Spracue. Certain training of personnel was in the 1957 and 
is in the 1958 program. 

Senator Futsricut. I am not trying to force you to say anything 
but just make the record. If you don’t care to answer any of these 
questions in open session you don’t have to, as you well know. 

Mr. Spracur. Yes, I can amplify the answer to this extent: We 
have what is known as the mutual weapons development program 
which is largely research and development on a sharing basis. 

Overall the United States contribution is roughly 40 percent 
throurhout the NATO area. We also have a small facilities assistance 
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ere. In both of those the United Kingdom has shared with other 
ATO countries, so to that extent part of our 1957 and 1958 programs 
will have an impact on the United Kingdom. 


BRITISH MILITARY CUTBACK 


Senator Fursrieut. It is my understanding that the recent shift 
in British defense policy was based on the assumption that the pri- 
mary deterrent to Soviet aggression was the possession by the United 
States of retaliatory power. 

If this is true, why was it not logical for the British to concentrate 
their defense efforts on conventional weapons rather than on addi- 
tional atomic capabilities? 

Mr. Spracue. I think the United Kingdom has made their decision 
uninfluenced by us that they prefer to have that capability, nuclear de- 
terrent capability, themselves rather than to put their main reliance 
on conventional weapons. 

Senator Futsrieut. Will it be necessary for the United States to 
furnish assistance to the British in making this transition from con- 
ventional weapons to nuclear weapons ? 

Mr. Sprague. I think the United States is planning to give certain 
assistance to the United Kingdom in that connection, but it is not 
contemplated that it will require new obligational authority. The 
specifics of what is contemplated we would be glad to provide the com- 
mittee in executive session. 

Senator Futsricut. Will it be more costly to help the United King- 
dom to shift to nuclear weapons than it would be to strengthen British 
conventional military power ? 

Mr. Srracur. Would it be more costly to do what, Senator ? 

Senator Fursricut. To assist them in shifting to nuclear weapons 
than in strengthening their conventional power ? 

Mr. Spracue. More costly to the United States? 

Senator Fursricnr. Yes. 

Mr. Spracue. It is pretty difficult to answer that question because 
it would depend upon the level of assistance that we might make avail- 
able in either area, which would be subject to negotiation with them. 

Senator Futsrieur. I suppose you would have to assume in each 
that you reach a certain minimum, at least a standard minimum, goal 
of defense capacity. If you can’t answer it, it is all right. 

Mr. Spracue. I don’t believe I can, sir. 

Senator Fu.srieut. All right. 

Mr. Spracue. Because I can’t compare adequately for your pur- 
pores the cost of supporting a conventional force as against an atomic 

orce. 

Senator Futsricur. Any further questions? 


ADMINISTRATION OF DEFENSE SUPPORT 


Senator Mansrietp. I have one more question, Mr. Chairman. 

Mr. Secretary, you emphasize that ICA will handle defense support 
this year. What did you mean by this year, 1958 ? 

Mr. Spracusr. The fiscal 1958 program will be administered by them ; 


yes, sir. 
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Senator Mansrietp. Do you anticipate that in later years Defense 
will do this? 

Mr. Spracur. All I can say to that is the decision with respect to 
fiscal 1959 and future years will be an executive branch decision. The 
matter is being studied and I just can’t predict what the result will be. 

Senator Mansriexp. Of course, you understand that in the proposal 
sent up by the President, the legislation before us, he is recommending 
that the direct military assistance and the support assistance go into 
the Defense Department budget ? 

Mr. Sprague. Yes, sir. 

Senator Mansrie.p. And I am wondering what the reaction of the 
Appropriations Committee is going to be to this $900 million in de- 
fense support which is not direct military assistance. 

I mentioned to Mr. Hollister yesterday that you might find it 
difficult to get that particular group to agree to that program, and 
you might even anticipate a cut, if not a total obliteration of that 
amount, in the Defense Establishment’s budget, so I think you will 
have to consider that carefully in view of the future of this particular 
aspect of the aid program, defense support. 

Senator Capenart. Let me ask this question: Wouldn’t you have 
exactly the same problem with the Appropriations Committee regard- 
less of whose budget it was in, because the same people on the Ap- 
propriations Committee will handle it regardless—— 

Mr. Spracur. A different subcommittee handles it. 

Senator Carenart. But the full committee votes on it. 

Mr. Spracur. Two different subcommittees have handled it in the 

ast. 
. Senator Carenarr. As I understand it, one title will be the defense 
— program and another title will be the direct military aid. 

Mr. Spraaue. No, sir; there will be one title. 

Senator Futsricutr. For the information of the committee, on Mon- 
day at 10 a. m., Ambassador James P. Richards will be heard in 
executive session on the Middle East program. 

On Tuesday, May 28, Secretary of Defense Wilson and Admiral 
Radford, the Chairman of the Joint Chiefs of Staff, will appear in 
open session on the military aspects of the mutual security program. 

If there are no further questions, the committee is vena 


(Whereupon, at 11:55 a. m., the committee adjourned, to reconvene 
Monday, May 27, 1957, at 10 a. m.) 
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MONDAY, MAY 27, 1957 


Untrep States SENATE, 
CoMMITTEE ON ForeIGN RELATIONS, 
Washington, D. C. 


EXECUTIVE SESSION 


The committee met, pursuant to call, at 10:25 a. m., in the commit- 
tee room, F-53, United States Capitol Building, Senator Theodore 
Francis Green (chairman) presiding. 

Present: Senators Green, Fulbright, Humphrey, Sparkman, Long, 
Smith of New Jersey, and Capehart. 

Also present: Rear Adm. C. K. Bergin, United States Navy; Capt. 
R. M. Pitts, United States Navy; Cedric H. Seager, ICA; William C. 
Burdett, Department of State; Robert G. Barnes, special assistant, 
Mutual Security Affairs, Department of State; Leonard J. Saccio, 
General Counsel, ICA. 

The CHatrmMan. The committee will please come to order. 

Mr. Ambassador, will you sit opposite me? 

I have a statement I would like to make before calling on Ambassa- 
dor Richards. 

COMMITTEE SCHEDULE 


It is extremely important that the committee complete its action 
on the pending Mutual Security Act at the earliest possible moment 
because the House has not yet considered the bill and the Appropria- 
tions Committees must start work on it before the end of June. 

I propose therefore that the committee proceed morning and after- 
noon on this legislation. Unless there is objection, I shall make 
arrangements for meetings on other committee matters beginning 
Wednesday at 10 a. m., and continuing at 2 p. m. 

Then we will adjourn until after the weekend but beginning Mon- 
day, June 3, we will meet at 10 a. m. and 2 p. m. each day until we have 
completed action on the bill. 

I anticipate that if we adhere strictly to this schedule, we can 
expect to have the Mutual Security Act on the floor by Monday, 
June 10. 

I hear no objection ? 

Senator Smirn. J am in favor of it. 

The Cuatrman, I think in view of the time factor, we must have a 
schedule of this kind. 

Senator Carprnart. I am in favor of it, the sooner the better. 

The Cratrman. The Committee on Foreign Relations is meeting 
this morning to receive the testimony of Ambassador Richards, who 
has just completed a lengthy visit to the Middle East in connection 
with the implementation of the Eisenhower Doctrine. 
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It is my understanding that Ambassador Richards will speak with 
us this morning about his work in the Middle East and may discuss 
the nature of the programs Congress will be asked to authorize in 
that area for the next fiscal year. 

Ambassador Richards, the committee, in accordance with the provi- 
sions of House Joint Resolution 117—that is, the Eisenhower Doc- 
trine—has been receiving from time to time confidential reports on 
your negotiations. 

Each member of the committee has in his folder a copy of Mr. Hol- 
lister’s*seeret letter to me of May 24 which summarizes the commit- 
ments which you made during your visit to that area. 
wee member also has a copy of House Joint Resolution 117 before 

im. 
Mr. Ambassador, will you please proceed in your own way? 


STATEMENT OF AMBASSADOR JAMES P. RICHARDS, SPECIAL 
ASSISTANT TO THE PRESIDENT 


Mr. Ricwarps. Thank you, Mr. Chairman. 

It is a pleasure to come up here this morning and give you a picture 
to some extent of my operations under House Joint Resolution 117. 

I have here a prepared statement that I do not intend to read, be- 
cause I know how, I might say, ineffective most prepared statements 
are before committees at the time when all committee members know 
that they can see the prepared statement later on in the record. 

I also have a number of copies prepared. 

The Cuarrman. I think each member has a copy of the statement, 
but I may remind you that I don’t know that it would be fair for you 
to conclude that they will read it unless you read it to them. 

(Mr. Richards’ statement is as follows :) 


STATEMENT BY AMBASSADOR JAMES P. RICHARDS 


I am very glad to appear before you to report on my mission to the Middle East 
and to answer any questions you may have in mind. I returned on May 8 from 
a 2-month trip as special representative to the President to explain the joint 
resolution of the Congress on the Middle Hast. This journey reinforced my 
ever-growing conviction of the importance to the national security of the United 
States of both economic and military assistance extended under the mutual 
security programs. I would like to tell you about my trip and why it has further 
convinced me that we can ill afford to dispense with, or even drastically curtail, 
the benefits that have accrued to us from these programs. 

In his message to the Congress on January 5, the President stated that he was 
sending a mission to the Middle East to explain the proposals he then advanced. 
He asked me to take on the job. While the Congress was considering the joint 
resolution, I briefed myself on the problems which would be encountered. Thus, 
I was able to depart promptly after the passage on March 9 of the resolution. 
Accompanied by a small staff drawn from the Departments of State and Defense, 
International Cooperation Administration, and USIA, I traveled almost 30,000 
miles visiting 15 countries— 

1. To explain the spirit and purposes of the joint resolution of the Con- 
gress on the Middle East; 

2. To determine which countries wished to participate; 

3. To make commitments for programs of economic and military assist- 
ance, within the provisions of the joint resolution and within the limitation 
of funds appropriated by the Congress, which I deemed to be essential and 
urgent to accomplish the purposes of the program ; and 

4. To report to the President my findings and make appropriate recom- 
mendations. 
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Regarding task No. 1, I explained in detail the President’s Middle East pro- 
posals, as endorsed by the joint resolution of the Congress, to the top govern- 
ment leaders in the 15 countries we visited—Afghanistan, Ethiopia, Greece, 
Iran, Iraq, Israel, Lebanon, Libya, Morocco, Pakistan, Saudi Arabia, Sudan, 
Tunisia, Turkey, and Yemen. I was careful to bring out the significance of this 
American doctrine as symbolic of United States recognition of the need to play a 
more active role in the Middle East, but only at the request of area countries. I 
believe the enunciation by the executive and legislative branches of the Govern- 
ment acting together of a completely American policy was profoundly impressive 
to peoples of the area. The different heads of state invariably had many ques- 
tions about the doctrine and wanted particularly reassurance that the United 
States was not out to impose anything or exact any political conditions dero- 
gating from national sovereignty. I believe I was able to convince my ques- 
tioners that this was far from our intentions. 

I did not visit three of the countries in the Middle East. In Jordan, King 
Hussein was proving by his actions that he understood thoroughly the meaning 
of international communism and was capable of moving decisively to protect 
his country’s independence and territorial integrity. We have tried to help him 
by providing aid through normal channels. The second country, despite our 
inquiries, avoided making definite arrangements for a visit by my mission. 
From the third country we received a piece of paper which might have been 
construed as an invitation, but the attitude of the Government as shown in 
official statements and through the controlled press made it abundantly clear 
there was no desire for real discussions. 

Regarding task No. 2, 12 of the countries I visited publicly declared their 
support of the purposes and objectives of the doctrine. Subsequently Israel 
also endorsed it. Two countries with which we held discussions, Sudan and 
Yemen, thought it desirable not to take a public position at this time but they 
did not reject the American concept. Naturally the degree to which different 
nations recognized the threat of international communism, or were willing to 
proclaim opposition publicly, varied. Some stood up shoulder to shoulder in 
open opposition to international communism. Others are doing quiet but never- 
theless effective work in the same cause. One thing did not vary. That is, 
the determination to maintain independence and to achieve economic and social 
progress. ‘To this end, United States help was welcomed. 

Regarding task No. 3, in 9 countries I determined that it was essential and 
urgent to extend United States economic or military assistance in accord with 
the doctrine. Conditions were such that immediate action would clearly 
further the purposes of the joint resolution either by building up strength 
to assist in countering possible overt armed attack or by increasing economic 
strength and internal security against subversion. I authorized in principle 
approximately $120 million in aid, always calling attention to the provisions 
of the joint resolution, including the requirement that appropriate congres- 
sional committees should be informed 15 days before the money was used. 
Slightly more than half of the money went for economic assistance. Most of 
this aid was in the form of grants, although I insisted on loans whenever feas- 
ible. The military aid granted was always in furtherance of established mil- 
itary plans. It consisted, for example, of additional hardware, expendable 
items such as ammunition or military construction. In the economic field our 
aid was directed at, for example, communications, transportation, education 
and water development. I sought opportunities to encourage regional coopera- 
tion. To the Baghdad Pact, I made available $12,570,000 toward projects ap- 
proved by its economic committee for improvement of the regional communica- 
tions system, railroad connections, and a highway project. This aid is intended 
both for surveys and actual construction. 

With respect to task No. 4—to report to the President—I met with him 
immediately after my return. Although my mission was not charged with 
seeking solutions to intra-area problems, I found that the various countries 
visited held strong views on these matters. In accordance with requests from 
different governments, I have conveyed their views to the President. The im- 
portance of this American doctrine with respect to intra-area problems is that 
by turning back international communism, the Communists’ continuing efforts 
to inflame these quarrels will be frustrated and thus their solution facilitated. 
I can assure you that our Government is not neglecting intra-area problems. 
Most of the countries visited are involved in such difficulties, many of them 
most complex and of the utmost importance to the people concerned. They 
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are working to find solutions and the United States, quietly and through normal 
channels including the United Nations, is doing what it can to help. 

On a trip like the one I have just completed, one comes back with a mass of 
ato I would like to call your attention to six that stand out most 
clearly : 

1. The intensity of the aspirations of the peoples of the Middle Bast for 
economic and social progress.—They are determined to improve their lot. They 
recognize the limitations of their own resources. They are therefore determined 
to get outside help. The Communists are blandly offering aid on deceptively gen- 
erous terms. We know from experience the trap behind such offers, but it is 
not so evident to people in the area desperate for help. Entirely apart from 
any humanitarian motivations, a hard-boiled desire for self-preservation de- 
mands that we not leave these nations with no choice but to become ensnarled 
with the Communists. We should not be deluded by distance into thinking 
the fate of each country of the Middle East does not concern us. Once ensconced, 
communism spreads like the plague. The effects of the closure of the Suez Canal 
is a recent reminder of the area’s importance to our welfare. 

2. The value attached to old or newly won independence.—To the peoples of 
the Middle East, their independence is either a sacred tradition or a new pre- 
cious right they are just learning to exercise. In either case they are deter- 
mined to preserve it from infringement by any source. Sensitivity on this 
score is an overriding obsession. Their receptivity to this American doctrine 
rests upon our success in convincing them that the United States will act 
only at their request and then only to help them help themselves. The return 
to the United States from the aid extended under the doctrine or otherwise, 
flows from what it enables the recipient countries to do for themselves. Con- 
structive results would be negligible were political conditions attached. For- 
tunately the mutuality of interests between ourselves and area countries and 
the clear evidence of the value to each of cooperation lead us naturally along 
the same path. 

3. Altitude toward international communism.—Communism is anathema in the 
Middle Bast from the point of view of religion and traditional social values. 
None of the countries wish to see that atheistic creed established on their soil. 
But some nations have a tendency to think they can flirt with international 
communism, using it for their own purposes while keeping free of its tentacles. 
Their willingness to take risks in this regard increases in proportion to their 
inability to find a helping hand elsewhere and also, in certain cases, to see the 
possibility of what they consider just solutions to intra-area problems. 

4. Attitude toward the United States.—I had not realized what a reservoir 
of good will we have in the Middle East. Government leaders do not hesitate 
to blame us for certain policies. Nevertheless, they have faith in our good 
intentions, respect for our motives, and are eager to test the two-way value of 
cooperation. We have a unique opportunity and a responsibility, which we can 
neglect only at our own peril. 

5. Recent improvements in area conditions.—I believe the last months have 
seen significant improvement in the area situation. Perhaps it is best described 
as the opening of possibilities to press forward for permanent gains toward peace 
and stability. With like-minded people, we have made a beginning. But, there 
are no grounds for complacency lest we quickly slip back behind the starting 
line. The Middle East is not an area of political equilibrium, if it is possible 
to find such a situation anywhere in our present world. It is a case of either 
going up or down hill. We want to keep on climbing. 

6. The importance and complexities of our aid programs.—These aid activities 
of ours are often large-scale operations. In the Middle East they are carried 
on under the most difficult conditions by relatively small numbers of people who 
undoubtedly make mistakes, but whose efforts in their entirety are a credit and 
a value to our country. But there is always room for improvement. It is the 
duty, indeed the obligation, of all concerned constantly to search for means of 
increasing their effectiveness. One lesson experience has taught is that economic 
aid is not something one can package neatly into 1-year bundles. There is need 
for continuity in drawing up and carrying out these programs, and for flexibility. 
The changes proposed by the President, I believe, are an important improvement. 

To sum up, there are two main features of this American doctrine. The first 
is the deterrent effect provided by the declared determination of the United 
States to use at the discretion of the President its Armed Forces to provide 
assistance if requested against armed attack by a state controlled by interna- 
tional communism. We have made this intent abundantly clear to the U.S. 8. R. 
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and the states of the area. I am convinced the U. S. S. R. will not risk overt 
attack as long as we keep up our global defenses. This assurance has brought 
vast relief to countries of the area, especially to those on the borders of the 
Soviet bloc and especially to the responsible military men. This aspect of the 
American doctrine has already achieved a notable success. The second is the 
extension of economic and military aid to build up strength to resist subversion 
and to help repel any attack by international communism. This cannot be a 
one-shot operation. The flexibility in extension of aid provided by the joint 
resolution has made an important contribution. However, the Communists are 
constantly boring away, searching for weak spots. We need to have available, 
on a continuing basis, the authority to act quickly. The doctrine as a whole can 
be judged a success only if we make good in all particulars. It will profit little 
the American people and the people of the Middle East if we make effective pro- 
vision against overt attack, but neglect to provide protection against subversion. 

In conclusion, may I make a few observations regarding the proposed basic 
amendments to the Mutual Security Act? You may recall that last fall I was 
directed by the Foreign Affairs Committee as its chairman to conduct a study 
of our foreign aid programs and to recommend to the Congress by January 1, 
1957, ways and means for improvement. If you will consult the record, you will 
find that my report included recommendations for basic changes very much in 
line with those now proposed by the President. My views on the subject have 
been confirmed by my recent studies in the Middle East. It is my judgment 
that— 

1. The mutual security programs, including provision of both economic and 
military aid, are essential to the security of the United States. 

2. Flexibility and the ability to act quickly are of primary importance. The 
special fund requested by the President which in the Middle East will permit 
him in part to carry on the work started by the joint resolution is indispensable 
to getting maximum results from the program as a whole. 

3. Besides providing for special and emergency situations, we need to meet 
the demand for a non-Communist way toward sound development. The develop- 
ment loan fund and the closely related technical cooperation program will permit 
us to do this most effectively. 

4. We would be unwise indeed, in my opinion, to forego the immediate and 
direct strengthening of our own defenses to be derived from the defense assist- 
ance program. In order that the American people can clearly understand that 
the defense assistance program is an essential part of our own worldwide 
national defense program, it should be included in the Defense Department 
budget along with our other national defense programs. 

5. These programs should not be one-shot annual affairs. Authority to spend 
funds over more than 1 year is needed and will result in better utilization of 
available moneys. 

I am convinced that by carrying forward these mutual security programs in 
the manner recommended by the President in his message of May 21, the 
American people will help themselves by helping others make their own full 
contribution to the common defense and economic advancement of the free 
nations. 


Mr. Ricuarps. Well, as a little background to what I am going to 
say, when the President asked me to take on this job, I came up here 
and at first of course a good many people were a little restive on 
account of the fact that the Senate took some time in considering 
the resolution, but I think that it was a good thing not only from 
the standpoint of informing the public, but because it gave me an 
opportunity to prepare myself for what I was going to try to do. 


STAFF COMPOSITION 


The first thing when I came up here that the President and the 
Secretary of State asked me was how many people did I want to take 
with me and what kind of people. 

I immediately told the President that I wanted a very small staff 
of experts, because I was going to have to have expert advice in the 
economic, military, and in the policy fields. They asked me who 
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I wanted to take from the State Department. I guess the idea was 
not to have it look like preconceived ideas were being forced upon 
me and I told them I wanted 1 or 2 of the best men they had there 
on the Middle East. They assigned an expert on Middle East who 
is the second man in our Embassy in Rome, Mr. Jernegan, and also 
Mr. Burdett in the State Department, a career Foreign Service man. 

They immediately began to assemble the data, the background 
stuff that I would need. Then Admiral Radford and the Secretary 
of Defense said they would give me any man I wanted in Defense. 
I said, “Give me the best man you have got, I don’t care who he is 
as long as he knows this military problem in the Middle East.” 

There was some discusison I think between the Secretary of Defense 
and the Chairman of the Joint Chiefs of Staff and they gave me 
Captain Pitts, of the United States Navy, who was the man who had 
been handling such programs in the Middle East. 

Next they said, “Who do you want from ICA—Mr. Hollister’s 
outfit ?” 

I said the same thing, ”Give me the best man you have because if 
he does not know his stuff, I will know where to place the responsi- 
bility,” and they gave me Mr. Cedric H. Seager, who is the Director 
for the Middle Eastern region. 

Then they gave me a man from the information service who is 
familiar with the information service in that area, Mr. Bill King. 
They also asked me about the type of man and I said the same thing 
to them. Then we had to have an administrative officer to handle 
all the details of travel, and so forth, and they gave me Mr. Merrill. 

I must say that in every case they gave me good men. They did not 
force anybody on me at all. Outside of the airplane crew, that was 
the composition of the outfit. 


PREPARATORY WORK 


The first we did is that for a month we had a very intensive study 
of the situation, including background information. Westudied every 
economic project in every country. 

Senator Smirxn. That study was made here, Dick? 

Mr. Ricuarps. That was here. 

We studied every economic problem and assembled all the data we 
could. Mr. Hollister was very cooperative in the economic field. 

The CuarrMan. May I interrupt there? 

What was your definition of the Middle East? 

Mr. Ricuarps. The term used in my instructions from the President 
and in the resolution was “in the general area of the Middle East.” 
Now you want to get into those technicalities ? 

The Fasmuitaic want to know what the general area means. 

Mr. Ricwarps. On the south Ethiopia, on the north as far as Afghan- 
istan, and on the west as far as Morocco. 

The Cuarrman. You mean Ethiopia and Afghanistan are outside 
of the area? 

Mr. Ricuarps. No, sir, not the general area. 

The CuarrmMan. They were in the area? 

Mr. Ricuarps. There were 18 countries considered to be in the gen- 
eral area of the Middle East. There were some countries that con- 
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sidered themselves more as part of Africa, for instance Ethiopia, but 
_s considered themselves in the general area of the Middle East also. 
Before going we had to study political conditions, military conditions, 
and economic conditions and the aid projects that the United States 
had authorized and the projects that we were considering from an 
economic standpoint and a military standpoint in each country that 
we intended to visit, or that there was a possibility we would visit. 

I might say that we did not visit but 15 countries. 

Now after learning as much as I could about the aid projects—I 
knew something about them from the bills that we had considered over 
on the House side over a term of years we decided to separate them 
into categories. 

This was what ICA and the military had already done in these coun- 
tries. There was a category of projects that they might do now in 
these countries, and a second that they approved for the future. 

The third was projects that had been presented, but that they con- 
sidered doubtful. We had all that background. We had every figure 
imaginable on every country that we were to visit before we started 
out. That month’s work was very helpful. 


EXPLAINING THE RESOLUTION 


Now the first country we went to was Lebanon. 

(Discussion off the record.) 

Mr. Ricwarps. Anyway, I way trying to separate the moneybag 
from the other aspects of the policy. 

Of course, all the countries lit into us when we got there. We 
had all the data as to what they might ask and they asked for a lot 
of stuff that we never heard of before. But I will say this: There was 
no project approved about which a very extensive study had not been 
made. 

The Cuarrman. I congratulate you. 

Mr. Ricwarps. I did not want you visiting around over there, as 
you have done, and reporting back home that I had approved some- 
thing that had never been heard of in Congress. 

The Cuarrman. Important stuff? 

Mr. Ricuarps. Yes, sir. In fact, you have been over in that area, 
some of it, have you not? 

The Cuarrman. Yes. 

Mr. Ricwarps. I ran across your tracks several times, Mr. Chair- 
man. They were good tracks, I will say that. 

The Cuatrman. Thank you. 

Mr. Ricuarps. But anyway here is what we ran into: 

Now, my first job as I considered it and according to the President’s 
direction, the first thing I had to do was explain the spirit and pur- 
poses of the resolution and play down the money angle of it as much 
as I could, and to show the benefits that came to these countries from 
the resolution itself and from the guaranties under it, and tell them 
what the resolution said. 

What the President’s proposals as endorsed by the Congress of the 
United States meant was that if a country were attacked by inter- 
national communism or a country dominated by international com- 
munism and asked for our help, we would come to their aid. That 
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is the first thing. Then I went on into the spirit of the resolution; 
what we are trying to do on this international communism business. 

The next thing was to determine in which of the 18 countries in 
the general area of the Middle East—and I don’t blame the chairman 
for asking me that question a while ago, because it never has been 
clearly defined what countries are in the Middle East—that we in- 
tended to visit if they wanted us to come. 

We announced before I left that the President had instructed me 
that the first thing was to determine what countries wanted me to 
participate in discussions. 


COUNTRIES VISITED 


We got invitations and we visited 15 countries of the 18. The coun- 
tries that we did not visit, of course, were Syria, Egypt, and Jordan. 
You know why we did not go to Jordan. 

| Deleted. | 

In Egypt we did not receive a firm invitation. 

The Cuarrman. Did you have invitations from all the others? 

Mr. Ricuarps. We had invitations from all except these three 
countries. From Egypt we did not receive a firm invitation and we 
thought it best not to go into Jordan. 

[ Deleted. ] 

The only other country was Syria which would not come out openly 
saying it wanted us to come. The press was lambasting us all the 
time and if we went we thought they would use it as an excuse for 
attacks upon us as imperialists who they said were filling the 
vacuum left by the French and the British, so we did not go there. 


CONSULTATIONS 


I should say we got a hearty welcome at every place we went. I 
don’t know whether that was because of that money bag business or 
not. The first thing we did was to hold consultations with our repre- 
sentatives in those countries to support further the studies we ae 
made and to obtain up-to-date information on conditions in those 
countries. 

I called on the rulers of those countries and then we began consulta- 
tions right away with the heads of the governments. As I said, I ex- 
plained the spirit and purposes of the resolution. I wanted to find 
out whether the country wanted to participate. I had authority to 
make commitments for economic and military aid. The other job was 
to report my findings to the President, which I have done since I 
came back. 

Now when we sat down around the table immediately after we got 
to these countries—and our ambassadors cooperated with the govern- 
ments there to fix out a schedule of discussion—we discussed the gen- 
eral situation in the country and of course they threw the book at us 
as to what they needed in most cases. 

We boiled it down to find out whether or not we could help by mili- 
tary or economic assistance. We sought to determine things that 
could be done on the basis of studies that had already been made and 
to find the most urgent things that should be done. After discussions 
all day I would decide that, say, here are 3 or 4 projects in the neigh- 
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borhood of $2 or $3 or $4 or $5 million which if undertaken right 
now would not only help from the standpoint of combating interna- 
tional communism but would also lend security to the governments 
themselves and meet the immediate needs of the people and make them 
less susceptible to the kind of propaganda that was going on there. 

[ Deleted. | 

We dealt with the existing governments just like we always do in 
the foreign aid program. 

When we got down to the place where we would say, “Well, what 
can we do here in the way of specific projects on the basis of our 
studies over here and on the basis of our studies there,” I would ask 
them to delegate 1 or 2 of their experts. 

Then I would delegate, if it was an economic matter, my expert on 
that, Mr. Seager, to come back with recommendations to me. The 
experts would meet, and they would meet long into the night very 
often, and sometimes they would get together, and sometimes they 
would not. 


AID COMMITMENTS 


We visited 15 countries. To six of them we did not give any aid 
at all. They would all have liked it, but I did not think it was the 
thing to do under this crash program. 

We committed in 9 of those 15 countries about $120 million of the 
$200 million, and that is all we committed. 

In fact, it is a little less than $120 million [deleted]. Lf we had 
wanted to commit all the money that they asked for, it would have 
gone up to a billion or $2 billion. I tried to show them that this was 
an emergency program to further the purposes and spirit of the joint 
resolution, and that most of the projects requested by those countries 
should be done through an orderly programing procedure through an 
existing organization, such as ICA. I tried to show them that they 
had overemphasized the money thing, that the biggest thing about 
this doctrine was what we would be able to do to help in their defense ; 
that the United States of America had the kind of Military Estab- 
lishment it had, and was carrying the burden of that program, in 
order that it would be able to make good on the guaranties of the 
Eisenhower doctrine if they called on us to help. [ Deleted. ] 


ATTITUDES OF COUNTRIES VISITED 


The CHatrman. Do you feel you convinced them ? 

Mr. Ricuarps. Some of them I did, some of them I did not [deleted]. 
I think that in every country I visited, in the final analysis, when we 
left there, the spirit was certainly not any worse and in most cases 
much better than when we got there. We left on a friendly basis; I 
saw to that. ; 

The Cuatrman. In all cases you left on a friendly basis? 

Mr. Ricnarps. In all cases we left on a friendly basis. I considered 
that one of my duties was to see that that was the case. 

Of course, there were a few cases when you sat around a table 
and some prime minister told us what the United States had neglected 
to do and blamed us for this and that policy in the area. I stayed 
clear of intra-area problems. [ Deleted. ] 
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INTRA-AREA PROBLEMS 


These intra-area problems can be settled by people of good will 
through the United Nations, an international organization, and by 
the desire of the people to arrange these things. [Deleted.] I did 
not go out there to settle such matters and I told them so. What we 
were trying to do was to prevent international communism from 
taking advantage of the situation and always trying to stir things up. 
We wanted to see the intra-area problems settled, and would help on 
the basis of international justice through an international agency. 


AID COMMITMENTS 


As I said, I committed $120 million, slightly more in economic aid 
than in military aid. On this kind of program I was not able to 
push strongly the loan features which I believe in. [ Deleted. ] 

In every case sitting at the table I warned their prime minister 
and their foreign minister and their king: 

“Now this mission does not promise a thing for 1958. In my per- 
sonal opinion there will be a program in 1958, but I don’t know how 
much. All I tell you is that the aid now committed is in addition to 
what has already been authorized in 1957.” 

I also warned them that the way the American Congress was 
thinking and the way the American people were thinking that in the 
future as much as possible of our aid would be in the form of loans 
and not grants. I might say that before I left the United States I 
not only conferred with Mr. Hollister and his experts on the economic 
programs about what they could do and had done and thought was 
the next best thing to do, but before I went I conferred for several 
days with Mr. Black, of the International Bank, and the Export- 
Import people that handle the credit agencies of this Government, in 
order that I might not intrude on their field. 


SUPPORT FOR EISENHOWER DOCTRINE RESOLUTION 


I do say this: That out of those 15 nations that we visited, 12 of 
them, sometimes after argument—came out in support of the pur- 
poses of the resolution as passed by the Congress and as proposed by 
the President. After we had consulted with our anaes and 
after we had met with their people, I would get down to the peint 
where we would issue a communique to this effect. 

Twelve of them came out and said in one way or another that in- 
ternational communism was dangerous to the sovereignty of their 
government and they welcomed the principles of the resolution and 
adopted them. 

[ Deleted. | 

All of the time we were there, Egypt’s and Russia’s controlled ra- 
dio and papers were lambasting us all the way along the line. So I 
had my doubts as to what we would be able to do in the hard-core 
area. 

Of course, a man does not ever want to damn what he is trying to 
do, or to damn it with feeble praise, but I think we accomplished 
something. There were only two countries, Yemen and Sudan, that 
did not endorse this doctrine and they did not get any money either. 
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[ Discussion off the record. ] 
| Deleted. | 


MIDDLE EASTERN UNDERSTANDING OF DANGERS OF INTERNATIONAL 
COMMUNISM 


Senator CareHart. Are you convinced that the Russians did con- 
centrate an effort on winning over this area ? 

Mr. Ricuarps. There is no question about it, but where I was sur- 
prised is the understanding of the people about the dangers of inter- 
national communism. I was really surprised. They are basically 
from a religious standpoint against it anyway. 

The Cuarrman. Religious? 

Mr. Ricuarps. From the Moslem religion, the religious standpoint, 
but they are so poverty stricken and lack so many things that this 
international communism comes there and works in devious ways. 
You can’t go through there without seeing what the Russians are 
trying to do, and seeing the lack of machinery and material for 
building up a real defense or for working out their economic prob- 
Jems; you can’t go through there without realizing how susceptible 
they might be to inroads. 

The Caman. Why from a religious standpoint wouldn’t they be 
as equally opposed to us as to others? 

Mr. Ricwarps. Oh, no; we believe in God, and they believe in God. 

Senator Futsricur. It is a different God though, isn’t it? 

Mr. Ricwarps. They call him Allah. I heard them use the word 
God as much as they did Allah over there. They say Jesus Christ 
was a great prophet, but they don’t say He is the prophet. But 
so far as the Old Testament goes, if you read the Koran, which I 
read a lot, it runs right along with the Old Testament. But any- 
way, they are devoutly religious. They will tell you at the same 
time what the Russians are trying to do and say there is no danger 
in their adopting communism. 

The danger is they will adopt it not knowing it or will-be placed 
in a position where they cannot help themselves, but I am talking 
too much. Maybe there are some questions you gentlemen would 
like to ask. 

The Cuarrman. We are very much interested in what you have to 
say. 

Senator Futsrienr. I have a question I would like to ask. 

The Cuatrman. Are you finished ? 

Mr. Ricwarps. Oh, yes; I am about finished. It would be better if 
you would ask particular questions. 

The Cuarrman. Senator Fulbright? 


LEGISLATIVE AUTHORITY 


Senator Fursrieut. In looking at Mr. Hollister’s letter here, to 
which you called our attention a moment ago, it would appear that 
the only provision of law that had to be waived under the resolution 
which you operated was section 105 of the Mutual Security Appro- 
priations Act. Is that correct? 

Mr. Ricuarps. I am not sure. I think there is one other section 
that had to be waived. Are you just referring to economic aid ? 
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Senator Futsrient. That was with regard to whether or not they 
made agreements about how they would use military aid. To put 
it another way, and I will come back to that, was there anything 
that you did that could not have been done under existing legislation ¢ 

Mr. Ricuarps. Except for the time element. No more than 20 per- 
cent could be committed after April 30. [Deleted.| It may be that 
some more of this $200 million will be committed by the President 
under the resolution, because you have removed that 20-percent pro- 
vision. 

Senator Futsricut. Aside from the time, which is an obvious dif- 
ference, other than that the only thing you did here that you could 
not have done otherwise was to give military assistance without any 
agreement as to the use of it. Is that right? 

Mr. Saccio. I don’t think that provision is waived. It is the loan 
provision in the development assistance fund which required that 80 
percent of the development assistance under section 201 be in the 
form of loans. 

Senator Fursrient. I wanted to ask you about the amount [de- 
leted |] you gave Saudi Arabia. 

Do you mean you could not have given that except for this 
resolution ¢ 

Mr. Ricuarps. I think you eould have without the resolution. 

Senator Fursrient. Is this a loan or a grant to Saudi Arabia? 

Mr. Ricwarps. It is a grant. 

Senator Fursrieutr. An outright grant? 

Mr. Saccio. Yes. 

Mr. Ricwarps. May I say on that, the King considered it a commit- 
ment made when he was over here. That was for the improvement 
of the port there, and in the agreement reached when the King was 
here with the President, it was stated that Saudi Arabia would receive 
aid for the port. I was not bound to it. You understand. 

Senator Futsrieur. That is part of the consideration for their 
being friendly about the Dhahran Airbase ? 

Mr. Ricuarps. I think so. 

Senator Futsricut. The point is that the resolution did not affect 
that one way or the other. That amount [deleted] would have been 
committed if there had never been an Eisenhower resolution, would 
it not? 

Mr. Ricwarps. Possibly so. 

Senator Fu.pricut. Possibly? Aren’t you certain ? 

Mr. Ricuarps. But you did not know it at the time. 

Senator Futsricnt. At what time? 

Mr. Ricuarps. You did not know at the time that you could use 
the funds in the time allowed under the old law. 

Senator Fursricur. After he had been here in Washington and 
had received all the hospitality that he did and the promises, the 
only point I am making is that to put that as an achievement of the 
resolution is not quite accurate. You would have had that without 
any resolution. 

Mr. Ricuarps. Here is what we tried to do: We tried to conform 
to the usual practice in committing money for projects, the usual 
normal practice, where we had time. [Deleted.] The time element 
was the main thing. Even though we made these commitments under 
the instructions of the President where you had time through orderly 
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procedure to obligate this money under existing law we did so. Take 
the military money. Practic ally all of it could have been done under 
existing law; isn’t that right, Captain Pitts? 

Captain Pirrs. Yes, sir. 

(Discussion off the record.) 

Mr. Ricuarps. We did not know whether we were going to be able 
to obligate the money in time. We just did not know. We are using 
the same money anyway, because this money was allocated to the 
Middle East. 

Senator Futsricut. Under this, the only difference was the time? 

Mr. Ricuarps. The main difference is the time element, because we 
had to get these things carried through. If it had not been for the 
fact that we had a good organization ‘back here, we would not have 
succeeded. The President called up every department and told them 
to get these projects going right away, and we had a backstop man 
down here at the State Department. When we made our recommen- 
dations they were rushed through. If it was economic it would go 
to ICA, if it was military it would go to Defense. They really rushed 
them through, and we did better, from the time element standpoint, 
than we thought we would be able to. Wherever it could be done 
by existing law, as broad as it is long, we used it. 

(Discussion off the record.) 


AFGHANISTAN 


Senator Futsricutr. Russia gave Afghanistan $100 million. 

Mr. Ricuarps. As a loan, and they have got trade agreements, and 
Russia came in there and built some pointpoint eye things like bakeries, 
where people go for bread. They gave them to them. 

(Discussion | off the rec ord.) 


AID COMMITMENTS 


Mr. Ricuarps. Another thing I told Turkey was we decided to join 
the military committee of the Baghdad Pact, though we have not 
ugreed to join the pact itself. 

That was a comforting thing for them, and I gave $12.5 million 
in the four Baghdad Pact countries, which was a reasonable thing, 
to improve communications between these countries in the pact. That 
was also approved, before I left here, in principle. 

The Crarrman. Was it, in the main, because you thought they 
needed additional military assistance in order to gird themselves 
against a possible Russian attack 2 

(Discussion off the record.) 

Mr. Ricnarps. The Joint Chiefs of Staff man, Captain Pitts, was 
there, and when we would get down to negotiating on military items, 
he would negotiate with them and he would conform to plans of 
our own Defense Department. I was not just going in there throwing 
away military equipment. [ Deleted. | 

Now, there were a few other places that we gave a little military 
aid, for instance, | deleted | in Lebanon. 

(Discussion off the record.) 

Mr. Ricuarps. Senator, you just came back from over there. 

Senator Humpnrey. Go right ahead, Mr. Ambassador. 
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Senator Fursrieut. Mr. Chairman, I have finished that one ques- 
tion. But I have another. 
(Pected) off the record.) 
Deleted. | 


EFFECT OF EISENHOWER DOCTRINE 


Senator Carenart. Mr. Chairman, just at this point will you let 
me ask one question ? 

The CHarrMan. Very well. 

Senator Carenart. the there any question in your mind that the 
Middle East policy is not a good thing? 

Mr. Ricuarps. No question at all. I think that it has done much 
good, not just because of the amount of money, but it has improved 
morale. You would be surprised at the encouragement it gave the 
people over there. 

Senator Capenart. In other words, the doctrine—— 

Mr. Ricwarps. The doctrine itself. 

Senator Carenart. Even though we may have been able to do all 
these things without the doctrine, it has encouraged the people and 
provided a vehicle for doing things; is that it? 

Mr. Ricuarps. No question about it, and the main point I made 
was the morale value of what we promised them we’d do. I tried to 
play down this money business, because they had the idea to start 
with that they could ask for all kinds of things. 

I tried to play that down and show them in a dozen different ways 
what it meant to them that this guaranty came from the United 
States. 

Discussion off the record. ) 
he Cuarrman. How are our relations as a result of that? 

Mr. Ricwarps. I don’t know, as to a result of that, but I will tell 
you they are a lot better as a result of this doctrine. You have only 
got to talk to the heads of these countries to know that. I did not 
have much time to get out among the people. A lot of these countries 
sound pretty good, but you get out in the back alleys [deleted]. I 
know the difference between talking to the heads of government and 
the rank and file of the people. The same way in the United States; 
you can go down in South Carolina to a place called Hell Holes 
Swamp, some people have not come out in 20 years. It is the same 
all over the world. I am not minimizing the fact that these things 
are not going on behind the scenes over there. 

The Pee Mr. Smith, do you have some questions? 


BASIS FOR VISITING MIDDLE EASTERN COUNTRIES 


Senator Smirn. Yes. I want to just get oriented a little bit to your 
approach to this. 

id you plan a trip to visit these various countries and let them 
state their case, or did. you get invited to these countries because they 
wanted something ? 

Mr. Ricwarps. The countries were informed from the United States 
by the State Department that if they wanted the mission to come, it 
would be glad to come, to any or all. We got invitations from 15 
countries. We went to every one of them. Regarding the three 
countries we did not go to, we did not consider that we received invi- 
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tations. [Deleted.] We did not go to any country unless we felt we 
had the invitation to come. We had to be careful not to force our 
presence on any country. 


ATTITUDE OF MIDDLE EASTERN COUNTRIES 


Senator Smrru. And, with reference to their attitude when you 
went, were they desirous of knowing what you had to say and they 
had something on the dockets they wanted to get out of you of the 
$200 million ? ; 

Mr. Ricuarps. Well, they always said, “We want to hear about this 
doctrine,” and they wanted to know all about it. 

[ Deleted. ] 

Then they would want to ask about this and they would want to 
ask about that. Some countries said, “We understand the doctrine,” 
but then they would talk about the things they need. Some coun- 
tries said, “We are not in danger of invasion. What we need to do is 
to shore ourselves up against international communism is to get a 
more stable economy here.” 


That was true, all that kind of stuff, and we just tried to meet those 
arguments the best way we could. 


AID REQUESTS DENIED 


Senator Smirn. Did you turn anybody down? 

Mr. Ricuarps. Yes. [Deleted.] Six countries did not get anything 
and I did not try to force any country to take anything. 

I just could not figure throwing money around over there, but I will 
tell you this: In the nine countries that we gave something to, it really 
helped the sentiment there, helped to shore up the situation, gave them 
some security, assurance about internal security and things like that. 


LEBANON AND NORTH AFRICAN SITUATION 


Senator Smiru. I notice you went to Lebanon first. I am quite 
impressed with that because I am very much interested in Lebanon. 

( Discussion off the record.) 

Mr. Ricuarps. You take Morocco and Tunisia, there is the most 
serious situation that I know of in the Middle East on account of the 
effects of Algeria. [Deleted.] If you settle the Algerian war you 
have not only settled the main problem of that part of the world, 
North Africa on the west flank of the Middle East, but you have 
settled a good part of NATO’s troubles. 

(Discussion off the record.) 


AMBASSADOR RICHARDS’ REPORT 


Senator Smirn. Dick, I want to congratulate you. I think you 
have done a whale of a fine job and you carried out what I think the 
President had in mind in having you go there. 

Mr. Ricwarps. Thank you, sir. 


Senator Smirn. He wanted to have someone who is responsible go 


there and get the feel of the area and talk with the people. I am 
very enthusiastic about your report. 
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Mr. Chairman, I will yield to someone else who may wish to ask 
questions. 

The Cuarrman. Mr. Humphrey, have you any questions? 

Senator Humpurey. Yes; I want to ask Ambassador Richards a 
couple of questions. First, I would like to say, Mr. Ambassador, that 
all of the reports relating to your mission, which I heard on our tour 
were very complimentary. 

Mr. Ricwarps. Thank you. 


EFFECT OF EISENHOWER DOCTRINE 


Senator Humrnrey. And I think deservedly so. The manner in 
which you conducted your activities and your mission was to your 
credit and to the credit of the country. It has been my feeling from 
just listening to what hasbeen said here about the doctrine, that insofar 
as the material substance relating to it is concerned, much of that was 
available under existing law. 

Mr. Ricuarps. Yes. 

Senator Humpnrey. But as you have noted, the psychological im- 
pact of the crystallization of a policy—which policy I think could have 
been crystallized before but I don’t want to go back into the past his- 
tory on this—had a favorable impact in the area. 

Would you say that is true? 

Mr. Ricwarps. Yes, sir, no doubt about it. 

Senator Humrpurey. In other words, this is essentially a psycholog- 
ical and public relations matter with the people that we are dealing 
with there. When I say this, I mean the effect of the Eisenhower 
doctrine is primarily psychological. Also, there was the time element 
which you have related, about being able to speed up certain programs 
and activities. 

Mr. Ricwarps. That is right, sir, and I want to say too we did not 
know that we could get this stuff through in time, this much. 

( Deleted.) | 

( Discussion off the record. ) 





MOROCCAN BASES 


Mr. Ricuarps. We have a good man in Morocco, the Ambassador 
there who is conducting negotiations,Cannon. He isa very good man. 
He has negotiated other base agreements and he is a very good man. 


( Deleted.) 


PRIME MINISTER OF LIBYA 


Senator Humrnrey. Ambassador, I noticed in the paper yesterday 


Mr. Ricuarps. That is right. 
(Discussion off the record.) 


; 

; or Saturday that the Prime Minister of Libya had been ousted or had 
resigned. 

i Mr. Ricnarps. Yes. 

Senator Humpurey. Is that correct? Is my memory right on that? 

; Mr. Ricuarps. That is right. 

Senator Humpurey. Is this Prime Minister the one with which you 
negotiated ? 

; . 
{ 


: 
; 
| 
{ 
; 





MUTUAL SECURITY ACT OF 1957 205 


Senator Carenart. Mr. Chairman, I havetogo. You have done an 


excellent job, Ambassador Richards. Any questions I had have been 
asked. 


The Cuarrman. The committee is now adjourned. 
fad 
Thank you, Mr. Ambassador. 


(Whereupon, at 11:50 a. m., the committee was adjourned.) 
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TUESDAY, MAY 28, 1957 


Untrep States SENATE, 
CoMMITTEE ON ForeiGn RELATIONS, 
Washington, D. C. 

The committee met, pursuant to call, at 10:05 a. m., in room 3818, 
Senate Office Building, Senator Theodore Francis Green (chairman) 
presiding. 

Present : Senators Green, Fulbright, Sparkman, Humphrey, Smith 
of New Jersey, Hickenlooper, and Capehart. 

The Cuarrman. The committee will please come to order. 

Before hearing the witnesses this morning, I wish to call the atten- 
tion of members to the fact that beginning next Monday, June 3, I 
expect this committee to meet in daily morning and afternoon execu- 
tive sessions to consider the Mutual Security Act. 

The schedule of these meetings has been sent to each member’s 
office. The afternoon of Wednesday, June 5, has been set aside for 
hearing public witnesses who asked to testify in connection with this 
legislation. It is my hope that by Thursday, June 6, it will be possible 
for the committee to begin its markup of the bill. 

In this connection, members should know that I have asked the 
committee staff to prepare amendments to the pending legislation 
which will strive to adopt the recommendations of our Special Com- 
mittee to Study the Foreign Aid Program. I do not know, of course, 
whether the committee members will wish to accept all such amend- 
ments, but I think it will be helpful to have such amendments before 
us for consideration and action. 

I suggest that members who have amendments which they wish to 
propose promptly make these available to the committee staff so that 
all proposed amendments may be considered during our markup 
session. 

The witnesses before us this morning are Secretary of Defense 
Wilson and Admiral Radford. They are here to testify in support 
of the Mutual Security Act of 1957. I don’t know what their plans 
may be, but I suggest that we permit both witnesses to complete any 
statements they may wish to make and that we defer our questioning 
until after they have completed their statements. 

Would that meet your approval, Mr. Secretary ? 

Secretary Wiison. Yes, sir. 

The Cuarrman. Then will you proceed in your own way? 


STATEMENT OF HON. CHARLES E. WILSON, SECRETARY OF DEFENSE 


Secretary Wizson. Mr. Chairman and members of the committee, 
the mutual security program is an integral part of our overall defense 
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program. The security of the United States is directly related to the 
degree of free world strength which this program helps to build. 


PURPOSE OF MUTUAL SECURITY PROGRAM 


Military assistance, for which the Department of Defense is pri- 
marily responsible, adds directly to the military strength of the free 
world. Defense support makes it possible for certain of our allies 
to raise and maintain forces which otherwise would be beyond their 
capabilities. Through development assistance and technical assist- 
ance, we are hoping to build the economic strength and technical 
competence that will tend to reduce the degree to which these allies 
rely on assistance from the United States. 

Mutual assistance to friendly nations through foreign aid has been 
a basic policy of our country for more than 10 years. This policy is 
a relatively new approach to the age-old problem of avoiding war. 
The money expended in this fashion has paid dividends in security 
much greater cae the cost. Important successes have been achieved 
in many areas and even where the results have been disappointing 
our efforts should not be considered to have been wasted. Viewed in 
this perspective the foreign aid portion of our budget is very neces- 
sary and is in no sense just a handout. 


MILITARY ASSISTANCE AND DEFENSE SUPPORT EXPENDITURES 


I think it might be helpful in placing the military assistance pro- 
ram in proper perspective if we took a brief look at the expenditures 
in this field over the past few years. In fiscal years since 1950 we 
have spent, or estimate that we will spend, for military assistance the 


following amounts: 
Military assistance 


[Millions of dollars] 


eS eT eee Cdn enc Ld 2, 278. 7 
RS LO es ol ey Se de eS Li 2, 580. 9 
ac ci has 2, 384. 7 | 1957 (estimated) ...........__ 2, 200. 0 
iat ican Rts le 8, 956.1 | 1958 (estimated) ~.._..__._-____ 2, 200. 0 
eRe A Pie Ae a pecan + x 3, 628.5 


In addition, we have further contributed funds through the defense 
support program for the maintenance of military forces. In fiscal 
year 1956 this amounted to $1,190 million and it is estimated that in 
1957 and 1958 we will spend $1,174 million and $1,090 million, re- 
spectively. 


MILITARY PROGRAMING AND PLANNING 


The international situation, particularly as it affects our military 
program, is always difficult to evaluate, but the events that have taken 
place in the past year confirm the soundness of our decision to main- 
tain great military strength for the long pull and do not seem to 
justify major changes in our military programing and planning. 
The same thing can be said for our decisions in regard to the mutual 
security program. There is no reason at this time for reducing the 
support for these programs below the level of recent years. 
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There is no real basis for assuming that the danger confronting 
the United States and the free world has already lessened. There are 
still many difficult unresolved problems—in Europe, the Far East, and 
the Middle East. 


SOVIET MILITARY CAPABILITIES 


The military capabilities of the Soviet forces for land, sea and 
air warfare have definitely increased during the last year. Their 
ability to deliver the nuclear weapons which they are known to possess 
has improved. The industrial development of the entire Communist 
bloc has made great progress. This mighty effort has not, in any 
significant degree, been directed toward raising the standard of living 
of the Russian people ; economic development behind the Iron Curtain 
continues to be directed primarily to military ends. 


COLLECTIVE DEFENSE EFFORTS 


It is in the shadow of this ever-present threat that. one must con- 
sider our program of joining other nations of the free world in build- 
ing and maintaining defensive strength. The military assistance pro- 
gram supports the collective defense on which the secur ity of the free 
world depends. Our allies are contributing heavily to ‘this mutual 
effort through the provision of base sites and the development of pow- 
erful forces committed to the common goal. 

The economic resources of many of our allies are not sufficient to 
permit them to make the contribution to the free world defense effort 
that they would like to do and that the threat of modern warfare 
demands. They can provide manpower and they can provide strategic 
sites, but some of them must be helped in equipping their forces w ith 
modern weapons. 

The military assistance program provides for the maintenance of, 
in some instances, the military equipment previously provided our 
allies, and for funds to assist them in the modernization of their forces 
by the provision of more modern weapons. We expect to provide 
advanced weapons to certain of our allies who are able to use them 
effectively if given the necessary training and equipment. These 
weapons include high-performance airer aft and missiles, and sup- 
porting equipment such as early warning radar and electronic com- 
munications systems. Because of their complexity, most of these 
weapons take many months to produce; some must be ordered now. 
The deployment of these weapons and equipment at the earliest prac- 
ticable date is highly essential. 

The military assistance program for fiscal year 1958 has been de- 
signed to prov ide the minimum support of our mutual defense system 
that present conditions in the world require. 


CLOSE SCRUTINY OF MILITARY PROGRAM 


The request for new funds for this year has been subjected to close 
scrutiny, and is in my judgment the minimum required for the support 
of our allies through military assistance means. 

In the dev elopment of this program, every one of its many aspects 
has received the careful attention of the Department of Defense. The 
military needs and capabilities of each of our allies and the way they 








210 MUTUAL SECURITY ACT OF 1957 





fit into the free world defense system have been considered at all levels. 
A detailed appraisal of these considerations is first made in the field ; 
careful reviews are made by the unified commands on a regional basis 
and by the military departments and the Joint Chiefs of Staff on a 
worldwide basis. 

As the Joint Chiefs of Staff and the other senior civilian and mili- 
tary advisers in the Department of Defense develop plans for the 
defensive effort which the United States must make for its own imme- 
diate and longer range security, they take into consideration the forces 
su Po by this program, and the bases available as a result of it. 

e decisions which they make with respect to the size and deploy- 
ment of our own forces would be very different were it not for the 
contributions to the free world defense effort which this program 
makes possible. 


RESULTS OF MILITARY ASSISTANCE PROGRAM 


It seems clear to me that, were it not for the forces supported by 
the military assistance program, the Defense Establishment of the 
United States would have to be considerably expanded. Less tangi- 
ble, but of at least equal importance in the development of long-range 
security for the entire world, is the growing determination among 
free nations to resist the threat of international communism in what- 
ever form it presents itself; our military assistance program has been 
instrumental in generating the atmosphere of security and confidence 
among these nations in which such a determination must develop and 
thrive. 


APPROPRIATING DEFENSE SUPPORT TO DEFENSE DEPARTMENT BUDGET 


I have discussed with you the very close relationship between mili- 
tary assistance and our own defense efforts. In order to make this 
relationship clear, we propose that funds for military assistance, and 
for defense support be appropriated as a separate title of the Depart- 
ment of Defense budget. Thus, it should be clear that our expendi- 
tures for defense include not only the amounts spent on our own forces, 
but also the amounts we contribute to the support of Allied forces. 
Weare requesting a continuing authorization for these programs, simi- 
lar to those in effect for our own Military Establishment so that, for 
the sake of efficiency, all defense funds will be in the same budgetary 
cycle. 

Mr. Mansfield Sprague, Assistant Secretary of Defense for Inter- 
national Security Affairs, is my special representative in regard to the | 
es and administration of the mutual security program. Mr. 

prague and other representatives of the Department of Defense will 
be available to give you information in as great detail as you desire. 


MAINTENANCE OF FREE WORLD SECURITY 


The military assistance program constitutes one of this Nation’s 
most important contributions to the maintenance of free world secu- 
rity. Together with our own military capabilities, the Allied forces 


OS pew get. s 2 stm is 


we are oe make up a reservoir of strength which can effectively 
1e continuing Soviet threat. I believe that it would be folly 


counter t 
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for us to slacken at this time our efforts to establish the basis for a 
just and lasting peace for ourselves and the entire world. 


ADVOCACY OF FOREIGN AID 


In our natural desire for lower government spending, it is unfortu- 
nate that so many people first reach for our foreign aid program as a 
whipping boy. It is understandable that such a program would have 
somewhat less vocal support than a domestic program of similar mag- 
nitude. It takes real foresight and courage to be a stanch advocate 
of foreign aid. Recognizing, however, as I do, that it is truthfully a 
part of our own defense effort, I can assure the Congress that we in 
the Department of Defense are doing everything we can to insure its 
economical administration and that our requests only represent our 
considered judgment as to the minimum amounts necessary. I urge 
this committee’s full support for the program which the President 
has recommended. Not only is it the right and necessary thing to do 
but failure to do so may be misunderstood by our friends abroad as 
well as our potential enemies either of whom may increasingly doubt 
this country’s will to support the cause of freedom and peace. 

The CHairMAN. Thank you very much, Mr. Secretary. 

Now may we proceed to hear the statement of Admiral Radford. 


STATEMENT OF ADM. ARTHUR W. RADFORD, CHAIRMAN OF THE 
JOINT CHIEFS OF STAFF 


Mr. Chairman, and members of the committee, it is a pleasure to be 
here today. In what may be my last appearance before the Senate 
Foreign Relations Committee as Chairman of the Joint Chiefs of Staff, 
I consider it appropriate that I should appear in support of the mili- 
tary assistance program for fiscal year 1958. 


OBJECTIVE OF MILITARY ASSISTANCE PROGRAM 


The basic objective of the military assistance program remains, as 
in the past, the preservation of peace through the maintenance of col- 
lective strength in being. Should this program fail and the objective 
of preventing war not be realized, then we can only reflect that the 
sum being requested, $1.9 billion of new appropriations, is very small 
in comparison with the cost of war. World War II cost us an average 
of $7 billion a month. Such fiscal comparisons, furthermore, do not 
take into account the more vital considerations of loss of life and 
human suffering. 

FREE WORLD STRATEGY 


The free world strategy has, through its deterrent strength, made 
it clear to the Communists that any resort to their previous policies 
of violence and overt aggression would be unacceptably costly to them. 
Now what is that free world strategy? It is simply a network of de- 
fense alliances, supported by local forces in being and backed by 
United States mobile power. The military assistance program has 
been the cement that has held these alliances together and made such 
a strategy practical and effective. 
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RELATIONSHIP OF MILITARY ASSISTANCE PROGRAM TO UNITED STATES 
NATIONAL SECURITY PROGRAM 


The military assistance program is an integral part of our own 
national security program. Expenditures abroad in support of our 
alliances do not differ in purpose, scope, or objective from our own 
military aid expenditures—were it not for the strength which has 
been generated in the past 6 years by our allies, and in most instances 
made possible by our military aid programs, the requirements of our 
own defense program would be much larger. 

Any large increase of United States forces overseas would entail 
a myriad of complex problems, such as transportation, dependents, 
discipline, international relations, morale, and so forth. These prob- 
lems involve enormous costs. But they are relatively small when 
compared to the basic cost of maintaining a United States soldier on 
active duty overseas in place of an allied soldier. It is for such reasons 
that the Joint Chiefs of Staff are constantly searching for ways and 
means of holding to a minimum the deployment of our troops over- 
seas. This is the type of economy that makes sense to me. 

Consider the case of the Republic of Korea where we have been 
able to withdraw all but 2 of our 8 divisions. This was made possible 
by the buildup of the 21 ROK divisions. The economic weaknesses 
of the Republic of Korea, however, resulting from the destructive 
effects of the war, make the maintenance of these forces an impossi- 
bility without our help. Since there is no peace in Korea—only an 
armistice to which we are a party—it seems to me that, unless we 
propose to abandon Korea, our only alternative to supporting the 
ROK forces would be to replace them with our own. The impossi- 
bility of such a program around the world is immediately apparent 
when we recognize that, in all, the United States is assisting, directly 
or indirectly, in the improvement of about 200 allied combat divisions. 


CONTRIBUTIONS OF OUR ALLIES 


There are many valid reasons why it is more advantageous for us 
to assist our allies in maintaining their own national forces, especially 
ground forces, than it is for us to provide United States forces. The 
United States alone simply does not have available, nor could we 
maintain on active duty for an indefinite period, the forces necessary 
to match the Communist bloc in manpower at every point of possible 
aggression around the globe. Besides the prohibitive costs and tre- 
mendous manpower resources that would be required, there is the 
psychological question of national pride and will to resist communism 
that is most important. Furthermore, our support under the military- 
assistance program has been supplemented by large expenditure by 
many of those allies on their own. For example, through fiscal year 
1956, the United States expenditures for military assistance were 
$17.4 billion; defense expenditures during this same period by our 
allies amounted to $107 billion. 

It should be apparent that we need our allies and they need us. 
Recognition of this mutuality of need and interdependence will per- 
mit us to remain adequately prepared to meet the Communist threat 
of aggression and at the same time avoid the risks of a shattered 
economy and an armed camp at home. 








MUTUAL SECURITY ACT OF 1957 213 


The military capabilities and contributions of each of our allies are 
carefully considered by the Joint Chiefs of Staff in developing our 
war plans and in appraising the specific United States force levels 
required to execute those plans. There is no doubt that these force 
levels of the United States would have to be expanded at greatly 
increased costs were it not for the free world forces supported by the 
military assistance program. In fact, our entire military program 
and present strategic concepts would have to be radically revised. 


MILITARY POSTURE REQUIRED 


Although our minds are constantly applied to the task of winning 
a war should one be forced upon us, we are at the same time con- 
cerned with the more immediate problem of preventing the war from 
happening. To this end, the United States and its allies must main- 
tain a mutitney posture which will provide principally for: (1) An 
atomic retaliatory. capability, (2) a protective force for strategic land 
areas and sea and air communications, and (3) mobile ready forces 
held in strategic reserve which can be deployed rapidly to strategic 
areas to reinforce United States or indigenous forces. 

It would be a dangerous misconception to assume that our superi- 
ority in modern weapons has reduced our need for allies. We now 
have an atomic retaliatory capability of considerable magnitude. A1- 
though the land-based portion of our atomic strike forces contain 
numerous long-range aircraft such as the B-36 and B—52, the effee- 
tiveness of our retaliatory operations is dependent, to a large degree, 
on the use of medium-range bombers like the B-47 operating from 
overseas peripheral bases. 

Protective forces are required for strategic land areas and sea and 
air communication routes for several purposes: They provide the 
necessary security for active or potential United States and allied 
bases of operations, and they deny those areas to the Communists for 
the establishment of opposing bases. These forces should be provided 
principally by the state exercising sovereignty over the area. How- 
ever, many countries are economically incapable of maintaining forces 
commensurate with the importance of their strategic location. In 
those cases, we are faced with the choice of supporting their military 
establishments with United States aid, or watching them be coerced 
into the Communist camp. 

In some areas, the indigenous forces we support are alone not capa- 
ble of opposing the immediate threat confronting them. This situa- 
tion requires in some instances a forward deployment of United States 
ready military forees—army, naval, and air. 

Here again we are denying to the Communist bloc areas of strategic 
importance to United States and free world military success, as well 
as convincing our allies of our long-range determination to oppose 
Communist expansion. Forward deployment of United States forces 
requires the acquisition of base rights in many areas and in a variety 
of forms—airfields, supply depots, special weapons-storage sites, re- 
pair facilities, communication facilities, radar sites, training areas, 
and so forth. Without such bases our own and free world forces 
would be ill equipped to carry out their missions. 

This situation exists in many possible theaters of operations where 
aggression may be forced upon us. Either allied or United States 











214 MUTUAL SECURITY ACT OF 1957 


base facilities must be kept ready to handle the expeditious deploy- 
ment of strategic reserves when needed. 


AMERICAN BASES ABROAD 


It may be seen, gentleman, that much of our strategy hinges upon 
the continued availability of military bases in places where we may 
have to defend against aggression. In some cases we establish and 
operate them with United States forces ; in others we provide military 
assistance to nations which maintain bases of potential value to the 
allied defense effort. Where eel these bases are protected by 
indigenous military forces. The Joint Chiefs of Staff consider that 
an adequate overseas base system is essential to the successful prosecu- 
tion of free world military strategy. Here, then, is a definite link 
between our prospects of victory if war is forced upon us and the 
military assistance program. In essence, to insure our success we 
must provide essential funds for the maintenance of an adequate 
world base system from which United States and allied forces may 
contain and counterattack the Communists. All other reasons for 
foreign military assistance must be contributory to this one central 
theme. 

COMMUNIST THREAT 


The Soviet leaders have no intention to abandon their ultimate ob- 
jective of world domination, and there is no urgent timetable to set 
y them to achieve this objective. It is only because of the present 
strength of the free world that they seem to put less emphasis on vio- 
lence at this particular time, while they continue to strive for an 
overwhelming military advantage. It is essential that we not permit 
them to achieve, or to believe that they have achieved, such an advan- 
tage. The unlimited nature of the Communist threat, as far as time 
is concerned, imposes on the free world the necessity of maintaining 
its military strength indefinitely. It is the opinion of the Joint Chiefs 
of Staff that the military assistance program is a most effective and 
practical adjunct to our own military program in contributing to the 
security of the United States and the other free nations of the world. 

The Cuatrman. Thank you very much, Admiral Radford. 

Now we will proceed with the questioning. 

As I don’t know to which of you gentlemen my questions should be 
addressed, suppose I ask the question first and let you decide whether 
you, Mr. Secretary, or you, Admiral, will answer. 

Secretary Witson. Thank you very much. 


FORMOSAN RIOTS 


The Cuatrman. I would like to ask some questions suggested by the 
recent rioting in Formosa. In the light of that recent rioting against 
Americans on Formosa, do you helieve we should still continue the 
same large-scale assistance to Formosa ? 

Secretary Wison. Mr. Chairman, I don’t think I should publicly 
take a position on that so quickly. 

The Cuarrman. I can understand your hesitation in doing so, but 
you can understand our desire to learn all we can. But you are the 
guardian of the secrets. I will follow that up by asking if it seems 
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likely that Formosa would support us in the event of a military at- 
tack, should that occur. 

Admiral Raprorp. I did not hear the question, sir. 

The CHatrman, Does it seem likely that Formosa would support 
us in the event of military attack on us in that area? 

Admiral Raprorp. Yes, sir, I believe they would. 

Secretary Wizson. We have a mutual assistance treaty that would 
lead you to think that that would be so. 

The Cuatrman. Yes, I am familiar with the treaty, but treaties 
and actions do not always follow exactly, but you think we could 
rely on it to that extent? 

ecretary Witson. We both think so, not only on account of the 
treaty, but where else have they to go? 


POSSIBILITY OF ANTI-AMERICAN DEMONSTRATIONS 


The CHairmMAn. Do you anticipate similar anti-American demon- 
strations elsewhere where we have troops stationed abroad ? 

Secretary Wirson. It is always a problem when we have numbers 
of troops in other nations. We have some problems of course with 
civilians that travel abroad. We do not pay much attention to it 
because they travel at their own risk. But if they do something 
abroad of course they are subject to the courts of the country that they 
are visiting. 

The difference is that when we assign our people over there that it 
is a problem all over the world, and the proper handling of it is a 
difficult diplomatic matter. 


IMPACT OF NEW WEAPONS ON MILITARY ASSISTANCE PROGRAM 


The Cuarrman. I would like to ask a couple of more questions on 
general subjects, not relating to Formasa in particular. 

What changes in the basic strategy of our military assistance pro- 
gram would be required by the development of new weapons? 

Secretary Wixson. It has been under the influence of a change of 
new weapons ever since we started the program, and it will continue 
to be in the evolutionary development of the military strategy based 
on new weapons, so that there will be a continuing effect. 

The CuarrmMan. Well, is it not true that the cost will increase as 
new weapons are devised ? 

Secretary Witson. Did you say the cost will increase ? 

The Cuarrman. They are related. 

Secretary Wiison. There are two offsetting trends. One is the in- 
creasing cost of the weapons and the other thing is the increasing mili- 
tary effectiveness of the weapons and the fact that in the past part of 
this was initial buildup and part of it becomes a maintenance and 
replacement business. 

*erhaps you will notice from the figures I quoted that there is a 
downward trend since the initial buildup, that the maximum actual 
expenditures in military assistance were in fiscal 1953, which ended 
June 30, 1953. That was the maximum, and that there has been in 
general a down trend. 

The Cuatrman. Then, as I understand it, your opinion is that in 
view of the increased cost of new types of military equipment, the 
annual cost of the military assistance program will go up also? 








i 


216 MUTUAL SECURITY ACT OF 1957 


Secretary Wixson. It would tend to go up, but completing the 
initial phase of it and recognizing the effectiveness of the new weapons 
and some hope that the final net result will not be a continuing in- 
crease but it will stay about where it is now or perhaps Kapet lly 
slightly decrease as the years go by, and all my statements are made 
with the recognition that the real improvement that could be made 
would result Toon a definite improvement in the international situa- 
tion with some disarmament with proper safeguards. 

ri of that, I see no big opportunity for a great reduction in it 
safely. 

The CuarrMan. Thank you, Mr. Secretary. 

Mr. Fulbright, have you questions ? 


AID TO FORMOSA 


Senator Fuusricut. I have a few, Mr. Chairman. 

How much, Mr. Secretary, have we supplied in arms to Formosa 
since Chiang Kai-shek retreated to it ? 

Secretary Wixson. I do not have the figures with me. 

Perhaps some of my assistants have them. We don’t have the in- 
formation available. We probably should give it to you in executive 
session. 

(The following information was subsequently submitted for the 
record :) 

Unirep States Arp TO ForRMOSA 


Total nonmilitary net grants and credits to China-Taiwan for the postwar 
period July 1, 1945, through June 30, 1956, amounted to $1,288,883,000. Of this 
$604,592,000 was expended from mutual security program funds for Taiwan 
(Formosa) only, excluding China area aid prior to June 1950. 

Military aid for this period is a classified figure. 

(This information is in the files of the committee. ) 


UnitTep States Arp TO ForMOSA 


Senator Futsricut. Do you know how many American personnel 
we have on the island ? 

Secretary Witson. Not exactly, no. 

Senator Fursricut. Is that something you would rather give in 
executive session or do you really not know ? 

Secretary Wiison. I really don’t know. We have got it here. We 
have 2,116 men in uniform over there. There are some civilians, but 
other people have some responsibilities for them and I am just talking 
about the number of men in uniform. There are 2,116 of them. 

Senator Futsricut. Do they have dependents there ? 

Secretary Witson. Some of them do, yes. 

(The following information was subsequently submitted for the 
record. ) 

UniITep STATES EMPLOYEES IN TAIWAN 


Through April 30, 1957, the total number of United States citizens employe 
by ICA on Taiwan was 93. In addition, there were 62 employees of contractors 
receiving mutual security program funds. The total number of dependents for 
these two groups was estimated at 213, broken down as follows: 


Dependents of United States employees___...._....---.--.-~_--~.-..--.-. 120 
Dependents of contract employees (estimated )—........---..--..-------- 93 
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AID TO FORMOSA 


Senator Fuusrieut. I am just informed that the ae Post 
this morning said that we have given them $2 billion worth of arms 
and military hardware, and $750 million worth of economic assistance. 
Secretary Wixson. I do not have the figures. 
Senator Fursrieutr. This is written from Taipei by Mr. Keyes 
Beech. It says: 


Over the past 8 years the Nationalist government has received an estimated 
$2 billion in military plus $750 million in economic aid. 


It is true that, Formosa is one of the places which has received the 
most assistance ; isn’t it? 

Has any other place in the Far East. received more assistance? 

Secretary Witson. The Korean war was a great. deal more expen- 
sive of course in the same 8 year period. 

Senator Fursricut. The fighting of the war certainly was. 


Secretary Wirson. Yes, and the buildup and the support. of the 
Koreans. 


Senator Fuisrient. This is next to Korea? 

Secretary Witson. I would think so; wouldn’t you? 

Admiral Raprorp. It is one of the countries in the Far East that 
is getting a large military aid program. 


POSSIBILITY OF ANTI-AMERICAN DEMONSTRATIONS 


Senator Fursricut. Do you think, Mr. Secretary, it is possible or 
even probable that the presence of large numbers of American troops, 
together with their extraterritorial status, may cause in places other 
than Formosa a reaction against the United States? 

Secretary Wixson. It is always a problem when you have troo 
in someone else’s country that do regrettable things, and it is especially 
serious when any of our people kill somebody no matter how they do 
it, or why they do it, or what the degree of the crime is, it becomes 
a problem. 

It is the same problem of course if a civilian—and we have hun- 
dreds of thousands of fellow countrymen traveling around all over 
the world as tourists. Some of them commit crimes and some of them 
unintentionally injure people and we have gotten sort of used to 
that. They are subject to the courts of those countries and to our 
diplomatic representations to make sure that, our citizens are treated 
fairly, no matter what. unfortunate things happen. The problem is 
complicated when it becomes.a military case. 

Senator Futsricut. That is the very point I am trying to make. 
I wonder if it is not proper for us to review the advisability of main- 
taining such large concentrations of personnel abroad in view of 
this development in Formosa which, of course, has been a common 
occurrence where foreign troops are stationed in any foreign area. 

I don’t mean to say this‘is an unusual 

Secretary Wiison. Of course we are always reviewing it. and we 
are trying to keep it at. a minimum rather than a maximum. That 
is one of the reasons for our military assistance program, to assist 
the other people so that we don’t have to put more of our soldiers 
somewhere, or sailors. 


92528—57——15 
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AMERICAN BASES ABROAD 


Senator Futsrienr. Are you increasing the number of foreign bases 

at present or decreasing them ? 
ecretary Wastes. T.Anwk we are largely finishing up the pro- 
gram of foreign bases. 

Senator Fursricut. How many foreign bases does the United 
States have abroad ? 

Secretary Witson. If you include all kinds of bases, it is over 250. 

Senator Fursricut. Doesn’t that strike you as being a rather large 
number of bases in foreign countries? 

Secretary Wixson. It is a large number and our country has a great 
responsibility of leadership in the world and it is a big world. 

Senator Fursrient. But that comes back to the other point. If we 
have the bases and they are so conducted that they cause riots and 
resentment by the local population, the question is whether or not 
those bases are worth it; isn’t it? 

Secretary Wirson. The thing is certainly not that bad, and I would 
caution everyone not getting the whole problem out of perspective on 
account of one very unfortunate incident. 

Senator Futericut. This article in the Post intimates or suggests 
that the local government was not taken unawares by that outbreak, 
so that it does raise an extremely serious implication ; doesn’t it ? 

Secretary Wirson. Well, I suppose one of the first things when 
some unfortunate thing happens is to start to question the motives of 
everybody concerned, but I myself can’t take an article in one of our 

apers as representing a careful, factual study of what did or did not 
appen. 

Senator Fursrient. I don’t think it is that simple. 

I submit that throughout history, as you have already suggested, 
wherever there have been large concentrations of foreign personnel, 
especially military personnel, the local people have always reacted 
unfavorably, haven’t they ? 

Secretary Wirrson. Don’t you agree with me, Senator, that that is 
so? 

Senator Fursrieut. I certainly do, and what I am basically ques- 
tioning is not that there is anything peculiarly wrong with the conduct 
of our people on Formosa, but that you are almost always going to 
confront that kind of a situation in foreign bases, and therefore, the 
problem of continuing to build up foreign bases is what is in question. 

Secretary Wiison. That is the reason we are such strong aivocates 
of our foreign aid program, because that is the other answer to hold 
toa minimum the asa we have abroad. 

Senator Futsrieut. I think there is a lot of reasoning in that point 
of view and I think that we have perhaps in the case of Formosa gone 
too far on our own military there rather than theirs. 

Mr. Secretary, do you wish to make any further comment on that ? 

I mean, obviously this is a very serious matter to have this outbreak. 
You do consider it serious? 

Secretary Wiison. Certainly, but I don’t want to pour oil on the 
fire by making an ill-considered statement here this morning. 

Senator Fursrient. My, you are getting very cautious. 

Secretary Witson. You mean I am getting a little out of character ? 
{| Laughter. | 
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Senator Fu.sricur. The truth of the matter is that your frank- 
ness, I think, has made you a lot of friends. A lot of people appre- 
ciate the fact that you say what you think. 

Senator SparkMAN. Would you include Mrs. Wilson in that state- 
ment ? 

Senator Futsricut. Yes. 


MILITARY AID LEVELS 


Mr. Secretary, Mr. Clement Johnston, who made a survey of south- 
east Asia for the Special Committee to Study the Foreign Aid Pro- 
gram, suggested that so long as the Southeast Asia Treaty Organiza- 
tion offers security against Communist aggression, it would appear 
that the military forces of Cambodia, Laos, Thailand, and South 
Vietnam in each case are too large and more heavily equipped than 
the needs of mere internal security dictate. He therefore recom- 
mended that the present levels of military forces in these countries 
should be reviewed as the time appears ripe for substantial reductions 
in all four countries. 

Have you reviewed that situation recently ? 

Secretary Witson. We are reviewing them all the time. I would 
like the admiral to speak to that one. It is more definitely on the 
military side. 

Admiral Raprorp. I would like to repeat, Senator, what Mr. Wilson 
just stated, that we are reviewing all the time and there are many 
considerations that go into the establishment of the equipment tables 
for those forces, including agreement from the recipient country. 
They have an interest in the defense of their own country, and some- 
times they are more concerned than some of the people who survey the 
situation. 

I would say that they also have to feel that they have a capability, 
at least a capability for initial resistance to overt Communist aggres- 
sion and are not entirely dependent on outside military assistance 
coming to their countries. 

It is a problem that is met in connection with the establishment of 
military aid levels all over the world. It is not peculiar to southeast 
Asia. 

TYPE OF EQUIPMENT FURNISHED SOUTHEAST ASIA 


Senator Futsricut. Do you have any comment to make on the sug- 
gestion that the type of heavy military equipment given there is quite 
unsuited to the area’s terrain ? 

Secretary Wriison. I would say that in the past we have given 
equipment that is probably—that probably should be replaced with 
lighter and more mobile equipment. In many cases we gave them 
the equipment that we had sasahale at the time. 

Senator Futsrieut. Obsolete equipment? 

Secretary Wirson. Not necessarily. Almost any equipment that 
gets into production is in the obsolescent stage, and you could make 
that generalization about it. 

Senator Futsrieut. I am not making it. Iam just asking. I don’t 
know. 

Secretary Wirson. Well, I am not agreeing that it was obsolete. 
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Senator Futsrient. Mr. Johnston was the one who made these ob- 
servations, He reported these matters to the committee. 

Secretary Wixson. I would say that Mr. Johnston’s observations 
have been made by many people who have surveyed that, and I would 
say that in general the program that he thinks should be carried out 
is in fact what we are carrying out. 

Senator Fu.prient. Are there any substantial reductions contem- 
plated in any of these countries? 

Admiral Basetun, Not at the moment. 


SUPPORT OF VIETNAMESE ECONOMY 


Senator Futsricut. Mr. Johnston also pointed out to the committee 
that due to the unrealistic rates of currency exchange in Vietnam, we 
are supporting the Vietnamese economy to the tune of around $15 
million a month. This would seem to indicate that the Vietnamese 
economy cannot support the military forces which it is seeking to 
maintain. 

Would a sudden drop in this support of the Vietnamese economy be 
likely to have very severe repercussions in Vietnam? 

Admiral Raprorp. I am sure it would. I think the situation in Viet- 
nam is similar to the situation in Korea. They have in effect an 
armistice in their divided country and are not able to support the 
forces that they need. 


EQUIPMENT OF UNITED NATIONS FORCES IN KOREA 


Senator Fursricur. Admiral, the New York Times recently re- 

rted that you recommended to the President that the United Nations 

orces in Korea be equipped with new weapons, particularly jet air- 
craft. Isthat correct? 

Admiral Raprorp. I don’t know where the New York Times got 
that information, and I don’t think I have been so specific. I have 
said that the armistice in Korea which we signed was not intended 
to last for an indefinite period, and we must face the fact that at some 
time we will have to furnish new equipment to our forces. 


EFFECT OF BRITISH MILITARY CUTBACK 


Senator Fuxsricur. I don’t know whether you or the Secretary 
would answer this. 

What effect has the British military cutback had on our military aid 
program ¢ 

Secretary Wuson. It has not had any effect on the budget requests 
before the Congress for 1958. What effect if any it will ultimately 
have only time will tell. 

Senator Fursricnr. Is it safe to assume that the other members of 
ae Western Europe will follow Great Britain’s lead in this 
matter 

Secretary Wixson. I am not sure what you mean by their lead. 
They are revamping their whole—— 

Senator Furerient. Will they cut down on their conventional 
armaments ? 

Secretary Witson. I don’t think there will be a very big hurry to 
follow the procedures. In most countries marching men is a symbol 
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of power and military strength and it is something they can do. I 
think the whole military trenain problem is one of evolution, gradual 
change. The British one has been highlighted by some of their own 
problems, but I think each nation in NATO will continue to try to 
work out what is feasible for their own countries and at the same time 
try to cooperate to the fullest extent to further the objectives of NATO. 


AUTHORIZATIONS AND APPROPRIATIONS OF MILITARY AID AND DEFENSE 
SUPPORT 


Senator Futspricut. One last question concerning the administra- 
tion of this program. 

This bill calls for $1.9 billion for military hardware and $900 million 
for defense support. Both of these sums, as I understand it, are 
to be in the Defense Department budget, and I presume will be 

resented to the Appropriations Committee as part of that budget. 

s that your understanding? 

Secretary Witson. That is what we think is going to happen. 

Senator Futsrient. Are these sums to be authorized hereafter on 
an annual basis by this committee or will there be any review by the 
Foreign Relations Committee? 

Secretary Wirson. I am sure that is a problem I am not quite 
competent to passon. That is up to the Senate; isn’t it? 

Senator Fursricut. I realize it could be. What I am asking is, 
what is your present understanding of how it would or shold be 
controlled ? 

Secretary Witson. We don’t know. All we are saying is that we 
understand it is being put in as a separate item in our budget, and 
we have to defend it nia be responsible for how well it is carried out. 

How you set it up in the Senate we don’t know exactly and I don’t 
care to get into a jurisdictional dispute myself at this stage. 

Senator Futsricur. I don’t think there is any dispute about it yet. 
T am just trying to explore what is aneees by the bill. I think 
that is the way it is. Now the $900 million defense support, as I 
understand it, will be carried as part of the Defense Department 
budget. Is that your understanding? 

Secretary Witson. That is our understanding. 

Senator Futsrient. But it will be administered by ICA; is that 
correct ? 

Secretary Witson. What I think is the situation, we have worked 
out a practical arrangement in this transition period, and we have 
attempted to identify very clearly what we consider defense support 
as separate from the economic assistance business. I think it is a 
workable plan. 

Senator Fu.srieut. Will the items in this budget be presented and 
authorized on an annual basis hereafter? Is that contemplated ? 

Secretary Witson. Are you talking about the defense support or 
the other ¢ 

Senator Fursricut. First, military hardware. What about that? 

Secretary Wirson. We would prefer that that be done on a con- 
tinuing basis the same as is true for our defense budget. 

We would like to have them on the same budget cycle. 

Senator Futsricnt. Would the defense support item be handled the 
same way? Do you think it should be? 
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Serretary Witson. We would like to have it the same way. It 
would be better to have it on a continuing basis. 

Senator Futsricut. But some of those projects would be identical, 
or almost identical, with the projects of the Presidential fund? 

Secretary Witson. We would like to have it all on a continuing 
basis and completely report to whoever is passing on it in the Senate 
exactly what we did the past year, what carryover if any we have and 
what purpose we have got it committed for. The figures will all hang 
together no matter how you do it. 

enator Furerient. I will desist at this time, Mr. Secretary. 
Thank you very much. 

The Beessencan. Mr. Smith, have you any questions? 

Senator Smirn. Yes, Mr. Chairman. 

The Cuatrman. May I, before you begin, Mr. Smith, say that due 
to the fact that the Secretary has an appointment with the President 
shortly after noon, I hope that we can get through with all of the 
questioning by that time. 

Senator Smrru. Mr. Chairman, I will be very happy to follow that 
very pertinent suggestion. 

Mr. Secretary—and this question is directed to Admiral Radford, 
too—in the draft of the proposed amendments for the Mutual Security 
Act—and this follows up that we have just been discussing—the 
following language appears. This is the new amendment: 

There are hereby authorized to be appropriated to the President such sums 
as may be necessary from time to time to carry out the purposes of this chapter, 
which sums shall remain available until expended. 

Now that is in Chapter 1: Military Assistance, so it is the military 
end of the program for which this authorization is suggested. This isa 
very controversial matter. Many Members of Congress say, “We are 
not going to give continuing authorizations. We have to have this 
under control every year by the Congress.” 

My position has been that we have had continuing authorizations, 
but probably appropriations would have to be made every year, and 
that is control. I would like to have you tell us, either one or both 
of you, what advantages you envisage in requesting that military aid 
and defense support be authorized on a permanent basis? 

Secretary Witson. We think it is a much more orderly way to run 
the business. I know, Senator, there is some difference of opinion 
about it. 

Senator Smirn. I take the position that you have just expressed. 
It seems to me that that is a logical way to do it and that it carries 
out what you have been doing in the domestic part of the Defense 
Department budget, as distinguished from the mutual security aid. 
Now you want to put foreign aid into the same category, with con- 
tinuing authorizations, and with a carryover of any amount not spent 
under the authorization 

Secretary Witson. That is correct. 

Senator Smiru (continuing). To succeeding years until the pro- 
gram is finished. Is that a correct statement ? 

Secretary Wiutson. And, of course, if we find we have been able to 
make some savings or for good and sufficient reasons programs that 
looked sound when we asked for the money, there has been a change in 
the world situation or something and on a review we won’t spend the 
money unless we have to, it will show up in our figures. 
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If, in the opinion of the House and the Senate, there is too much 
unobligated carryover credit in the bank, so to speak, why that has 
an influence on the new appropriations we ask for, so that the figures 
are all there, and I think it is a more orderly and efficient way to run 
the business, and, in the long run, will save money for the taxpayers. 


MILITARY AID REAPPROPRIATION REQUEST 


Senator Smrrn. As Senator Fulbright pointed out, the figures ap- 
pear as $1.9 billion for military hardware, and $900 million in so- 
called defense support. Is that what you are asking for in new ap- 
propriations ? 

Secretary Witson. We are asking to have $500 million reappro- 
priated also. 

Senator Smira. You mean the appropriation has expired ? 

Secretary Wizson. It would lapse if it were not renewed. 

Senator Smirx. You are asking for $500 million in addition to 
these figures I have just stated ; is that correct ? 

This amount has been previously authorized, but the appropriations 
would lapse ¢ 

Secretary Wirson. That is right, they would lapse. 

Senator Smirn. Do you think that by continuing authorizations 
it would be in the direction of more savings ? 

Secretary Wixson. I really believe so, and the whole business will 
be under careful control and review, certainly, in an understandable 
way. The only way you could seem to save money by the other 
process is change your mind on programs that had sindeaty been 
started, with big cancellation costs and things like that, or with con- 
siderable repercussions from other countries where we had represented 
we were going to do something and then we would not finally have 
the money later to carry it out. 

The way it is now, we are careful not to make any commitment 
beyond our authority to make good on it, so that I think this plan 
gives the Congress and the Senate and the administrative branch of 
the Government the best chance to do a good job. 

Senator Smiru. But in addition to asking for continuing authoriza- 
tions, would you also like to have appropriations made by the Appro- 
priations Committee which would carry over for 3 or 4 years, if nec- 
essary, for the projects to which you would be committed ? 

Secretary Witson. We are not seeking any change in the current 
practice of requesting annual appropriations for each fiscal year pro- 
gram. We are asking only that the annual appropriations be avail- 
able for obligation for more than 1 fiscal year as is now the case for 
the regular military procurement appropriations to the Department 
of Defense. 

Senator Smiru. Many members of the Appropriations Committee 
clearly feel there should be control in the Congress through annual 
appropriations so we would not have commitments extending for many 
years. You know what I mean. 

Secretary Wiison. Yes. 

Senator Smiru. Of course I assume we would be looking to your 
Defense Department to protect us if we did not spend money that has 
been authorized. 

Secretary Witson. That is what we are trying to do now. 
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ADMINISTRATION OF MILITARY AID 


Senator Smirx. Now, on the administrative side, our Senate Special 
Committee to Study the Foreign Aid Program recommended that 
military aid should be administered by the Department of Defense 
but that foreign policy direction of this aid should be vested in the 
Secretary of State. 

Of course, the ICA is a separate entity from the Department of 
State at the moment. So the question is whether you believe this 
ene should be vested in the Secretary of State or whether 
you believe the ICA Director can exercise sufficient guidance in the 
field of foreign policy ? 

Maybe that is a pation that you don’t care to comment on, but 
we are trying to get light on that point. 

Secretary Witson. I would think Foster Dulles and the State De- 
partment could answer that one best because he has a clear picture 
of how he intends to set it up, and my own just general observation 
on not only this matter but similar kinds of things, you can delegate 
authority and responsibility in the first instance, but you finally have 
got the responsibility for it. 

In other words, Foster can set it up any way he pleases; but if it 
does not work right, why, you men are going to hold him responsible 
for it, so it is a matter of internal organization in the State Depart- 
ment that they think is the best for them. 

Senator Smiru. It really comes back to the Department of State in 
the last analysis, though, as I see it. The Department of State hesi- 
tated to take over the operational activity of ICA. 

Secretary Wirson. I understand quite clearly that Foster does 
not want too much detailed administration popping up into his per- 
sonal office because he has got so many problems anyway, but as 2 
as the ICA or whatever you want to call it is a hundred percent rel 
subsidiary of the State Department, it is going to have to be respon- 
sible for it. 

Senator Smrru. I am glad to get ag answer on this. 

It seems to me that that is inevitable on the part of the Department 
of State whether we put ICA right in the Department or not. I 
will desist, now, Mr. Chairman. 

I will ask further questions if there is time. 

The Cuatrman. Mr. Sparkman, do you have any questions ? 


MILITARY AID REAPPROPRIATION REQUEST 


Senator Sparkman. Very brief, Mr. Chairman. 

Mr. Secretary, first let me ask you, just in order to clear up my 
own thinking, about this $500 million. 

Am I correct in understanding that that is a matter of reappropria- 
tion and not reauthorization ? 
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We do not have to reauthorize it, do we? 
Secretary Witson. That is correct, Senator. 
ae SpaRKMAN. It has to be reauthorized as well as appro- 
riated ¢ 
; Secretary Wirson. My technical assistants back here say that both 
have to be done, but the reappropriation is authorized by the existing 
legislation. 
Senator Sparkman. Both have to be done. 
That is what I want to get clear. 


AMERICAN PERSONNEL ABROAD 


Mr. Secretary, you have told us that there were more than 250 
bases abroad and you are going to give us some information as to 
personnel, I believe you wah You may not care to answer this here 
or you may not have the figures available. 

But I wonder if you would supply to us also the number of per- 
sons that we have abroad on the payroll of the United States, both 
military and civilian ? 

Secretary Witson. I will be pleased to get the figures for you. I 
do recall in general terms that as of February 28, 1957, we have close 
to 1,133,000 men abroad or afloat. Some of them are in the 7th Fleet, 
the 6th Fleet, and so forth, but in total, and it is something over 40 
percent of our total military strength, total number of men in 
uniform, and it makes many problems for us, and we struggle with 
them all the time. 

Our whole tendency, of course, is to try to cut the number down, but 
at the same time have the people in the right place to carry out our 
commitments and our military posture in the world. 

Senator Sparkman. Of course, that figure that you just gave in- 
cludes our military personnel in Germany and Western Europe too, 
I presume? 

Secretary Witson. Oh, certainly. 

Senator Sparkman. That is naturally an important part of it, but 
what I was thinking of even more than that was the number in the 
various countries in which we have mutual security programs, aside 
from our NATO commitments? 

Secretary Wiison. You are interested in men in uniform ? 

Senator Sparkman. I am interested in both, men in uniform and 
civilians. 

Secretary Wiison. In all countries in the world? 

Senator SpaRKMAN. Yes. 

Secretary Witson. Do you want the ones outside of the Defense 
Department or just that the Defense Department controls? 

i Senator SparkmMan. All of those in the employment of the United 
States. 
Secretary Wirson. I think we can get that. 
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(The following information was subsequently supplied for the 
record :) 


Citizenship of Federal civilian employees serving overseas, February 1957 
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1 Excludes 272,516 foreign nationals working for the Department of Defense under contracts, agreements, 
or other arrangements with foreign governments which provide for the furnishing of personal services to the 
agency. 

2 Includes 2,585 employees of the International Cooperation Administration paid from local currency 
trust funds established by foreign governments. 


Norte,—This is a monthly report intended primarily for administrative use of the Federal departments 
and agencies. All figures are subject to revisions. 

Source: U. 8S. Civil Service Commission, Washington, D. C., Federal Employment Statistics Bulletin, 
February 1957, table 8, p. 9. 


Senator Sparkman. If we could get the other, too, I would like 
to have it. Surely there must be some coordination that would make 
it possible. The point I am driving at is this. Are we likely to be 

tting numbers in different countries to such an extent as to be 
irritating to the people of those countries? We do see from time to 
time such evidence, and there has been some implication of it, I think, 
in connection with this Formosa situation. 

Secretary Wuson. I think that is a risk that you always run. 
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Senator SparkMAN. We see that from time to time in the papers. 
I am sure you have read articles on there being too many Americans 
at certain centers. 

Secretary Witson. We are in the process of trying to get something 
of the order of the 12-percent reduction in all of our headquarters over- 
seas and around the world and also in our supporting people, very 
much like the reduction that we are in the process of making in the 
Pentagon itself, and we are trying to pull it down without affecting our 
real combat strength anywhere, so we are in the process of doing that. 
That would help a little bit. 


AID TO YUGOSLAVIA 


Senator SparKMAN. In these funds that we have been talking about, 
articularly the military assistance and defense support, is there any 
ind of assistance for Communist satellite states ? 

Secretary Witson. We want to be careful about your definition. 
Are you talking about Yugoslavia ? 

Senator SparkMAN. Yugoslavia is the only Communist-dominated 
country, I presume, to which we have actually been giving assistance. 
You do not consider that a satellite state ? 

Secretary Witson. No; we do not. 

Senator Sparkman. I realize that I should have said “Communist 
states.” Would there be funds included here for assistance to Yugo- 
slavia ? 

Secretary Wixtson. There were funds appropriated for that pur- 
pose in the past, and those commitments are now being carried out. 
As I recall, the Senate finally saw fit to put that in the hands of the 
President personally, and he made the review and the determination 
that we should reinstate the program, which we have done. There is 
very little if any money in the mutual defense assistance funds being 
asked for now for any new things at all of that nature. 

Perhaps some minimum service parts or something like that might 
be involved. 

Senator Sparkman. It would be contemplated, I presume, that any 
assistance given to Yugoslavia still would be at the discretion of the 
President, in accordance with the provision that we wrote into the bill 
last year. 

Secretary Witson. Whatever the law is, we certainly carry it out. 

Senator Sparkman. Is there anything in here relating to Poland? 

Secretary Wiison. No. 

Senator Sparkman. And to no other Communist country ? 

Secretary Witson. No; certainly not. 


ADMINISTRATION OF MILITARY AID 


Senator Sparkman. The special committee’s civilian-military re- 
view panel recommended that some, but not all, of the military appro- 
eae should be freed from the 1-year availability limitations. 

y do you feel that it is necessary that all military assistance funds 
be ap ropriated on a basis of their remaining available until 
7 ed? 

ecretary Witson. Because when we ask for the money we have a 
plan to use it. We carefully go through the thing. We don’t spend 
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any unless we have to. We stay within the authority of our commit- 
ments, of course, and the best way to keep the books is on that basis, 
and we certainly make it very clear just exactly where we are with 
relation to our expenditures, our commitments, our unobligated carry- 
over funds, how much new money we want each year, ae: we can put 
it all together and it makes a good, businesslike way of doing it. 

Senator Sparkman. The Special Committee on Foreign Aid—I 
refer to the one that was made up of the members of the Foreign Re- 
lations Committee and members of the Armed Services and Appro- 
priations Committees which made a report just recently—recom- 
mended that, if military aid were to be placed in the Department of 
Defense appropriation bill, Congress should consider this carefully, 
but that oak appropriations should be authorized annually and should 
be clearly marked as foreign aid. 

In view of the fact that military aid can have political repercussions, 
as we have seen from the aid extended to Pakistan, just to mention one 
country, do you not think that the congressional committees dealing 
with foreign relations should have some say-so respecting the content 
of these programs? 

Secretary Witson. Well, I believe that the people that have the 
responsibility and know the most about it should work together to get 
the right thing done. Now, how you organize in the Senate to do that, 
I don’t know enough about the Senate to say. 

Senator Sparkman. I would like to get that a little clearer. You 
speak of the people responsible for it and who know most about it. 
Does that include tambors of the legislative bodies? 

Secretary Witson. Certainly, sir. I meant it exclusively for them. 

Senator Baseniay. I thought you were proposing perhaps a work- 
ing relationship between, for instance, the Defense Department and 
Congress. As a matter of fact, as I understand it, that is really what 
the report of our special committee meant, that there ought to be 
established some working relationship in order that the content of the 
program might be in mind at all times. 

Secretary Wixson. My first reaction is always to try to cooperate 
with the people that have the responsibility, so that they clearly under- 
stand our problems. 

Senator Sparkman. The responsibility is joint, isn’t it? 

Secretary Wuson. That is correct. 

Senator SparkMan. In the executive and in the legislative branches. 

I believe that is all, Mr. Chairman. 

The Cratmrman. Mr. Capehart? 


PURPOSE OF FOREIGN AID PROGRAM 


Senator Careuart. I have some questions, Mr. Chairman. 

Mr. Secretary, I am going to ask you some questions. You have a 
great reputation for being frank. I am sure that I will get frank 
answers. I rather think I have a reputation of being a little frank, too. 
I am quite certain that neither one of us would make very good diplo- 
mats and possibly not good politicians, but the thing that discourages 
me at the moment with respect to this whole matter is that it is hard 
to get. the people in this country to put foreign aid in the right per- 
spective. e only have that program, do we not, because it is in 
our own best interests? 
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Secretary Wixson. Our criterion for that is it must be in our best 
interests and it must be in the best interests of the people in the 
country we are aiding or where we are working out our military pro- 
grams. It must be in the interests of both countries and continue to 
be, or it won’t stand up, so it is not only in our best interests but it must 
be in the best interests of the free world and the particular country. 

Senator Carenart. Isn’t it like any other contract? A contract 
which is not in the best interests of both parties, of course, is no good. 

Seeretary Witson. That is certainly true of continuing contracts, 
continuing relations. 

Senator Carenart. For example, we hear a lot of clamor at the mo- 
ment over the Formosan situation which, of course, is a regrettable 
thing, but we are over there because we think it is in the best interests 
of the United States and not necessarily over there to protect the 
natives of Formosa; isn’t that right ? 

Secretary Witson. We thought that it was in the best interests of 
both the Nationalist Chinese and ourselves, and that they thought so 
too, and I think their Government does, and I think we have to be a 
little careful that we don’t draw the wrong conclusions from a most 
unfortunate incident. 

Senator Carenart. I don’t want to have anybody draw the wrong 
conclusions, but, if you listen to questions of this committee and other 
committees and read stories in the newspapers and visit with people, 
you get the impression that they feel that we are extending this foreign 
aid, both economic and military, only in order to help somebody else 
rather than ourselves. Now, I would like to get it in the right perspec- 
tive. We would not do it at all if it was not in our own best interests, 
would we? 

Secretary Wirson. That is correct, and we would not do it in our 
own best interests unless we thought it was also in the interests of the 
other countries. 

9 Carenart. I understand that. That is definitely under- 
stood. 

Secretary Wixson. In other words, I don’t want to present the thing 
as being too purely selfish on our part, or then you get the other 
reaction. 

Senator Carenart. Of course, you don’t any more than you would, 
as a businessman, continually manufacture and sell something to peo- 
ple you knew would get no good out of it. 

Secretary Witson. That is correct. 

Senator Capenartr. Of course it is understood that these other 
countries get good out of it, but we are not doing it primarily for 
their sake. We are doing it for our own sake, and we hope in doing it 
for our own sake that they get benefits from it, just like you manu- 
facture automobiles or radios and make a profit and you hope the 
man that buys them likewise will make money when he sells them 
and that the man who buys them ultimately will get pleasure and 
service out of using them. Isn’t that true? 

Secretary Wixtson. That is correct. 

Senator Capenart. But we have a hard time convincing the people 
and selling the people on the idea that we are doing this For our own 
good rather than for somebody else’s sake. For example, the opinion 
on the part of some people at the moment seems to be that we ought 
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to get completely out of Formosa now because some Formosans do 
not like us. 

The reason for our being there is just as great today, even though 
a few people over there dislike us, as it was when they even liked us 
more, isn’t it? 

Secretary Wizson. I am sure that the reasons for our being there 
have not taken any big change like this little incident. 

Senator Carrnart. And isn’t it a fact that even though more of 
them dislike us, as did the group that attacked our Embassy the other 
day—and it got to be quite a situation as far as their dislike is con- 
cerned—that it would still be in our best interests to remain there ? 

Secretary Wirison. It would up to a point. 

Senator Carenarrt. Yes. 

Secretary Witson. You could finally get where enough people did 
not want you there that you had better go home. 

Senator Carenart. Of course you could get to the point where you 
would be fighting people within the country ? 

Secretary Witson. That is right. 

Senator Carrnart. Naturally we want to avoid that at almost any 
cost. 

Secretary Wixson. These situations over the world are subject to 
review and analysis all the time, and with some of them it is very clear, 
some it is clear the other way that we should not do anything. 

Then you finally get to some difficult ones, and they vary from year 
to year to some degree, which means that we must be alert and flex- 
ible and keep looking at it. 

Now the most I would want to say about this particular incident, it 
apparently does hightlight the need for taking another look, which 
we have been doing anyhow in the ordinary way but we will have 
to have another look. 

Senator Carenart. With bases throughout the world, isn’t it a 
public relations problem, just the same as a corporation or an indi- 
vidual or a company has in the United States ? 

It is a matter of public relations. What can we do to help public 
relations? We want to have the best possible public relations at all 
times at every point where we are located. But what I am trying to 
do is put this whole matter in perspective, that we have a foreign aid 
program in order to help ourselves militarily. 

We furnish economic aid in order, as I see it, to create more busi- 
ness and more jobs in the United States. 

Secretary Witson. I don’t think that necessarily completely follows 
on the economic aid. 

Senator Capenart. I think it does, other than in connection with 
military support. 

Secretary Wirson. Well, that is not my part of the responsibility. 
That is something somebody else ought to take up. 

Senator Carenart. There again I want to say this: When I make 
that statement I want to go back to what I said a minute ago, that any 
business transaction must be helpful to both parties, and when I say we 
do it in order to create jobs and business in the United States, I mean 
exactly that, but I also mean that the people who buy from us and 
borrow from us likewise are benefited by it just like in any good 
business transaction. 
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It is your best judgment, is it not, that you, as the head of our 
national defense, can defend the United States better and at least 
expense by having these bases scattered throughout the world? 

ecretary Wixson. That is right, and in addition the whole ap- 
proach to this military assistance business, which is a national policy 
and has been for more than 10 years, is really I imagine, a native 
approach to try to contribute to the peace of the world and avoid war. 

I certainly think that the successes so far justify a continuation of 
this big imaginative approach on the part of Americans. 

Senator Carenart. In other words, it is to convince a potential 
omy that if he should attack, our strength is such that he could not 
possibly win ? 

Secretary Witson. And that we have some friends who have worked 
things out with us that are to the mutual advantage of the free world 
that they will stand with us, and our theory of course is that if we 
don’t do that, 1 by 1 these people will fall away from their commit- 
ment to the free world and may slide over first as so-called neutrals 
and then succumb to communism, and especially the countries where 
they have had a pretty low standard of living and the industrial revo- 
lution so-called is coming in late, the people that have nothing, that 
they accept communism rather easily because half of nothing is still 
nothing. 

Senator CaprHart. Do you have any suggestions on how we can 
convince many of our people that we are doing this in our best 
interests or in the joint interests of ourselves and others, rather than 
doing it 100 percent for the other fellow which too many people 
think is the purpose, or at least the end result, of it. 

Secretary Wirson. I am willing to be a salesman any time I get 
achance. I believe in it and I try to explain it to anybody that wants 
to talk to me or listen to me. I know of no better way to go about 
this problem of finally laying the foundation for a just and lasting 
peace, and therefore I am for it. 

Senator Carenart. I think that one of our biggest problems is to 
get the program on what I call a practical basis, a sound basis, and 
eliminate the waste and get it on a basis where we have the very best 
possible public relations throughout the world and get our own people 
sold on the idea that we are doing it for our own best interests as 
well as the best interests of the other fellow. As I said a moment 
ago, we have to try to get it on a basis where we can eliminate this 
yearly fight when people get agitated over this program, primarily, 
I think, because they do not understand what you are trying to do 
as the head of the Defense Establishment and what others are trying 
to do in respect to the economic aid. 

Secretary Witson. Senator, you are certainly correct in saying 
that there is a problem there, both to explain it right to the people of 
our country so they understand it and to conduct ourselves in such 
a way over the world that we have good public relations in other 
countries. 

You are certainly correct about both of those. 

Senator Carenart. And, of course, likewise convince the people that 
we are doing it in order to maintain peace, rather than wage war? 

Secretary Witson. That is correct. That is part of the public- 
relations part of it. 
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Senator CarrHart. And it seems to me, like the present proposal 
before us, comes nearer doing that than our past proposals did. At 
least I feel that way about it. But I think we still have a problem. 

Secretary Wuson. I think you have it appraised correctly. 

Senator Carrenarr. I think, however, our biggest problem is con- 
vincing our own people exactly what we are trying to accomplish 
and what we hope to accomplish, and so far it seems to me that we 
have completely fallen down in that respect. At least it seems to 
me that the situation is getting worse, because now even many of those 
who supported the idea 10 years ago are becoming unsold on it 
and are constantly finding fault with it. And some of us who found 
fault with it in the way it was handled over a period of 10 years are 
now supporting it, because we are trying to make it more practical 
and set it up on a basis with which we can continue over the many 
years, but have the program operate on a basis that will be sound and 
understood by the people, and will accomplish the job at the least 
possible expense. 

How can we sell that to the people? 

Secretary Wirtson. It will take a long time. 

Senator Caprnarr. It will take a long time to do it. That is all I 
have, Mr. Chairman. 

The CuHarrman. Mr. Smith, you said that you had several more 
questions you would like to ask. 

Senator Smiru. I think it would be proper for the Secretary to go, 
as he has an appointment. If Admiral Radford would stay just 
briefly, I would ke to ask him 1 or 2 questions. 

Secretary Wison. I have a few minutes more, Senator. 


STANDARDIZATION OF WEAPONS 


Senator Smirn. Let me ask this question. I will address this pri- 
marily to Admiral Radford. 

As a possible method of saving on this program, how far has stand- 
ardization of equipment progressed among the NATO countries? 
Likewise, how far have we progressed with our allies in other parts 
of the world in standardization of equipment, or is standardization 
a wise thing? 

I don’t know whether from the military standpoint it would be 
preferable to have a savings by having identical equipment in all na- 
tions. 

Admiral Raprorp. Senator, I would say that in NATO there is a 
great effort to standardize equipment. There is some disadvantage 
in standardizing on equipment that comes from one particular coun- 
try or place in a global war. 

Our efforts are constantly directed around the world in an overall 
military sense to solving those two somewhat conflicting problems. 
Asa matter of fact, generally speaking, there is a great deal of United 
States equipment around the world, and because of our military aid 
programs, there is more of that coming into use. 

Although we have supported, in certain instances, the overseas pro- 
duction of locally developed equipment where it appeared to fur- 
nish the best ‘answer to the military problem, as a generalization I 
would say there is a great advantage to standardization, and we are 
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working on that problem as a worldwide one, bearing in mind that 
standardization of equipment from a single source is not desirable. 

Senator Smiru. Of course, in equipment for these countries you 
have to deal with the spare-parts problem. 

Admiral Raprorp. And that is what is happening generally. 

Senator Smirn. Is there any substantial amount of savings to be 
accomplished by going further in that direction, or do you think we 
have gone about as far as we can go? 

Admiral Raprorp. I think we have that in mind all the time, and 
we do try to effect a good military compromise. 

Secretary Witson. The Secretary of Defense of Australia was at 
the Pentagon yesterday for lunch with some of their associates and 
one of the things they mentioned was standardization of equipment. 
They mentioned certain items of equipment that they have standard- 
ized on. I know we have made a great deal of progress with the 
Canadians. The whole NATO has some problems. Sometimes if you 
don’t standardize the rifles you can standardize the ammunition and 
it is being worked on all the time. 

Senator Smiru. There was some difference, I understand, between 
the British rifle and our rifle, and I wondered whether that differ- 
ence is a ane expense in the whole picture. 

Secretary Wizson. It takes some time to wash out the past, because 
you don’t suddenly want to make hundreds of millions of dollars’ worth 
of equipment obsolete that will still work, in the interests of standard- 
ization. If you prod on the matter too much you add to your cost 
rather than save money. Any time you obsolete something that is 
still an effective weapon through the desire to standardize, you are 
adding to your expense rather than decreasing it. 


TYPE OF AID FURNISHED UNDERDEVELOPED COUNTRIES 


Senator Smiru. I can see how that would be. 

Now this further question : 

Would we perhaps get more for our military assistance dollar in 
many countries if we gave the necessary minimum of equipment and 
increased our trading programs in the handling of it? 1 am thinking 
of Latin America. 

Take the Middle East, the Far East, and southeast Asia, or take a 
country like Laos, for example, where we are trying to help. I can’t 
imagine that we would send much hardware to Laos, but we could send 
some MAAG training sqnads, I suppose, to that country. I mention 
that as just an example of a country we might aid without sending it 
a lot of military equipment. 

Secretary Wixson. The situation in each country is a little different. 
We try to appraise things that can be done to improve the relations 
with the country, to get the most effective alinement with the free 
world, to get the most military strength for the least expenditures of 
money. 

Senator Smirn. A number of our reports that I recall reading in 
connection with the Special Committee’s study indicated that in the 
Far East some of the underdeveloped countries may need some aid in 
training their own people for police work, but actually sending them 
any equipment of a substantial caliber, we might say, would not be ef- 

ective. 
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Where we need our most advanced weapons, undoubtedly, is the 
NATO area, where it is probably of more importance than sending a 
lot of equipment to many of these underdeveloped areas. Is that true? 

Secretary Wizson.. Each country has to be considered with due re- 
gard to the background abilities of the people and how rapidly they 
can absorb any new way of doing things. 

Senator Smirn. That is all I have, Mr. Chairman. 

The CHarrman. Mr. Humphrey, I understand you have one 
question. 

ADMINISTRATION OF MILITARY AID 


Senator Humenrey. I apologize, Mr. Secretary, for not being here 
with you. There was a question that was made available to me by my 
colleague, Senator Sparkman, just before he left, and I said I would 
ask it for him. 

A report made by the Brookings Institution for the Special Com- 
mittee states that “according to the present allocation of responsibili- 
ties,” funds appropriated for military assistance “are not made avail- 
able to the Department of Defense for expenditure until the Secretary 
of State or, on his behalf, the Director of the International Coopera- 
tion Administration has approved the programs to which the funds 
may be applied.” 

Now the Brookings report says that “the effect of this approval 
process has been to give the Secretary of State veto authority over 
military programs, subject only to an appeal by the Secretary of De- 
fense to the President.” 

I quoted from the Brookings report. 

My question is this: Do you anticipate that the Secretary of State 
will continue to have this veto authority under the legislation before 
the committee ? 

Secretary Witson. We think that the Secretary of State would 
still have the overall responsibility for the impact of our military pro- 
grams on foreign policy. -Actually I do not recall of any trouble I 
have had, but I suppose that is where it ought to be, because, after all, 
trying to simplify the business, I suppose our military organization 
is an instrument of foreign policy or a means for carrying out foreign 
policy or a posture that makes it possible to carry out a sound foreign 
policy, so I see no trouble. 

I suppose it comes back to this point that you men have been talk- 
ing about, you see, whether this committee here is going to have a con- 
tinuing at least cognizance or look at the military assistance program, 
because you are primarily interested in the foreign policy and the 
success of our policy. 

It is the same kind of thing. 

Senator Humpnrey. Now to get specific, Mr. Secretary, is it your 
view, then, that under the legislation pending before this committee, 
the Secretary of State would exercise the same authority that he has 
exercised under previous legislation ? 

Secretary Witson. I think that is correct. 

Senator Humpnrey. In other words, he would be the agent of the 
President in the formulation or in the carrying out of the general 
foreign policy of which the military assistance is a part ? 

Secretary Wirson. And the Secretary of Defense, whoever he might 
be, would be in position if he agreed with the Secretary of State 
then there is no question. 
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If he disagreed over something he thought was of sufficient impor- 
tance, he would take it to the President. 

Senator Humpurey. So the decision as to where money is to be 
spent for the basic security of the Nation relating to a military assist- 
ance program would then be primarily in the hands of the Secretary 
of State, but with consultation with the Secretary of Defense; is that 
right ? 

Secretary Wixson. I think I would put it the other way around, 
that it would be the responsibility of the Secretary of Defense in the 
first instance, but he would have to correlate important matters with 
the Secretary of State or if the Secretary of State thought the program 
was impinging at any time on important matters for which he was 
responsible, then he would have his say about it. 


AMERICAN PERSONNEL ABROAD 


Senator Humpnrey. One other question, Mr. Secretary, and Ad- 
miral Radford. I think there is a growing concern over the numbers 
of Americans overseas in our respective diplomatic and military 
missions. 

TI am not only speaking of station troops, may I say, such as we 
have in Germany, which are part of a commitment to NATO, but of 
our military missions that are involved with the military assistance 
program. 

I don’t want my question to be interpreted as being opposed to these 
missions when they are in proper numbers. 

My question is simply this: Is the Department of Defense, in coop- 
eration with any other department of the Government—in this in- 
stance, | suppose the Department of State—making a study or a review 
of the number of our military missions overseas and the possibility of 
reducing them in size, and seeing to it that they do not colonize, so to 
speak; that is, get into an American colony in an area abroad, but 
become more a general part of the population ? 

Secretary Wizson. On the first part of your question, the answer 
to that is we are, and within the area that the Defense Department is 
responsible, we hope now from some studies we are making to make a 
reduction of about 12 percent within the next year in that area, which 
would include what we call our MAAGS. That is our military assist- 
ance people. 

And also in our military attachés, and in that area we will have to 
talk that over with the State Department, because they historically 
have had great interest in the military attachés, but we are trying to 
get it down, that is a fact. 

Now on the colonization business 

Senator Humpnkey. You understand what I meant by that term. 
I mean there is a natural tendency for us Americans, who have a eul- 
tural pattern and living standards of our own, to want to sort of live 
with ourselves. 

This poses some problems, I have been told. I think the most recent 
example of this problem has been in Formosa. 

Secretary Wixson. I was familiar with it for the last 25 years, 
because a big export business had exactly the same thing. 

Senator Humpnrey. Exactly. 
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Secretary Witson. And it is part of the difficulty of having the 


people abroad and it gets involved too on how rapidly you change 
them and how familiar they are with the language and the customs 
of the people. 

It is natural for people to try to associate with folks that speak 
the same language, that look at many kinds of social problems the 
— way. But it is a good thing to avoid, to the degree you reason- 
ably can. 

enator Humpurey. I would like to just add at this point that 
during the brief visit that I made to several countries last month 
and this month, I met with many of our MAAG people, our military 
assistance people, and our military attachés in the respective embas- 
sies, and I can say without exception I found our people to be making 
a determined attempt to understand the area in which they lived, to 
which they were assigned. 

I found no example of arrogance or of lording it over anyone, and 
in fact it was a common topic of conversation during our visits to 
see how we could better improve the relationships of Americans, and 

articularly our military personnel, with the indigenous local popu- 
ation. 

I think that people ought to know this and be appreciative of the 
difficulties of the problems involved, and also of the efforts being made 
by our people to come to a better relationship with the local popu- 
ations. 

Secretary Wutson. I am sure we have some fine fellow Americans 
that are trying to do this, and it is the policy and you encourage me 
some with your remarks of your recent experience, because it looks 
like we are making progress with it, and it is a highly important 
part of the whole business, because you cannot buy friends, you know, 
actually. 

You have to earn them. 

Senator Humpnurey. I think we have to understand that the sta- 
tioning of any group in another land is never a very popular exercise. 
I only mention that because I would not be a bit surprised but what 
we might have some more incidents like we have just gone through. 

Secretary Wiutson. I hope not. 

Senator Humpurey. I hope not, but it could happen, and if it did, 
it is not only a reflection upon what we do, but it is also just the fact 
that foreign troops in other lands are really never a very popular 
group over a long period of time. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Secretary, thank you very much for your com- 
ing today, and thank you, Admiral Radford. Ten have both been a 
great help. 

(Whereupon, at 11: 50 a. m., the committee was adjourned.) 
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MONDAY, JUNE 3, 1957 


Unirep States SENATE, 
CoMMITTEE ON ForeIGn RELATIONS, 
Washington, D.C. 


EXECUTIVE SESSION 


The committee met, pursuant to call, at 10: 10 a. m., in the committee 
room, United States Capitol Building, Senator J. William Fulbright, 
presiding. _ 

Present: Senators Fulbright, Sparkman, Mansfield, Smith of New 
Jersey, Knowland, Aiken, and Capehart. 

Senator Futsricut. The committee will come to order. 

I hope more members will come this morning. The chairman has 
to be in Rhode Island today and tomorrow, so he has asked that I act 
as chairman, and I think since we have a long procedure to follow 
here in the next few days, we had better start the meeting. 

An intensive schedule of sessions has been set up on the Mutual 
Security Act in the hope that the committee will be able to complete 
its action this week. 

The committee will meet at 10 a. m., and 2 p. m. each day through 
Wednesday in the hope that the executive session presentation can be 
finished on Wednesday. Then the committee will begin marking up 
the bill. An executive session with General Norstad is scheduled on 
Friday morning and it is hoped that we will be able to complete the 
markup of the bill on Friday. 

It may be too optimistic an outlook, but Senator Johnson, majority 
leader, is hopeful that the Mutual Security Act can be on the floor 
next week, that is the week of June 10. In view of the extensive hear- 
ings which the committee has held in recent months, it has been sug- 
gested to the executive departments concerned that their statements be 
as brief as possible. 

Mr. Leonard Saccio, General Counsel of ICA, who is here this morn- 
ing, will have general charge of the presentation. He has been asked 
to present a brief summary of the aid program contemplated for the 
Near East, Africa and South Asia. It is suggested that after his pres- 
entation, members will have an opportunity to question him and wit- 
nesses from the Departments of State and Defense who are with him. 

It is hoped by this procedure to be able to spend most of the com- 
mittee time questioning witnesses instead of hearing lengthy state- 
ments. 

Witnesses’ statements will be incorporated in the record. Members’ 
attention might be invited to the fact that the committee expects to 
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consider the Atomic Energy Statute at a meeting this afternoon at 4 
p. m. in this room. 

Mr. Saccio, would you proceed to enlighten the committee about all 
the mysteries of the foreign aid program / 


STATEMENTS OF WILLIAM M. ROUNTREE, ASSISTANT SECRETARY 
OF STATE FOR NEAR EASTERN, SOUTH ASIAN, AND AFRICAN 
AFFAIRS; LEONARD J. SACCIO, GENERAL COUNSEL, INTERNA- 
TIONAL COOPERATION ADMINISTRATION ; NORMAN BURNS, ACT- 
ING REGIONAL DIRECTOR, OFFICE OF NEAR EAST AND SOUTH 
ASIA OPERATIONS, INTERNATIONAL COOPERATION ADMINIS- 
TRATION; STUART H. VAN DYKE, REGIONAL DIRECTOR, OFFICE 
OF AFRICAN AND EUROPEAN OPERATIONS, INTERNATIONAL C0- 
OPERATION ADMINISTRATION; AND COL. HARRY H. CRITZ, 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR INTER- 
NATIONAL SECURITY AFFAIRS 


Mr. Saccro. Thank you, sir. 

I will try to comply with the committee’s request. I have a brief 
statement which is introductory to the statements that will be filed 
with the committee. [To permit publication, classified portions were 
subsequently deleted. | 


AID OBJECTIVES IN NEAR EAST, AFRICA, AND SOUTH ASIA 


The Near East, Africa, and south Asia area includes the countries 
indicated on the map over there—from India on the east to Morocco 
and Liberia in west Africa. 

The central United States objective of keeping this immense and 
diversified area free of Soviet domination calls for two kinds of 
United States effort: 

First, to contribute to the long-term strength of NATO, SEATO, 
and the Baghdad Pact powers along the lines of well-established 
policies ; 

Second, to provide support to the economic development needs of 
free countries in their desperate effort to balance strained economies 
and move ahead with some measure of real progress. 

By contributing to each of these purposes, the United States can 
help to meet the immediate Soviet threat and permit solution of some 
of the pressing long-range problems which beset the area. 


MECHANISMS TO ACCOMPLISH OBJECTIVES 


To accomplish these objectives several special purpose instruments 
are needed : 

To provide defense assistance to the nations of the area with which 
we have military agreements, it would be both appropriate and bene- 
ficial to authorize appropriations for both military assistance and de- 
fense support on a continuing basis ; 

For meeting the economic development needs, a capital fund with 
continuity and flexibility is desirable. The proposal for a develop- 
ment loan fund, coupled with a continuing authorization for technica] 
cooperation, will provide the best mechanisms for dealing with the 
development problems. 
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In addition, there will be special needs for aid in the area, not related 
to military or developmental programs where requirements cannot be 
specifically identified in advance. Such needs are grouped in the 
category of special assistance, which also includes funds for unfore- 
seeable contingencies which are almost certain to arise in this area. 


AMOUNTS REQUESTED 


The size of the military assistance program for fiscal year 1958 will 
be nearly $400 million, to some small amounts from the nonregional 
military programs. This is an increase over last year’s program in 
recognition of the difficult situation confronting us in the area. 

A decrease to $202 million for defense support is accounted for, par- 
ticularly in Greece, Iran, and Pakistan, by the redefining of this aid 
category in a way to limit it to the supplying of the necessary support 
for purely military objectives and by separating out aid for the pur- 
pose of development. 

Both military assistance and defense support directed toward 
strengthening the forces of the NATO, SEATO, and Baghdad Pact 
countries in this area are essential elements of the total United States 
defense position. They indicate the soundness of the President’s 
recommendation that a continuing authorization be presented so that 
they may be included, as they appropriately should be, in the Depart- 
ment of Defense budget. As long as countries such as Greece, Turkey, 
Iran, and Pakistan are important to the United States strategically, it 
will be necessary to support their economies and plan the two types of 
programs simultaneously. 

Senator Smirn. You mean by that military assistance and defense 
support ? 

Mr. Saccro. Right, both part of the defense assistance program. 


DEVELOPMENT LOAN FUND 


To meet long-term problems of economic and political instability, 
the development loan fund will be a particularly important instru- 
ment in United States policy in this area, where a central problem for 
the United States is helping to prevent future Soviet or other external 
threats to the orderly development of the new countries in those areas. 
The basic economic problems required long-range solutions and it will 
take the continuing authority and flexibility requested for the fund to 
provide them. The very existence of the fund, moreover, should give 
political and psychological encouragement to the area and serve to 
meet the immediate problems of Soviet pressure. The chart shows 
distribution by countries of the several programs in the area. 


SPECIAL ASSISTANCE 


Special assistance has been programed specifically for several coun- 
tries which would normally have received assistance from what was 
formerly termed development assistance. The needs for which this 
assistance is provided could not qualify under the development loan 
fund. These countries and all other countries in the area, however, 
will be eligible for the development loan fund if projects meeting the 
stated criteria can be presented. 
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In addition to the programed portions of special assistance, a con- 
siderable part of the $200 million unprogramed contingency fund will 
be needed to meet the kind of requirements which were authorized 
by the Middle East Resolution. ‘To continue efforts to bring about 
solutions to the basic area problems, special assistance, largely on a 
grant basis, may well be necessary depending on developments in 
this area. 

TECHNICAL COOPERATION 


Technical cooperation is proposed at a level of $59.7 million, an 
increase of several million over past years, largely accounted for by 
the institution of new programs in Morocco, Tunisia, Ghana and some 
modest increase in several existing programs. 


REAPPROPRIATION FOR AID TO PALESTINE REFUGEES 


In addition to the above programs, reappropriation of the FY 1957 
unobligated balance amounting to $23.8 million for assistance to Pal- 
estine refugees is requested. This fund will permit continued contri- 
butions to UNRWA for relief and rehabilitation. 

I would now like to introduce into the record statements by Hon. 
William M. Rountree, Assistant Secretary of State for Near Eastern, 
South Asian and African Affairs; Mr. Norman Burns, ICA Acting 
Regional Director for Near East and South Asia Operations; Mr. 
Stuart H. Van Dyke, ICA Regional Director for African and Euro- 
poms Operations, and Col. Harry H. Critz, Office of the Assistant 
Secretary of Defense (ISA). These gentlemen are all present and 
are prepared to answer questions. 

(The statements follow.) 


STATEMENT OF WILLIAM M. ROUNTREE, ASSISTANT SECRETARY OF STATE FOR 
NEAR EASTERN, SOUTH ASIAN, AND AFRICAN AFFAIRS 


Mr. Chairman and members of the committee, I welcome the opportunity 
to discuss with you the importance of the mutual security program, which is 
before you, in achieving the objectives of the United States in the area of the 
Near East, south Asia, and Africa. 


AREA OF THE NEAR EAST, SOUTH ASIA, AND AFRICA 


Let us start with certain facts about the area at this point in history which 
underlie United States relations with it : 

The area as a whole is surging toward a new status and relationship with 
the rest of the world: 12 of the 24 nations in the region achieved independence 
in just over the last decade. There is an overriding emphasis on nationalism, 
independence, and sovereignty which symbolize the determination to exact recog- 
nition of a right to complete equality. The movement sometimes leaves a wake of 
suspicions, uncertainties, and frustrations, and generates an emotional approach 
to life. The process of working out new relationships based on mutual inter- 
ests and responsibilities is a trying one for all involved. 

There is a consciousness of the richness of indigenous cultures and of the 
past achievements and present potentialities of the vast population resources. 
Complicated adjustments are in progress between this heritage and the new 
concepts being pressed upon the area from the outside world. 

Even the proven natural resources are phenomenal! Without the oil of the 
Middle East, Europe’s economy would soon falter. The closure of the Suez 
Canal drove this point home. The uranium of Africa is needed for our own 
military and peacetime atomic energy program. These are but two of the 
abundant resources of the area. 

The region offers important markets for our own commerce and that of 
Western Europe. Rising consumption means a sharply increased demand, es- 
pecially for agricultural commodities. 
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It is strategically located both from a war and a peacetime viewpoint. Nations 
of the area have important military facilities of their own and are the sites 
of United States military facilities which together contribute directly to our 
own security and to that of the entire free world. Much of the world’s commerce 
transits the area’s maritime passages, and international air routes sweep over 
most of the region. 

Contrary to popular impressions the area is not a homogenous united one. 
You cannot apply the same rule of thumb to nations in the heart of Africa and 
in the Indian subcontinent. With respect to level of development, resources, 
political maturity, and culture, they cover the range of the spectrum. 

Intra-area disputes include some of the most pressing in the world, generating 
untold bitterness and waste of resources. Often these problems are the focus 
of attention for peoples and governments. 


COMMUNIST DESIGNS IN AREA 


International communism is now making the area a primary target. The 
first step in its strategy apparently is to destroy relations between this region 
and the Western World, preparatory to establishing its own domination. The 
Communists are showing ingenuity and effectiveness in their techniques. 
Threats and naked force are downplayed. Instead the Soviet bloc, including 
Communist China, speaks of “anti-imperialism,”’ respect for sovereignty, and 
support in intra-area quarrels. There is no compunction against taking both 
sides at once. These tactics are accompanied by alluring trade offers, and 
financial and technical assistance in economic development. To inexperienced 
eyes the pitfalls are often hard to detect. 


AREA’S ATTITUDE TOWARD UNITED STATES 


A fact of which we often fail to take adquate account is the high respect in 
which our own country is held. President Eisenhower is known as a man sin- 
cerely interested in peace and guided by high principles. I do not mean to 
say that many of our policies are not castigated, but on the whole there is con- 
fidence in our intentions and readiness to experiment in working with us. 
This attitude is shown by the reception accorded the joint resolution on the Mid- 
dle Bast. 

UNITED STATES OBJECTIVE IN AREA 


Given these facts, what is the United States objective in this tumultuous, 
volatile, awakening area? 

In broadest terms, it is to foster, in the enlightened self-interest of each,) 
growing cooperation between the peoples and governments of the area and those/ 
of the United States, and their identification of their own future with ours. 

What does attainment of this objective require? 

We must, first of all, convince the governments and peoples that we unhesi- 
tatingly, without reservation, respect their national independence and their 
right to a sovereignty as free and unfettered as our own. We seek to impose 
nothing upon them; to extract nothing from them. Our relations are were) 
squarely on the concept of cooperation for mutual benefit. 

Second, we need to lend a helping push along the path to economic and social 
development. New knowledge of the possibility of a better life and the impulse 
to attain this goal is a force which will not be dammed up. The peoples are 
determined to move toward this end, accepting whatever risks or sacrifices are 
needed. The question is not whether, but how they will achieve accelerated 
economic growth. It is in our interest and theirs for us to assist, thus avoid- | t 
ing resort in desperation and frustration to the bait held out by international | 
communism. 

Third, we must make clear to the peoples of the area what international com- 
munism means to them in fact in terms of their own aspirations for independ- 
ence, economic progress, and development of their inherent human capabilities. 
There has been much talk of communism in the region, but little personal experi- 
ence. Thus, it is a question of carrying conviction, exposing the Communist! 
myth, and proving in visible form the superiority of what we have to offer. 

Fourth, we need to impart a sense of security against international communism, 
especially in those countries most exposed geographically; the conviction that if 
attacked overtly or covertly they will not stand alone but will receive the backing 
of a strong friend. For this purpose we need to place ourselves in a position 
to help our friends, at their request, to respond effectively to any aggression. 
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The joint resolution on the Middle East has made an important contribution in 
this respect. 

Fifth, we must be prepared to assist in seeking adjustments to intra-area dis- 
putes, basing our position constantly upon principles of justice and world law. 
We cannot, of course, as the Communists do, support one side regardless of the 
merits. If we hew persistently to fundamental principles in our approach, we 
will gain respect and we will see progress, even if slowly, toward accommodations 
on these complex matters. 

Finally, the Communists are fond of accusing the United States of either 
fronting for or substituting for the ‘‘western imperialists.”” We must show the 
people of the area that despite close ties with our western friends, we will be 
guided by principles of international law and the Charter of the United Nations 
in considering disagreements affecting nations in the Near Eastern, South Asian, 
and African area, as elsewhere. This is necessarily a two-way matter. The 
same principles should be adhered to by countries in the region in their relations 
with the rest of the world. This subject poses for us a most important and 
delicate task. 

POLICY TECHNIQUES 


What are the policy techniques used to accomplish our purposes? A few 
illustrations will show their wide variety. 

Joint action by the legislative and executive branches.—On January 5, Presi- 
dent Eisenhower, recognizing the increasing threat posed by international com- 
munism to the Middle East proposed a new American doctrine for that area. 
This was set forth in a joint resolution of the Congress. The doctrine covered 
both action by the United States in the event of armed aggression by a state 
controlled by international communism and action to counter subversion through 
the extension of economic and military assistance. The states in the general 
area of the Middle East weleomed this declaration of United States willingness 
to assume a new responsibility to help them at their request against international 
communism. The success of Ambassador Richards’ recent trip to the Middle East 
attests to this fact. 

International conferences.—Following Egypt’s nationalization of the Suez 
Canal in July 1956, a series of international conferences were held by the 
nations affected, which sought to find solutions respecting the sovereignty of 
Egypt and the interests of the users of the canal. Unfortunately, a satisfactory 
resolution of this problem has not yet been achieved. The various meetings of 
the Bagdad Pact, which the United States attends as an observer, are another 
example of international conferences to work on mutual problems. The pact has 
made notable progress during the past year. 

The United Nations.—This world body showed what it could do in acting 
promptly and decisively to bring an end to hostilities in Egypt. The UNEF, now 
stationed in certain key areas, contributes importantly to tranquility. We are 
determined to work with and through the United Nations in seeking resolution 
of differences within the area. 

Direct diplomatic negotiations —These are often of a highly confidential nature 
so that their details must remain unpublished. However, this type of activity 
is constantly in progress. Its results may be seen in the conclusion of new agree- 
ments for military facilities, in commercial treaties, and in the adjustments of 
problems which constantly arise between nations. 

Information activities—These assume particular importance in the Near 
Eastern, south Asian, and African area because of the intensive work of Com- 
munist propagandists, the unfortunate assistance lent their efforts by certain 
elements which fail to understand their true significance, and the need for clearer 
understanding of what communism is and how it works. For example, the output 
of our information agencies successfully brought to the attention of a wide area 
audience the salient features of the joint resolution on the Middle East and stim- 
ulated interest in the Richards mission. 

The mutual-security program is another and an indispensable instrument of 
United States foreign policy whose value has been proven starting with its suc- 
cessful use in Greece and Turkey in 1947. The mutual-security program provides 
assistance, first of all, to the United States in the attainment of its policy objec- 
tives. Fortunately, for us, we are able to help ourselves by advancing the inter- 
ests of other free countries. As the President has said, the program is a vital 
cog in the total United States fight for peace against international communism, 
a fight we can lose only at the expense of war or our heritage. 

There is always room for improvement, and constant adjustments have been 
made in the mutual-security program to this end over the past 10 years. The bill 
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now before you reflects careful studies made by the legislative branch, the execu- 
tive branch, and private institutions. I am convinced that the present program 
will contribute more effectively than ever to the ends we seek. Particularly im- 
portant are the provisions for increased flexibility, continuity, the division of 
the program into distinct components, and the elimination of levels of economic 
aid for individual countries. 

Each component of the mutual-security program will make a specific contribu- 
tion to our efforts in the Near Eastern, south Asian, and African area. 


MILITARY AID PROGRAM 


The mutual defense assistance program, clearly a part.of our total military 
defense, provides both for actual hardware and for economic costs of maintain- 
ing military forces beyond the capacity of the country. The program does two 
things: 

(1) It provides additional fighting forces for the free world to be used 
in combat in case of attack by international communism, and 

(2) It enables the individual countries to insure their internal security 
against subversive efforts by international communism. 

I would like to stress the importance of the defense-support provisions. This 
question of defense against international communism can only be considered 
in its entirety. Military defense and defense against subversion are interrelated 
parts of the same problem. We would be playing into the hands of the Commu- 
nists if we obliged area countries to support unaided the cost of maintaining 
their armed forces. They should make a reasonable contribution, but in many 
countries covering the entire cost would result in their erecting one type of de- 
fense while paving the way for attack from a different direction, i. e., subversion. 
Protection against subversion requires economic advancement. 

In the area of my primary interest, a large part of the funds from this program 
will go to countries which are allied with us in NATO or SEATO, or which are 
members of the Baghdad Pact. All of these organizations have as their purpose 
defense against international communism. These countries, together with others 
receiving defense assistance, are thoroughly awake to the danger and are deter- 
mined to work with us in repelling it. 

It is in our interest to help them, and on a planned basis. In this respect, 
the request for permanent authorization and for availability of funds until ex- 
pended is particularly important. 


DEVELOPMENT LOAN FUND 


The development loan fund.—I mentioned previously the determination of the 
peoples of the area to proceed with economic development. They need help to do 
so. The prospect of orderly development, with sympathetic assistance from the 
United States and other free-world countries, is the best assurance of political 
stability with orderly, constructive growth and identification of the area’s future 
with ours. The loan fund will permit careful planning and will provide an in- 
ducement to area governments to devote their own available resources to enter- 
prises building up the economic base of their countries. A theme we constantly 
stress is self-help; the major effort must come from the peoples and govern- 
ments themselves. The United States can contribute only a relatively small addi- 
tional increment. But it is important that we make such a contribution on a 
planned, businesslike basis, for soundly conceived activities. The development 
loan fund includes part of the $200 million President Eisenhower said he would 
request for the next fiscal year to carry forward the American doctrine for the 
Middle East. 

SPECIAL ASSISTANCE 





Special assistance.—Events of the past in the area of my primary responsibility 
have made only too clear the number of emergency problems that arise. To cope 
with the concentration of international communism on this area, we must be able 
quickly to seize opportunities and respond promptly to any sudden threat. A 
portion of the $200 million mentioned by the President as required for fiscal year 
1958 for the Middle East doctrine is included in the funds requested in this 
section. The fund will substitute for section 3 of the joint resolution and enable 
us to carry forward the work of Ambassador Richards. You have heard him 
testify regarding the effectiveness of this approach. 

It is our firm intention to use the development loan fund whenever possible, 
but in certain circumstances economic assistance must be extended to accom- 








244 MUTUAL SECURITY ACT OF 1957 


plish immediate results. In.some such cases loans are obviously unsuitable. An 
example is the aid given to Jordan in the recent crises. There are also a few 
instances when the economic conditions of countries in the Near East, south Asia 
and Africa are such that they cannot be expected to service loans, but it is never- 
theless in our mutual interest to extend assistance. 


TECHNICAL COOPERATION 


Technical cooperation.—The dividends this type of program pays, both to the 
lenders of skills and the borrowers, have been clearly demonstrated. There is a 
desire for knowledge of United States techniques throughout the area, which we 
have only begun to fill. We do not recommend substantial change in this already 
proven effective instrument of United States policy, but we do believe that our 
experience demonstrates the need for continuing authorization for the program. 


PALESTINE REFUGEES PROGRAM 


While you will be hearing from other witnesses on the multilateral and other 
programs, I would like to mention specifically one matter of particular concern 
to me: the Palestine refugees. Until a permanent resolution of this important. 
problem is found, we have an obligation to continue to cooperate in providing re- 
lief and rehabilitation. The program involves only the use of already appro- 
priated funds. 

I have tried to set forth briefly, and necessarily in general terms, the relation- 
ship of the mutual security program to the Near Eastern, south Asian and 
African area. Recent events have given us a new chance to move forward in co- 
operation with the governments and peoples of the area. The mutual security 
program, including all of its individual components, forms an integral part of our 
total effort to do so successfully, thereby advancing the fight for peace and 
stability in this vital part of the world. 


STATEMENT BY NORMAN Burns, Actine Director, Orrice oF NEAR EAST AND 
SoutH Asta OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


AREA OF NEAR EAST AND SOUTH ASTA 


Mr. Chairman and members of the committee, the Near East and south Asia, 
as here defined, includes Greece, Iran and Turkey; the Arab States (Egypt, 
Iraq, Jordan, Lebanon, Sudan, Syria and the Arabian peninsula) ; Israel; and 
the south Asian countries of Afghanistan, Ceylon, India, Nepal and Pakistan. 


AMOUNT REQUESTED FOR AREA 


Our request for appropriations for mutual defense assistance programs and for 
economic and technical cooperation will include $640.1 million for this area in 
fiscal year 1958, as compared with estimated obligations of $803.5 million during 
fiscal year 1957. The fiscal year 1957 figure includes $137.9 million in obliga- 
tions undertaken pursuant to the provisions of the Middle East resolution. The 
total requested for fiscal year 1958 includes $616.3 million in new obligational 
authority : $384.5 million in military assistance for Greece, Iran, Iraq, Pakistan 
and Turkey, $25.4 million more than was provided to the Near East and south 
Asia in fiscal year 1957; $170 million in defense support for Greece, Iran, Paki- 
stan and Turkey, $45 million below the fiscal year 1957 obligations ; $48 million 
for technical cooperation programs in the entire region, as against $43.9 million 
in fiscal year 1957; and to be included in the new category, special assistance, 
$13.8 million is programed. The balance, $23.8 million for Palestine relief and 
rehabilitation, represents a request for authority to carry over the unobligated 
balance of prior appropriations for this purpose. 

It will be noted that there is no request for the category of aid designated in 
former years as development assistance—that is, development assistance pro- 
gramed in advance—as this category has been eliminated from the new mutual 
security bill. Development assistance accounts for $164 million of the total 
$803.5 million estimated obligations in fiscal year 1957. 

The military assistance programs are being outlined and discussed by the 
Department of Defense witness. I shall describe the defense support program, 
the«technical assistance: program, and the modest. special assistance program. 


RT 
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I shall also indicate some of the potential applications of the proposed new 
development loan fund in the Near East and south Asia region. 


DEFENSE SUPPORT 


Defense support is provided when a country to which the United States is 
supplying military assistance is unable to support a specified level of indigenous 
defense effort without United States aid over and above military assistance, or, 
less frequently, when United States assistance is necessary to assure that 
United States military forces may have the use of military facilities or other 
military rights within the country. The level of defense support provided—over 
and above military hardware and troop supplies—is that required to make pos- 
sible a specific contribution by that country to the common defense. The end 
result sought is the achievement of a particular military force level, and any 
economic benefits that may also accrue are incidental to the military objective. 

In the typical defense support program—where the United States furnishes 
assistance to permit the maintenance of forces at a level higher than could 
be supported by a country’s indigenous resources—the amount of such assistance 
is that necessary to permit the country to maintain the desired force level with- 
out significant economic deterioration. Should the economy decline as a result 
of military overcommitment, the net effect would be either a large future require- 
ment for United States assistance or an undesirable cutback in the agreed-upon 
military program. Defense support as now defined is not intended to foster 
an economic growth greater than that required to attain military objectives. 
Defense support in prior years included a factor which enabled true economic 
development, This factor was, in many instances, provided on a loan basis. 
Under the proposed fiscal year 1958 program, this additional assistance would 
not be provided as defense support. A country needing additional assistance 
for specific development programs or projects would apply under the proposed 
development loan fund. 

The defense support program proposed for fiscal year 1958 for countries in 
the Near East and south Asia region amounts to $170 million, and would be 
supplied to Greece, Iran, Turkey, and Pakistan. This compares with $215 
million for these same countries in fiscal year 1957, and reflects (1) the more 
restrictive definition of defense support, as set forth above, and (2) in some 
instances, the growing ability of these countries to support their own military 
efforts. It does not indicate any cut in quality or number of forces being 
maintained. 

These four countries, together with Iraq (which is able to maintain its de- 
fense program without economic support, although it depends on and receives 
military end item assistance) are participants in collective security arrange- 
ments supported by the United States: Greece and Turkey in the North Atlan- 
tic Treaty Organization (NATO); Turkey, Iran, Iraq, and Pakistan in the 
Baghdad Pact; and Pakistan in the South East Asia Treaty Organization 
(SEATO). Their combined force contribution amounts to more than a million 
men, and combined defense expenditures from their own resources will exceed 
$900 million in fiscal year 1957. With United States assistance, these countries 
maintain significant military establishments and are developing strategically 
useful facilities for defense in an area in which the United States has a vital 
interest and to which United States forces would have access in time of war. 
United States assistance provides the marginal support required to maintain 
these forces: Military assistance and defense support together will require 
$554.5 million in fiscal year 1958—a small fraction of the amount required to 
maintain an equivalent strength in United States forces. The annual cost of 
defense support is about $160 per man in the armed forces of these nations. It 
should be noted that it costs over $6,000 per year to transport and maintain a 
United States soldier abroad. 


COUNTRIES FACING BALANCE OF PAYMENTS DIFFICULTIES 


Of the four countries receiving defense support, Greece, Turkey, and Pakistan 
are faced with balance of payments difficulties. Funds provided to these coun- 
tries finance essential imports of food, materials, and supplies for which their 
Own resources are inadequate and on which maintenance of production and con- 
sumption depend, if the defense program is to go forward as intended. While 
Iran’s balance of payments is more favorable, Iran still depends upon the sup- 
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port which the United States commitment to the military construction program 
provides. 

In the three countries suffering from balance of payments problems—Greece, 
Turkey, and Pakistan—the adequacy of the proposed programs depends on favor- 
able crop and production developments in the coming year and on the further 
assumption that with the continuing authority under Public Law 480, United 
States agricultural surpluses will be available for these countries as needed to 
help meet food and feed needs beyond domestic production and foreign exchange 
availabilities. Forward projections involve many variables and cannot be 
forecast with exactitude. Our estimates of aid requirements have been nar- 
rowed down to the point where a further reduction would prejudice the achieve 
ment of the support objective—an objective which is, in the final analysis, an in- 
trinsic element in the total United States military objective. 


ECONOMIC AND TECHNICAL ASSISTANCE 


The Near East and south Asia is typical of what is generally known as the 
underdeveloped countries. Yet this phrase is only half-descriptive of these 
countries, for it covers only a part of their true situation. That they are under- 
developed is true. But more important, they have recognized their difficulties 
and are determined to overcome them. They are marshaling their forces to 
attack their critical problems: Resource deficiency, underutilization of available 
resources, and lack of basic skills and of managerial training. They have 
launched a concerted effort to emerge from the poverty which has characterized 
the area. We think of them, not as underdeveloped, but as emerging countries, 
destined to play an increasingly significant role in the decades ahead. 

For a number of years, it has been the policy of the United States, as ex- 
pressed by the Congress and by the President, to assist these emergent countries 
in planning their development within the framework of a free-choice society. 
This policy is soundly grounded in the belief that only within such a context 
can these nations realize their aspirations and develop their resources to the 
maximum benefit of their own peoples—and only in a world in which a free- 
choice society prevails can we foresee long-range peace and security for the 
United States. 





SUCCESS OF PROGRAMS IN THE AREA 


This has been a cornerstone of our foreign policy for a decade. Over that 
period, the International Cooperation Administration and its predecessor agen- 
cies have been a major instrument for the attainment of our goal: The promotion 
of sound economic development within a free-choice society. Even in the trou- 
bled Near East and south Asian region, United States programs have achieved 
a substantial degree of success. A notable degree of physical progress has already 
taken place. 

The extent to which our programs in this area have been successful should 
not be judged by comparison with similar activities in the United States. Rather, 
they should be measured against the situation in the particular country at the 
time of the program’s inception, Further, and more important, a citation of the 
numbers of technicians trained or of acres brought under cultivation tends to 
obscure rather than clarify the major long-range tasks of the economic and tech- 
nical effort: (1) to induce changes in basic attitudes toward and methods of 
attacking problems and (2) to create within each country the institutions which 
will permit a sustained attack on such problenis after the termination of United 
States assistance. The problem is not merely a mechanical transfer of skills and 
equipment, although a substantial supplementation of local resources, human, 
and material may be required. 

Over the approximately 6-year span of the technical cooperation program in 
the Near East and south Asia region, and the shorter time within which develop- 
ment assistance has been provided, it has been possible to make a good start in the 
basic changes in attitude and approach which must underlie self-sustaining eco- 
nomic development. This has included the training of individuals in particular 
skills and the transfer of equipment. More important, it has included a gradual 
but discernable acceptance by officials at the decision level of western concepts of 
development; the adaptation of these ideas to the conditions prevailing in the 
country; and the integration of these ideas into the conceptual framework of 
responsible ministries. Moreover, the program has broadened the basic training 
of future leaders and increased their understanding of free-world methods. 
Teachers have been trained, not only in specific skills but in the transmittal of 
their learning to others. To a degree which is not yet adequate, public admin- 
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istrators and leaders have been assisted and trained in the vital area of making 
maximum use of the resources available to their economies. 

These are areas of progress which are not susceptible of precise measurement. 
Yet this is the type of progress which is necessary to insure continuity in the 
development process after the termination of United States aid; and, equally 
important, of continuity of development within the framewerk of a free choice 
society. 

This is not intended to imply, however, that the program has not produced 
significant results which are also tangible. An editorial written by the present 
Greek Minister of Commerce on the 10th anniversary of the beginning of assist- 
ance to that country is a particularly moving expression of the Greek Govern- 
ment’s attitude toward the aid program, Minister Papaligouras wrote: 

“Present-day Greece compared to Greece in 1947 testifies to the remarkable 
success of the American policy * * *. 

“Thanks to American assistance and to its own tremendous sacrifices the 
Greek people were able, not only to face along with the bandit war, the restora- 
tion of its economy dislocated during the preceding 6 years, but also to lay the 
foundations for its reorganization upon a new rational basis by starting a 
more intense and up-to-date development of the country’s natural resources. 
Along with the aid funds there was imported into Greece the modern technical 
spirit, and new methods of organization in the principal production sectors were 
disseminated. Technical assistance given in this field is undoubtedly of equal 
value to the economic assistance in the narrow sense of the word * * *. In order 
to survive as a nation we must become able to adjust ourselves to the new inter- 
national technical and economic conditions of production and acquire a sense of 
the complex organizational problems whose settlement is the prerequisite for a 
smooth functioning of modern economy * * *. 

“American aid covers an organic gap of Greece’s economy and not simply acci- 
dental and temporary deficits in the balance of foreign payments. 

“That is why it is meaningless to look for concrete projects financed directly 
with either aid funds or counterpart funds for the simple reason that most invest- 
ments, public and private, even those not financed with aid funds, would not 
have been possible if United States aid did not meet the overall balance deficit. 
Strictly speaking there is no productive project, public or private, that is not 
due also to American aid. 

“The terms under which American assistance is granted and the wider objec- 
tive it pursues—maintenance and defense of democracy—afford us the right to 
receive the assistance offered without compromising our national dignity and 
pride.” 

AMOUNTS REQUESTED 


From the inception of the mutual security program through fiscal year 1956 
cumulative obligations under the developmhent assistance and technical coopera- 
tion programs in the Near East and south Asia region have totaled $1,004.2 
million ; estimated obligations in fiscal year 1957, including the Palestine refugee 
program amount to $229.4 million. The proposed economic and technical coop- 
eration program for fiscal year 1958 is $85.6 million, including a requested $23.8 
million carryover of prior year funds for the Palestine refugee program. The 
bulk of the fund request—$48.0 million—covers technical cooperation; and the 
balance, $13.8 million, is an earmarked portion of the new category, special 
assistance. The $85.6 million represents the total amount of preprogramed 
development assistance in fiscal year 1958. 

Programs proposed for economic and technical cooperation for fiseal year 1958 
were also developed, as noted above for defense support, on the assumption that 
supplies of surplus agricultural commodities would continue to be available, as 
in the past, under the authority of Public Law 480, to supplement the aid program 
and to help offset any possible emergencies arising from natural destruction of 
local agricultural production or interruption of normal supply. 





DEVELOPMENT LOAN FUND 


The document laid before you sets forth in detail the fiscal year 1957 program 
objectives and composition of the defense support and economie and technical 
cooperation programs for Near East and south Asia, country by country. It 
does not, however, address the general character or potential effectiveness in 
meeting country and regional problems in this area of the major new feature of 
the proposed fiscal year 1958 mutual security program—the development loan 
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fund—for which an appropriation of $500 million is requested for fiscal year 1958 
and for which authorization for $750 million annually is requested for fiscal years 
1959 and 1960. The proposed capitalization of the development loan fund covers 
anticipated global requirements; it is not restricted to requirements in the 
Near East and south Asia. 

It would not have been possible to operate under the fund concept at the 
outset of our activities in the emerging countries. It was essential, during the 
first stages of our efforts to assist their development, to help these countries 
to establish a framework within which country development plans could be 
formulated. During this period, as planning competence was enhanced through 
technical cooperation, the United States provided firm annual amounts of for- 
eign exchange assistance within which development plans could be formulated. 
We now believe it possible and desirable to break away from this guaranteed 
level of aid concept, leaving to the countries the burden of submitting docu- 
mented requests for assistance for special activities, within a soundly conceived 
long-range assessment of their resources and potential plans. The United States 
will be under no obligation to accede to all requests which a country may sub- 
mit; there is no concept of a blanket underwriting of all possible development 
projects. However, Secretary Dulles has already established the three basic 
minimum criteria of acceptability of programs or projects under the fund: tech- 
nical feasibility, contribution to the country’s economic growth, and unavail- 
ability of funds from alternative sources. 


OPPORTUNITY AND CHALLENGE OF DEVELOPMENT LOAN FUND 


The fund offers to these countries an opportunity and a challenge. It offers 
to the United States the chance to support fully documented development ef- 
forts submitted by the countries themselves and reflecting their own ideas of 
their priority needs, without the danger of succumbing to the pressure to hurry 
planning which is virtually unavoidable and even implicit in purely annual 
program cycles. It provides assurance that the United States can address in- 
telligently the documented development plans which these countries produce. 
In brief, we believe that the fund concept will accelerate economic development 
by leading these countries to undertake the steps necessary to prove their need, 
not for an annual level of development assistance, but for funds required to 
supplement their own resources to carry out sound, evaluated development ef- 
forts. 

ABSENCE OF ILLUSTRATIVE PROGRAMING 


The proposed capitalization requested for the fund does not represent an 
addition of preengineered projects for which we propose to earmark funds, by 
project and by country. Past performance demonstrates that the distribution 
of development assistance funds by country, even on an illustrative basis, tends 
to be regarded by foreign countries as implied commitments from which we 
can disengage only at some cost in terms of United States objectives. We have 
made no such illustrative distribution or project listing: to do so might lend an 
appearance of an offer to finance specific United States proposed projects. The 
purpose of the fund is to enable the United States to respond effectively to gen- 
uinely well prepared plans and proposals for development, not necessarily within 
the framework or subject to the specific incidental pressures of an operational 
year or even 3 years. It is the combination of no-year expenditure and the 
break with the tradition of preplanned annual country programs that makes the 
fund such a powerful stimulant to development. 


LONG-RANGE DEVELOPMENT PLANS IN AREA 


An indication of potential demand on the fund is afforded by analysis of long- 
range national development plans already in existence. There has been no short- 
age of planning in the Near East and south Asia. Country development plans 
have been evolved by a large number of the countries in the area. India’s com- 
prehensive first and second 5-year plans are the most widely known. Iraq and 
Iran are engaged in substantial long-range efforts which they are funding from 
their own resources. Pakistan, Afghanistan, Nepal, and Ceylon have adopted or 
have less formal development plans which project activity over a considerable 
period of time. A number of these plans, formal and informal, have not been 
fully costed ; they consist of projects desirable of themselves or estimated orders 
of magnitude of investment desired to achieve certain objectives but not neces- 
sarily integrated with each other or in harmony with nondevelopment elements 
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of the economy. In some instances, there has been inadequate assessment of the 
feasibility and phasing of the plans as related to available resources, indigenous 
or foreign. 

For all their inadequacies, these development plans do give evidence of the 
economic areas to which countries have assigned primary attention in their 
thinking. They also provide a rough order of magnitude of fund requirements 
over a defined period, with some indication of the gap between total requirements 
and available indigenous resources, of foreign exchange deficiencies, and of an- 
nual phasing of requirements. 

Recognizing the limitations implicit in analysis of these plans at this stage, 
it is nevertheless significant that the Near East and south Asia countries pro- 
pose investment in economic development of more than $20 billion to $25 billion 
equivalent over the next 5 to 7 years, with a foreign exchange component of $6 
billion to $8 billion equivalent, of which $3 billion to $4 billion represents a poten- 
tial gap for which known provision has not been made. This would suggest an 
average annual uncovered foreign exchange gap—or potential source of requests 
to the development loan fund—of about $600 million. 

As an alternative to analysis of gross orders of magnitude of potential demand 
on the fund as revealed by funding gaps acknowledged in long-range country de- 
velopment plans, it is possible to estimate the potential capital requirements for 
individual development activities which have been proposed to meet problems in 
the area. 

Simple examination of the economies of countries in the Near East and south 
Asia reveals the nature of general development objectives sought and problems to 
be faced: fuller utilization of sometimes ample but uncontrolled or maldistrib- 
uted water resources; development of potentially valuable mineral resources, in- 
cluding beneficiation and processing; development of power, transportation and 
communications systems which will open the possibilities of private commercial 
development; establishment of facilities for fuller use and distribution of limited 
food supplies; and, particularly important to the stimulation of indigenous and 
foreign private investment, the development of financing institutions. 


POTENTIAL APPLICATIONS TO DEVELOPMENT LOAN FUND 


While we do not possess the engineering data to provide accurate cost estimates 
of individual proposals already suggested throughout the area to overcome these 
problems and meet some of these objectives it is possible to forecast an approxi- 
mate order of magnitude of development projects of the kind that countries in 
the area might present to the fund. The following table indicates overall costs, 
foreign exchange costs, total and annual potential applications to the develop- 
ment loan fund, fiscal years 1958-60, for activities in four key sectors. All the 
figures are stated in millions and expressed as dollars or dollar equivalents ; sub- 
totals and totals have been rounded ; component ranges have been taken at mid- 


point. 
{In millions of dollars] 


Development loan fund 











Total Foreign Pa or 
cost exchange 
Fiscal | Fiseal Fiscal Total 
year 1958 | year 1959 | year 1960 

Natural resources, agriculture, and 
BORGES nesnso-00 mas pata 1, 755 | 730 | 160 | 165 | 170 495 
Transportation and communications__.--_-| 2,970 | 1, 210 175 | 165 | 95 435 
Lending and financing institutions__- ; 500 1, 090 195 155 165 515 
Multinational and regional projects. _.__- 1, 605 795 | 110 155 120 385 
peenetes. cul alt. 493. waited. 6, 830 | 3, 825 | 640 640 550 | 1, 830 


These figures are neither a complete measure of potential requirements nor an 
accurate measure of the requirements which they purport to represent. Further, 
there is no indication that all of these would be submitted to the development loan 
fund for financing. Account has been taken of anticipated availabilities from 
domestie sources and other public and private lending institutions, and effort 
would be made to maximize use of such sources of funding. The totals are 
merely suggestive of a potential demand over approximately the next 3 years to 
meet a recognized resource deficiency in Near East and south Asian countries, 
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and provide a useful check on the accuracy of the estimated demand derived from 
examination of the long-range country development plans, Other presently 
known or foreseeable requirements of coordinated effective resource development 
of the area, few if any of which could be seriously addressed before 1960, have 
not been included in this summation. The cost of these has been crudely ap- 
proximated at $2 billion to $3 billion and the foreign exchange component would 
be a substantial portion of this total. 

As a further check on these gross orders of magnitude of investments which 
countries may be expected to make, it may be noted that, exclusive of defense 
expenditures and private sector investments, capital expenditures of the Near 
East and south Asian countries are budgeted at over $3.7 billion equivalent in 
fiscal year 1957, as against nearly $3 billion in fiscal year 1956. This last figure 
represented a per capita investment of about $5 in fiscal year 1956. 


SPECIAL ASSISTANCE 


Although the development loan fund represents a long step forward in full 
national responsibility for the effectiveness of development planning and realiza- 
tion, it is recognized that, in a very few instances, countries may face financial 
or institutional problems too severe to permit full reliance upon loan assistance 
to resolve their development problems. Nevertheless, their development may be 
as much in the United States interest as that in countries whose plans and 
economic situation permit the more sophisticated approach of the fund. In 
some instances, described in the document presented to you, advance programing 
similar to that characterizing former operations under the development assistance 
account (sec. 201) in fiscal year 1957 and prior years has been proposed for 
fiscal year 1958, to provide the sum of $13.8 million for such special assistance 
in the Near East and south Asia. This amount, together with the $48 million 
for technical cooperation programs, constitutes the entire request for new obli- 
gational authority for preplanned economic and technical-assistance programs 
of a developmental nature in this region. 

It is understood that every element of the situation in the countries of the 
Near East and south Asia cannot be foreseen exactly for a year ahead; natural 
disasters may upset any neat calculation of the adequacy of economic resources, 
and economic problems may arise that are beyond the control of any one country 
affected. While some potential problems of maintaining or promoting political 
or economic stability can be foreshadowed in principle, it may not be possible 
to attach an appropriate estimate of detailed requirements such as would permit 
inclusion in regular program plans at this time. 

It should be noted, further, that the basic causes of instability and unrest 
which led to the President’s fiscal year 1957 request for special authority in the 
use of mutual-security funds in the Middle East have not disappeared. At the 
time of his request, the President indicated his intention to ask for comparable 
authority in fiscal year 1958. That authority is implicit in the special assistance 
fund. Although the preprogramed amount of special assistance proposed for the 
Near East and south Asia is $13.8 million, a substantially larger portion of 
these funds might be devoted to carrying forward the efforts already instituted 
by Ambassador Richards. 

It is our intention to use the development loan fund whenever possible; but 
in certain instances loans may not prove suitable and special assistance may 
have to be extended to accomplish immediate results. For these purposes, the 
contingency reserve provides approximately $200 million for worldwide use. 


PUBLIC LAW 480 


In addition to dollar assistance provided under the mutual-security program, 
the United States has provided another form of relief to the hard pressed ex- 
change budgets of countries in the Near East and south Asia. Under title I 
of Public Law 480, the United States has sold about $675 million (market value) 
in surplus agricultural commodities to countries in the area. Of this total, the 
sales agreements provide that over $365 million of the proceeds may be loaned 
back to the purchasing country for such purposes as the promotion of balanced 
economic development and trade among nations. 

While Public Law 480 sales represent an immediate charge in terms of its 
own currency to the purchasing country, and reloan of the local currencies a 
future obligation to repay, the Public Law 480 program in certain instances 
provides genuine balance-of-payments relief to the purchaser. In other in- 
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stances, because of the requirement that recipient countries continue to import 
their normal quantities of commodities so as not to disrupt normal world trade 
patterns, the effect of Public Law 480 is not to save foreign exchange but rather 
to permit an increase in consumption of such commodities. With proper plan- 
ning, this in turn provides an opportunity for accelerating the development 
process. In formulating our fiscal year 1958 mutual-security program we have 
assumed the continued availability of surplus agricultural commodities for sale 
under Public Law 480 in an amount not less than the annual average provided 
since the inception of the Public Law 480 program. In the absence of such avail- 
ability, requirements of a number of countries with severe balance-of-payments 
problems would be substantially higher, even if per capita consumption stand- 
ards were to be reduced below expected levels. While the Public Law 480 pro- 
gram is keyed to the reduction of United States agricultural surpluses, and to 
the development of additional markets for United States agricultural commodi- 
ties, its impact upon economic development abroad has been positive and sub- 
stantial. 
NEW LEGISLATIVE PROVISIONS 


In addition to the basic shift in approach embodied in the development loan 
fund, four features of the proposed legislation emerge as crucial to a more efti- 
cient administration of the mutual security program. The underlying assurance 
of continuity of United States interest which is afforded by continuing authority 
would permit a more even pace of program relations with other countries and 
more orderly and businesslike procedures. It would be easier to rationalize 
operations so as to limit current obligations to those required to meet anticipated 
current expenditure requirements, since it would be clear from the expression 
of legislative intent that the United States would continue its support for achieve- 
ment of certain defense and development objectives. The value of such a pro- 
vision is not limited to defense support or economic development. Technical 
cooperation objectives, by their very nature, demand a long-term point of view 
and assurance of ability to continue support as determined to be necessary 
even though all requirements cannot be foreseen and should not be prefinanced. 
Technical cooperation in particular would suffer if the program approach from 
either the United States or participant-country side reflected any wide fluctua- 
tions of interest or periodic gaps in availabilities. The essential element which 
continuing authorization would afford is the opportunity to improve the planning 
of program phasing. The availability of technical cooperation funds for obli- 
gation over for a period of 3 months after the end of the fiscal year, instead 
of the current practice of requiring obligation of such appropriated funds by 
the close of the fiscal year, would contribute to efficient programing, since it 
would allow more time to complete the necessary investigations, preliminary 
examination of recruiting prospects, and other implementation problems, so 
that obligation would be closer to true ability to initiate rapid implementation 
of program agreements. 

In the Near East and south Asia area particularly, solution of many of the 
defense support and development problems involves patient, orderly and con- 
tinuous effort over a rather long period of time. The effect of natural obstacles, 
technical lacks, failures of supply and fulfillment slippage by participants, by sup- 
pliers, and by MSP cannot all be precisely foreseen. Reasonably careful and 
conservative programing may nevertheless require substantial commitments to 
permit proper ordering, contracting and development phasing. To preserve the 
most desirable patterns from the point of view of development objectives or 
defense support needs, it is vital to assure the continued availability of once- 
committed funds until program fulfillment is attained. 


STATEMENT OF STUART H. VAN DYKE, REGIONAL DIRECTOR FOR AFRICA AND EUROPE, 
INTERNATIONAL COOPERATION ADMINISTRATION 


AFRICA’S ECONOMIC REQUIREMENTS 


Mr. Rountree has explained that the newly awakened and increasing expecta- 
tions of the peoples of the African area for material and political advance make 
inevitable a major increase in their efforts to accelerate African economic growth. 
The question is no longer “whether,” but “how” they will do it. Mr. Rountree 
has also pointed out the basic political interests of the United States in being 
constructively associated with such economic growth. I would like to add a 
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few comments on the broad economic implications of United States interests 
vis-a-vis Africa, and then go on to explain the ICA programs. 


AFRICA’S MATERIAL RESOURCES 


Africa’s material resources are largely uncharted, but they are believed to be 
tremendous. Gold, uranium, diamonds, copper, iron ore and manganese are 
already being mined profitably. Rubber, coffee, cocoa, and tropical fruits are 
flowing into world markets, But vast areas of the continent have not been 
mapped or surveyed; thousands of acres of potentially productive agricultural 
land are unused; mineral deposits already located await development; water- 
power is available but unharnessed; the output of timber and tree crops is far 
below its potential. 

AFRICA’S ECONOMIC DEVELOPMENT 


Although Africa has been called the cradle of tomorrow, its economic de- 
velopment will take time and patience. Most of its 200 million people have not 
had the benefit of even the most rudimentary education. There are few skilled 
workers. Managerial talent and technical know-how are available in only a few 
urban areas. Transportation and communication facilities are scarce or totally 
absent. Africa is beginning to stir, however, and the need for accelerated 
economic development is being widely recognized. 


AFRICA’S NEED TO OBTAIN INVESTMENT RESOURCES 


In addition to time and patience, adequate African economic growth will re- 
quire large increases in investment expenditures. Constructive United States 
association with African efforts to develop requires not only sympathetic en- 
couragement and economic and technical advice, but also specific action to help 
the African countries to obtain investment resources. 

These resources can come from (a) internal sources—increased savings out of 
current African income, and (6) external sources. Both will be needed. In 
very poor countries, such as those of Africa, income is in general barely sufficient 
to meet minimum consumption requirements. Consequently, it is very difficult 
to save a sizable portion of the national income, and even more difficult to induce 
individuals to save part of their personal incomes. Thus, for the next decade 
at least, major reliance will need to be placed on external sources of capital, and 
no one type of source will be adequate by itself. Foreign private investment, 
loans from international institutions, and loans or grants from individual gov- 
ernments each have a substantial role to play. 

ICA programs in Africa will be designed to encourage, in every way feasible, 
the generation of investment resources from sources other than mutual security 
funds. We shall continue and strengthen efforts to encourage African private 
saving and enterprise, foreign private investment, effective investment and finan- 
cial policies on the part of African governments, and appropriate foreign public 
financing from non-MSP and non-United States sources. 

However, we must realize that, at best, these efforts can only have relatively 
small results for many years. Progress will be slow, given the material and 
institutional handicaps and our limited resources for reducing them. The 
changes needed are very profound, reaching into every aspect of African life, 
and the political and economic objectives of orderly growth can be defeated by 
attempts to force the pace of change too fast, as well as by efforts that remain 
below a certain critical minimum. Consequently, we propose to make resources 
available to assist the development efforts of the peoples of Africa where con- 
ditions are suitable for the advancement of the wide range of interests that we 
share with them. The requirements for this purpose are expected to increase 
gradually for a number of years, as the people of Africa assume greater control 
of their own affairs, and as their technical and administrative capabilities grow. 

The long-run alternative to participation by the United States and the free 
world in African economic development is the kind of authoritarian political and 
economic institutions which, as we have seen in the case of the Soviet Union, are 
capable of forcing an accelerated rate of growth, relying entirely upon internal 
resources but with a ruthless curtailment of freedom and other human values. 
Thus, the economic logic of the current African situation explains the need for 
United States action to protect our vital political interests, as other witnesses 
have stressed. 








Ae rae er te o> 


= Sk NET RRS eR 


EEE N TIT er 


MUTUAL SECURITY ACT OF 1957 253 


AMOUNTS REQUESTED 


Proposed fiscal year 1958 program.—Measured against the total scope of Africa’s 
economic requirements, the ICA programs proposed for fiscal year 1958, though 
expanding, are quite small. There are a number of reasons for this. As I have 
suggested above, mutual-security funds are but one source of Africa’s capital 
requirements, which we propose to use sparingly as a catalyst and only where 
alternative sources cannot be tapped. The scarcity of technical and administra- 
tive skills at Africa’s command also limits the immediate possibilities for pro- 
ductive investment. Related to this, the opportunities are limited for stimulating 
and supporting self-help measures in circumstances likely to advance mutual 
United States-African interests. 

A further limiting factor is the relative lack of information on Africa’s re- 
sources and of planning for their most effective use. On the whole, the local 
governments are not well staffed or organized to plan effective means of stimu-- 
lating their countries’ growth, or to apply such planning to the formation of 
government policy, particularly budget policy. Finally, the capital and manpower 
resources available for ICA programs need to be rationed on a global basis to 
meet the highest priority requirements. 

Defense support, special assistance and technical cooperation programs pro- 
posed for Africa for fiscal year 1958 total $49.2 million, part from any contingency 
requirements that may develop. In addition, substantial requests by African 
countries for development fund loans are anticipated in fiscal year 1958, possibly 
up to $100 million for those requests of a type potentially eligible for loans. The 
actual amount of loans made in fiscal year 1958 will depend not only on the now 
uncertain volume and quality of requests, but also on the total availability of 
funds and timing considerations. These fiscal year 1958 estimates compare with 
total African programs of $13.3 million in fiscal year 1956 and an estimated $58 
million in fiscal year 1957, including defense support, development assistance and 
technical cooperation. I will expand on each of the foregoing aid categories 
further on in my statement. The apparent decline in programed requests be- 
tween fiscal year 1957 and fiscal year 1958 is accounted for by the expectation that 
the development fund will play an important role in providing aid for develop- 
ment purposes, formerly provided through a combination of defense support and 
development assistance. 


ACCOMPLISHMENTS OF AID PROGRAMS IN AFRICA 


Accomplishments.—Prior to fiscal year 1957, ICA programs in Africa were 
limited to technical cooperation activities in Ethiopia, Liberia, Libya, and Somalia, 
plus a few scattered technical cooperation projects in United Kingdom dependent 
overseas territories, and some development assistance in Libya only. 

The technical cooperation programs in Ethiopia and Liberia have, through 
demonstration and training, helped create local understanding and skills needed 
to enable effective mobilization of capital and human resources for economic de- 
velopment. In Ethiopia, the technical cooperation program has provided, 
equipped, and staffed certain institutional facilities, and is now training a limited 
number of Ethiopians in the skills required to enable them to make a start toward 
solving their vast problems of illiteracy, disease, malnutrition, poverty, and low 
productivity. Under this program, Ethiopians are being given systematic train- 
ing in subjects directly related to the immediate and pressing problems of their 
economic and social welfare. In Liberia, similar results are being obtained, 
including some very effective pioneering in vocational education. 

Thus, the opportunities for productive investment have been increased. In 
Liberia, capital inflows include both private investment and Export-Import Bank 
funds, while Ethiopia is receiving Export-Import Bank and IBRD loans in addi- 
tion to private capital. However, the desire and opportunities for new invest- 
ments are increasing in both countries beyond the present combined capital poten- 
tial of local sources, foreign private investors, and other non-MSP sources. 

Libya’s dearth of natural resources and her newness as an independent state, 
as well as a lack of historical opportunity for Libyans to develop productive 
and administrative skills, have created formidable problems. The technical co- 
operation program has laid the groundwork for continuing progress in reducing 
these problems and strengthening Libya, economically and politically. The first 
two vocational training centers in Libyan history are firmly established. The 
first class was graduated from the agricultural training center at Sidi Mesri last 
June, and all 23 graduates are at work in the Libyan extension and educational 
Services or receiving more advanced training overseas. Libyan farmers have 
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observed the results over several years of demonstrations in the use of better 
fertilizer, seeds, animal care, soil and water conservation, and other techniques, 
and they are now increasingly applying these techniques for themselves, with 
consequent increases in production. Libyans now have a better understanding 
of their health problems and needs, and the latter’s relationship to productivity, 
and they are proceeding to deal with these problems systematically. In the 
general education field, they have recently undertaken measures to build a 
— indigenous system compatible with their own economic and political 
advance. 

United States technical advice and assistance have helped Libya to progress in 
these and other fields, and at the same time to become more independent of 
foreign technicians. For example, facilities established by United States tech- 
nicians to prepare and disseminate general and vocational educational materials 
are now Staffed entirely by Libyans, with some continuing advice from two 
United States technicians, and a public-library service established under the tech- 
nical cooperation program is entirely run by Libyans, The first development 
assistance projects did not get underway until fiscal year 1956. The availability 
of these funds has spurred the Libyan Government to undertake a more sys- 
tematic planning and control of the use of available resources to develop the 
country’s economy. 

The small technical cooperation programs in the dependent overseas territories, 
including what has recently become the independent state of Ghana, have large- 
ly served to uncover some trade and investment possibilities and to lay the 
groundwork for further activity, particularly in agriculture and vocational educa- 
tion. 

DEFENSE SUPPORT 


In Africa, the United States has access to military facilities that are important 
for the collective defense of the free world. The defense support program takes 
cognizance of this fact. 

For fiscal year 1958, defense support assistance is proposed for Morocco, Libya, 
and Ethiopia, The program estimates are included elsewhere in the ICA pre- 
sentation. 

The primary need of all of these countries is for increased means of meeting 
the economic problems that press on them from all sides. The United States has 
a double interest in assisting them to satisfy this need to the extent feasible; 
first, to secure the minimum economic and political conditions compatible with 
effective United States use of defense facilities in these countries, and, second, to 
help their peoples to advance their living standards so as to enable the growth 
of healthy and independent states that can contribute to the economic growth 
and security of other free peoples. Defense-support aid in Africa will be the 
minimum required for the first purpose. These countries will of course have 
additional needs for capital resources from abroad for the second purpose, but 
such additional needs will not be met from defense-support funds. 

About three-fourths of the defense support recommended for Africa for fiscal 
year 1958 would finance general commodity imports, of which about one-third 
are estimated as sales of surplus agricultural commodities under section 402 
of the Mutual Security Act. Local-currency proceeds of sales of these commodi- 
ties would be programed to assist development activities in the three countries. 
The remaining one-fourth would finance import requirements for equipment and 
supplies for development projects. 

It is planned to assist Libya and Ethiopia in equipping necessary facilities 
for continued programs in agriculture, education, and health. The potentialities 
of programs in these areas are being demonstrated through technical coopera- 
tion. The program in Morocco would assist this newly independent country in 
meeting its serious foreign-exchange, unemployment, and development problems. 
The specific content of these defense-support programs is described in more de- 
tail in the presentation books. 


LEGISLATIVE CONTINUITY REQUESTED 


Defense-support programs have been hampered in achieving their basic pur- 
pose by two major limitations in the existing mutual-security legislation. Ef- 
fective defense planning and economic planning both require a reasonably firm 
continuity of expectation as to the availability of at least some minimum amount 
of resources for programing over a number of years ahead. The absence of con- 
tinuing legislative authority for defense-support programs tends to cast serious 
doubt as to whether any such continuity of expectation is justified. As a result, 
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the ability of host-country governments and ICA to plan jointly the effective 
use of United States aid so as to maximize the attainment of joint objectives 
is hampered. 

Similarly, the legislative requirements for obligation of funds during the fiseal 
year in which they are appropriated tend to force administration of scarce 
aid resources that is less efficient than would otherwise be possible. As Mr. 
Hollister has explained, it is frequently difficult and unwise for the United States 
to discuss the use of aid funds with foreign governments until the Congress has 
assured the funds’ availability by complete appropriation action. But there is 
often not sufficient time between the appropriation of funds and the end of the 
fiseal year to do an adequate job on the many steps of negotiation, preparation 
of necessary information, general economic and technical analysis, and prepara- 
tion of required documentation that are necessary before funds can be obligated, 
particularly in complicated proposals where extensive brokerage is required be- 
tween many different interests within each of the governments involved, and be- 
tween the two governments. 

I am confident that ICA can do a better programing job and reduce delays 
between obligation and expenditure of funds if appropriations are made available 
without time limit. Congressional control of the pipeline can still be fully main- 
tained by the annual review of pipelines as a prelude to new appropriation 
action. 

SPECIAL ASSISTANCE REQUESTED 


Special assistance funds are requested in fiscal year 1958 for some 
grant aid to Tunisia and Somalia. The illustrative program of amounts 
proposed for each country and their breakdown is in the classified Presentation 
Book. In addition, if the amounts proposed for defense support or technical co- 
operation programs prove inadequate to achieve their stated purposes or to deal 
with unforeseen contingencies, it may be necessary to augment them from the 
contingency funds included in the special assistance request. 


SPECIAL ASSISTANCE FOR TUNISIA 


The special assistance for Tunisia would finance general commodity imports 
for resale in the country. Such a program: is designed to generate local cur- 
rency for use in economic development. Since many development projects now 
envisaged by Tunisia are not directly revenue producing, since national debt 
servicing is beginning to bulk large in the Tunisian budget, and since the country 
is poorly endowed with resources, it is proposed that these funds be made avail- 
able on a grant basis. In addition the Tunisians will undoubtedly need loan 
assistance from abroad if they are to carry out their plans for long-range eco- 
nomic development. Their plan envisages general expansion of agriculture, 
fishing, industry, mining, transport, communication, and health and education. 

In a country recently blessed with independence and traditionally cursed with 
poverty, the problem of organizing the entire machinery of government and 
private enterprise to make the maximum possible contribution to the raising 
of living standards and the establishment of confidence in the economic future 
is not susceptible to quick solution. Tunisia will need considerable help. In 
the short run, the task is to restore the economic balance that has been disrupted 
in the process of gaining independence, a balance necessary for the maintenance 
of stable government and a prerequisite for moving forward on long-range eco- 
nomic development. In this phase, some United States aid may be used to 
ameliorate the problems of unemployment and generally to create better liv- 
ing and working conditions. The second phase would constitute a longer range 
attack on the barriers to the best use of Tunisian resources. 


SPECIAL ASSISTANCE FOR SOMALIA 


Special assistance for Somalia would provide a small contribution to the 
Somalia development fund to finance the foreign exchange costs of equipment 
for flood control, grain storage, and ground water development activities. In 
addition, the local currency proceeds of sales of surplus agricultural commodi- 
ties under section 402 would be granted to initiate an agricultural credit pro- 
gram. The United States contributions would supplement contributions to the 
Somali development program by Italy and Somalia. 

This program and related technical cooperation activities in Somalia would 
emphasize rehabilitation of low-lying areas adjacent to rivers, now farmed by 
primitive methods following overflow by floods. Demonstrations over a vast 
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dryland farming zone would show Somali farmers how to train oxen and to plow 
with small native animals, to prepare seedbeds, and to cultivate with hand tools. 
Modern water control methods would be introduced to prevent inundation of the 
cultivated areas during flood seasons. Development of subterranean water 
supplies would concentrate in those areas where large numbers of cattle die 
annually because of lack of sufficient surface water. An agricultural credit 
system would assist small farmers by providing credit for seeds and hand tools. 

Lack of skilled Somali labor precludes rapid development. Unless current 
prospecting results in discovery of petroleum, the problems of providing long- 
range external support after independence in 1960, and of maintaining Somalia 
as an independent state will remain. A subsidy from Italy makes up approxi- 
mately 60 percent of Somalia’s annual budget of $14 million, over 30 percent of 
which is spent on health, sanitation, education, and economic development. 
Somali products enjoy a favored position in the Italian market. There is con- 
siderable uncertainty, however, whether the Italian subsidy will be maintained 
at its present level even until 1960. Somalia’s present poverty and very uncer- 
tain budgetary and balance of payments prospects make it advisable to provide 
the proposed United States assistance on a grant basis. 


TECHNICAL COOPERATION PROGRAMS 


In fiscal year 1958, it is proposed to continue the steady pace of expansion 
of African technical cooperation programs of the past few years. $11.7 million 
is requested compared to an estimated $9 million obligations in fiscal year 1957 
and $7.8 million in fiscal year 1956. 

My earlier comments on Africa’s economic requirements emphasize that the 
scarcity of technical and administrative skills of all types is a major deterrent 
to more rapid economic growth throughout most of the continent. My summary 
of program accomplishments indicated the kinds of results that we are beginning 
to obtain from technical cooperation programs. Since these programs generally 
have a long-range impact that cumulates over time, we can anticipate increas- 
ing results in future years. 

It is worth noting that technical cooperation accounts for an unusually large 
proportion of the funds requested for Africa. A few years ago the program was 
almost entirely in this category. This is largely a reflection of the fact that it 
is necessary to develop a nucleus of public administrators, business managers, 
technicians, and skilled artisans before undertaking large-scale investment. Since 
technical cooperation is first of all the provision of advice, education and know- 
how through personal contact, the number of United States technicians in Africa 
will tend to be large in relation to the total funds provided. Many African posts 
lack the amenities to which Americans are accustomed, and it is a tribute to the 
desire of ICA’s technicians to be of service that they are not only willing but 
eager to accept such assignments. Moreover, it is precisely in these places that 
their services can be most useful. Personal contact is indispensable to the success 
of ICA’s effort. 

The greater part of technical cooperation funds recommended for Africa in 
fiscal year 1958 would finance the services of United States agriculturists, public 
health technicians, teachers, education specialists, and specialists in resources 
development. Additionally, contracts would be financed under which United 
States universities would assist in strengthening educational institutions in Ethi- 
opia, Liberia, and possibly, Ghana, Tunisia, and Morocco. United States techni- 
cal assistance would be supplemented by host government contributions of its 
own manpower, facilities, and funds to the projects undertaken. 

In Liberia, Libya, Ethiopia, and Somalia, the technical cooperation program is 
intended to build on the work of past projects in improving agricultural practices 
and output, eliminating diseases, improving sanitation, demonstrating good 
health practices, conserving and making the best use of available water, and pro- 
viding assistance in primary, technical, and vocational education. In Tunisia, 
Morocco, Ghana, and the United Kingdom Dependent Overseas Territories the 
technical cooperation program would concentrate on those areas of technical 
training and education in agriculture and industry for which United States 
abilities to make knowledge work for people can be most effective. Especially 
in the Dependent Overseas Territories, by concentration on vocational and tech- 
nical education, United States assistance can most effectively supplement terri- 
torial plans and United Kingdom assistance in promoting economic programs in 
those territories. 
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TECHNICAL COOPERATION POLICY ADVICE PROJECTS 


The formal training or demonstration objectives of the proposed technical co- 
operation projects will be complemented by other types of policy advice designed 
to further mutual African-United States interests. This advice is provided both 
by project technicians and by ICA program staffs, wherever it is welcomed and 
appropriate, and there may be occasional technical cooperation projects specifi- 
eally designed to provide policy advice in selected areas. 

For example, we might advise host governments on ways and means of en- 
couraging money savings by individuals ; recommend institutional changes favor- 
able to the development of private business enterprise, such as the establishment 
of adequate facilities to provide business credits and the removal of legal or 
other impediments to the conduct of private business; provide similar advice on 
the establishment of conditions likely to induce private foreign investment to 
enter African countries; and point out prospective areas for advantageous for- 
eign investment and, as appropriate and feasible, assist in bringing together inter- 
ested parties. We also hope to be of service by providing technical assistance 
to host governments in the preparation of consistent and comprehensive plans 
for economic growth and in the conduct of developmental economic policy. When 
requested to do so, we would advise host countries on the various components of 
government financial policy, including taxation and budget measures designed to 
raise larger amounts for development while at the same time providing maximum 
incentives to private enterprise; banking and credit policies to encourage the 
development of enterprise while maintaining the prerequisite stability in prices; 
and foreign exchange and trade policies to permit foreign commerce to make the 
fullest contribution to sound economic development, and to increase the avail- 
ability of foreign exchange to finance development. 

This general policy advice is not intended to mold African policies in any 
American image. Rather, it is intended to make our experience in the United 
States and in many countries around the world available where it is wanted and 
where it provides ideas that can be adapted usefully to local needs. 


DEVELOPMENT LOAN FUND 


As I have already indicated, Africa’s development needs are very 
great, but so are the limitations on the productive use of investment 
resources for the immediate future. Accordingly, it is expected that the ac- 
ceptable African demands on any new development fund are likely to be initially 
relatively modest. A major limitation on the rate of effective application of 
capital will be the need for balanced development among the various material, 
institutional, and psychological factors that interact to produce economic growth, 
including the closing of the gaps in technical and administrative skills already 
mentioned. While technical cooperation programs will help in this regard, it 
will inevitably take them time to achieve major results overall. 

The data pertinent to a quantitative estimate of Africa’s requirement for 
foreign capital are scarce, and what are available are largely unreliable. Thus 
experience will have to be our best guide in estimating potential demands on 
the development fund. However, some very rough estimates can be made. 

African population is estimated to be growing at about 1% percent per year. 
To provide for these additional persons and still increase per capita consumption 
overall by some minimum compatible with United States objectives—say 1-2 per- 
cent per year—some recent studies have suggested that something like 200 to 
300 million dollars per year of net foreign investment may be needed in Africa, 
in addition to recent levels of domestic capital formation including that provided 
by metropoles to their dependent territories. Projecting the performance of re- 
cent years and some recent indications of possible growth in investment pros- 
pects, average annual investment in Africa in the next few years by private 
United States investors, the IBRD, the Export-Import Bank and other non- 
United States aid and nonmetropole sources combined may run around $100 
million per year. Private United States investors would probably contribute 
half or more of this, and if ICA programs are successful, and other counter- 
vailing developments do not occur, this amount might be increased substantially 
after a number of years. 

The foregoing estimates would leave an investment gap of some 100 to 200 
million dollars against which United States economic assistance could be applied, 
or a larger gap if metropole support of African economic development were to be 
reduced. Taking the region as a whole, the gap covered by the United States 
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might be filled in roughly equal portions by development fund loans and by the 
combination of other types of economic assistance, including defense support. 
Similarly, analysis of the available information on African development plans 
suggest total feasible requests for development fund loans involving possibly up 
to $100 million in fiscal year 1958 financing, and possibly growing to 100 to 200 
million dollars per year in 2 or 3 years thereafter. The funding in fiscal year 
1958 is naturally highly dependent on the time required to put the fund in busi- 
ness, for African countries to initiate loan requests, for processing of these re- 
quests, and so forth. 

The major types of projects that the fund would be likely to finance in Africa 
in the next few years would be those providing basic transportation, communica- 
tions, and power facilities needed to expand the market economy and connect 
isolated markets, thereby multiplying opportunities for private economic activ- 
ity and investment by local and foreign sources. In most of Africa, substantial 
economic growth and private investment is at present inhibited by the lack of 
adequate transport facilities and of roads, railroads, ports, and communication 
facilities to connect producers to markets. Proposals exist for projects to im- 
prove these basic facilities in all of the African countries, and some are already 
under way. However, more rapid progress is needed if adequate economic 
growth is to be achieved, and the availability of financing, particularly for some 
of the foreign exchange costs, will be a crucial factor in determining the rate 
of advance. 

Africa has vast untapped potential for hydroelectric power that is only begin- 
ning to be explored and developed. This type of development ordinarily will 
involve a complex of interrelated activities such as provision for better use of 
water supplies in agriculture, manufacturing or processing development based 
on the new power and on local mining or agricultural production, and the devel- 
opment of associated service industries. This is also an investment area in 
which foreign public loan funds and technical assistance are needed, and devel- 
opment fund loans may have a very productive role to play in some such projects 
in association with local financing and possibly with Export-Import Bank, IBRD 
or other foreign private or public financing. 

As basic facilities are developed, we can expect applications to the develop- 
ment fund for loans to expand various types of commodity production, other 
than the extractive industries for which adequate private capital is generally 
available. It will be very important to develop production of consumer goods— 
or of commodities that can be exported in exchange for consumer goods—simul- 
taneously with the development of the basic industrial infrastructure, in order 
to absorb the inflationary and balance of payments pressures generated by the 
basic investment expenditures. A failure in this regard would not only have 
unhealthy economic effects, but it would tend to create political unrest and to 
force resort to unpalatable economic and political controls to contain the pres- 
sures. Thus, we shall need to give priority attention to the encouragement of 
production of finished goods, particularly where expansion in this area appears 
to be lagging. 

We may loan directly to producers, where this appears feasible, or loan devel- 
opment fund resources for the establishment of industrial, agricultural and com- 
mercial loan funds in the various African countries. The latter technique of 
financing local development banks or funds will probably prove administratively 
and politically more effective than direct loans, particularly to encourage small 
and medium size enterprise by individual Africans, and we are currently ex- 
ploring the possibilities of such local funds in Africa. 

Another potentially productive area for public loans, and one that African 
countries are very interested in, is the provision of capital to expand selected 
educational facilities so as to spread the skills and techniques that have been 
demonstrated through technical cooperation. We may expect a substantial 
number of loan applications in this area. 

While we are aware of specific projects of the foregoing types that are under- 
way or contemplated in the various African countries, and while we expect that 
applications will be made for development fund loans for some of these projects 
if this fund is available, we do not want to tell Africans what projects to under- 
take, or to even appear to be doing this. Rather, we wish to stand in a position 
of flexibility, uncommitted, but ready to lend them appropriate financial assist- 
ance and technical advice on projects that they want, where our resources permit 
and the activity in question would advance our mutual interests. We would 
not wish to earmark at this time specific sums for specific projects, prior to a 
full review of each proposal. By presenting illustrative annual country pro- 
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grams, we run the danger of encouraging foreign countries to concentrate their 
energies on negotiating the best possible country aid levels. We would prefer 
to encourage those seeking United States assistance to concentrate on developing 
good projects, programs and policies. 

I have already discussed the desirability of no-year appropriations and of in- 
creased assurance of adequate future financing to permit the most effective use 
of defense support funds. These arguments apply with even greater force to the 
proposed development fund. The essence of the latter proposal is to lift our 
sights beyond short term emergency needs and expedients, and to take a longer 
view of economic development requirements as they will affect our foreign policy 
interests for a number of years ahead. This cannot be done effectively without 
substantially greater assurance of program continuity from year to year than 
we now have, and without adequate time to plan the use of funds before they 
must be obligated. 

CONCLUSION 


Africa holds great promise as an ally of the West. For many years it will 
be afflicted with growing pains. It is essential to the future peace of the world, 
however, that its growth be steady, orderly, and in keeping with democratic 
ideas and institutions. The proposed mutual-security programs are designed 
to further this result. 


STATEMENT OF CoL. Harry H. Critz, UNITED STATES ARMY, OFFICE OF THE 
ASSISTANT SECRETARY OF DEFENSE (ISA) 


Mr. Chairman and members of the committee, this committee, in its considera- 
tion of the Middle East Resolution, had a very good opportunity in recent months 
to examine the very serious problems which confront us in that area. I should 
like today to review with you why our programs of military assistance are needed 
in the countries of the Near East, south Asia and Africa, what they have accom- 
plished there, and what we are proposing for the military-assistance program in 
fiscal year 1958. 


STRATEGIC IMPORTANCE OF NEAR EASTERN, SOUTH ASIAN AND AFRICAN AREA 


The strategic importance of this entire area is well known to all of you. The 
major supplier of oil to Western Europe in peacetime, it would become virtually 
indispensable to much of the free world in time of war. In this area are located 
some of the most important forward sea and air bases of the United States. More- 
over, domination of the Middle East or any substantial part of it by the Soviet 
Union would give the Communists the warm-water ports that are so important to 
the accomplishment of their ultimate goals. 

The Communists, fully cognizant of these same factors which make the Middle 
East a prize diligently to be sought, have redoubled their efforts to exert a domi- 
nating influence throughout the area. In doing so they have seriously aggravated 
the difficult tensions that have existed within and among the countries of the 
Middle East for many years. The response of the United States to this ever- 
increasing threat to the security and independence of this important area, as 
Admiral Radford has pointed out, must be threefold. We must help the nations 
of the Middle East to remain independent of Soviet domination. We must do 
everything within our power to see that the resources, strategic sites and trans- 
portation lanes of the area remain available to the free world. And, finally we 
must see that all of these same strategic assets are kept from falling within the 
orbit of Soviet control. It is with these objectives in mind that the military- 
assistance program has been, and continues to be, developed and carried out. 


RESULTS OF MILITARY AID TO AREA 


The defensive capabilities of the nations in the Near East, south Asia, and 
Africa in which we carry on programs of military assistance have improved 
measurably as a result of our aid. The forces which we have helped Greece and 
Turkey develop make a vital contribution to the security of NATO’s right flank. 
The strength of these forces is constantly growing, but continued assistance will 
be necessary if they are to be brought up to and subsequently maintained at NATO 
standards. 

Our programs of military assistance to Iran and Iraq have resulted in a sig- 
nificant strengthening of the internal security and defensive potential of these 
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countries. Pakistan, which constitutes the left anchor of the Southeast Asia 
Treaty Organization, has, through its own efforts and our assistance, developed 
a considerable and valuable force for use in the defense of the area. Ethiopia, 
which contributed an effective fighting unit to the United Nations forces in Korea, 
has been able with our help to strengthen its internal security. In all of these 
countries the significant contribution which military assistance makes to their 
internal security and increased defense posture has the important added effect of 
furthering political stability and thereby creating the kind of conditions under 
which economic development can go forward. 

The nations in the Middle East which we are assisting are not maintaining 
more than 1 million men under arms. For the support of these forces they are 
contributing, in their collective annual military budgets, more than $2 for each 
dollar’s worth of American military aid tothem. This is a striking effort on their 
part when one considers the relatively low level of the development of their econo- 
mies. In the process of building up the military effectiveness of their forces, the 
stability of their governments and the confidence of the people in their leaders 
have been notably strengthened. These nations are stanch, dependable and 
helpful allies, and they are firmly opposed to the philosophy and actions of inter- 
national communism. 

BAGHDAD PACT 


An important element of the free world defense effort, entirely within this 
area, is the 2-year-old Baghdad Pact signed by Turkey, Iran, Iraq, Pakistan, and 
the United Kingdom. Bridging the gap between the right flank of NATO and 
the left flank of SEATO, the pact completes the free nations’ strategic defense 
perimeter. It is designed to provide a coordinated approach to the member 
nations’ military, economic, and political problems. While the United States is 
not a member of the pact, it strongly supports the work of the organization and 
the defense efforts of all of its members. Although the actual military strength 
of the Baghdad Pact is not yet fully realized, it serves as a significant deterrent 
to military aggression in this troubled area. Militarily speaking, the deterrent 
effect lies in the realization by a potential aggressor that he would have to cope 
with the coordinated military effort of all of its members instead of being able to 
pick off one country at a time. 


AMOUNTS REQUESTED 


In fiscal year 1958 we are proposing to continue our programs of military 
assistance to Greece, Turkey, Iraq, Iran, Pakistan, Ethiopia, and Libya. For the 
entire area these amount to a total of $390.4 million. Over 80 percent of this 
amount will go to Greece, Turkey, and Pakistan. Of the total program for the 
area, approximately $162.3 million will be devoted to the maintenance of the 
military strength that has already been achieved. The remaining $228.1 million 
will be spent to improve the effectiveness of these forces. We are asking that 
these funds be authorized on a continuing basis and that the appropriations be 
available until expended. In addition to permitting us to bring our operations 
more in phase with other activities of the Department of Defense, such a change 
would recognize, in a way that is important to both the American people and 
the nations of the Middle East, that our mutual defense assistance programs are 
an essential and well-established part of our long-range defense planning. 

In view of the inroads which world communism is attempting to make all 
through the Middle East, these programs of military assistance to the nations 
of that area are a vital part of our worldwide defense effort. We believe that 
they are soundly conceived and austere; we are convinced of their necessity 
in meeting the threat that faces the entire free world. 


NEED FOR UNCLASSIFIED INFORMATION ON PROGRAM 


Senator Knowzanp. Mr. Chairman, might I just make a general 
statement at this time ? 

I notice that the statement which has just been completed [intro- 
duetory statement of Mr. Saccio, p. 238] is marked with the classi- 
fication “secret.” I don’t think that the Senate is going to accept this 
program without a considerable amount of detail being able to be 
expressed on the floor. I don’t think amendments can be successfully 
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defeated, if that is desirable, unless the Senate is given a rather full 
presentation. . 

There was a recent vote in the House on a matter which is highly 
sensitive to the defense needs of the country, and by a fairly substan- 
tial vote the House refused to support the administration’s position. 
I think both in this authorization bill and in the subsequent appro- 
priation bill, we should get rid of all classifications that we possibly 
can so that the members of this committee, who may have some re- 
sponsibility in carrying the matter to the floor, will be able to answer 
the questions which I think are going to be pertinent, and to which 
I think every one of the 96 Senators is entitled to receive adequate 
answers. I was just wondering what caused this particular statement 
to be classified as secret. ‘There is certainly not anything in here to 
speak of which has not been published in Life, Time, the New York 
Times, and in every other paper or in comment on the air, so I think 
we had better get off on the right start here if we are going to be able 
to help in working out whatever this committee ultimately reports. 

Senator Fu.sricur. What do you say to that, Mr. Saccio? 

Mr. Saccrio. The statement I have just read has indications of pro- 
grams for some of the countries which have not yet been announced 
and which we would not want to announce until the time comes to de- 
cide on it, particularly in the area of special assistance. 

I might point out that the statements that I have offered from the 
other witnesses are all unclassified. We will endeavor to go through 
the statement which I just made and we might take out the names of 
the countries which are listed here for special assistance—the area 
which as you will see from our presentation book we have blanked 
out in order not to make such public at this time. 

Senator Futsricur. It has always been the custom, Senator Know- 
land, that the individual country allocations have been kept secret until 
the negotiating is completed ; isn’t that true ? 

Senator Know.anp. But because of that there has been a growing 
restlessness in the Senate. I think that we are going to run into some 
trouble if we are not able to give the other Senators more detail than 
they have had heretofore. 

Mr. Saccto. I will go over this statement I have made and mark 
the areas where we are specifically concerned with the amount, the 
type of aid that we intend or plan to give in these particular instances, 
and mark them out. 

I don’t think the statement should be in the public record at this 
time, 

Senator Know.anp. If we decide to put some missiles in Turkey or 
in France or Germany, I can see some justification why you might not 
want to detail the programs to that extent. But when it comes to 
the overall figure of the amount of the taxpayer’s dollar which is to 
be put into these countries, I think the Congress is entitled to that 
information, 

Senator Smiru. Couldn’t we take the area, Senator Knowland, and 
not take the specific countries? 

If we should release today, for example, what we are thinking of 
giving countries A, B, C, D, E, and F, we would be in a difficult spot. 

Senator Know.Lanp. They may satisfy us on it but there are 13 
other members on this committee and 96 Senators and I just want to 
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make the statement in advance of the bill reaching the floor that my 
personal opinion is that the program is going to run into some serious 
problems. I am merely making a plea that so often we classify a mat- 
ter when a classification is not really necessary for defense needs of 
the country, and I think the more we can take Congress into our con- 
fidence, the better off we are going to be when this gets to the floor. 

Senator Smirn. Couldn’t we cover the matter by making the 
statement that all the figures which the committee is familiar with are 
available to any Member of the Senate who wants to come here and 
see them ? 

I think it is really dangerous to name a lot of countries which we 
are thinking of assisting right now. 

Senator Know anp. We can proceed and see how it comes out. 

Senator Futsricut. As I understand the reasoning of the adminis- 
tration, it is not so much a matter of secrecy. It is more a matter of 
the administration not wishing to be committed with regard to the 
individual country and thereby its power of negotiation or changing 
details circumvented; is that correct, Mr, Saccio? 

Mr. Saccro. That is correct. 

Senator Fursrieut. I had always understood that, You are not 
so worried with the fact that Russia may know you are going to put 
in so much, but you want to be in a position to negotiate with the Gov- 
ernment of Iraq or Jordan or Egypt, for example ? 

Mr. Saccto. That is true. 

Senator Futsrienr. Is that correct? 

Mr. Saccio. That is correct, sir. 

Senator Futsricnt. It is true that all of this information should 
be available to the members but at the same time it should not be 
publicized in advance of the agreements being concluded. 

Senator Knowtanp. I recognize their reason for it. I can be en- 
tirely satisfied by sitting in this committee, but I have just noticed 
over the last 3 or 4 years that it is getting more difficult, and I think 
with the temper of Congress this year it is going to be more difficult 
than it has been heretofore. 

Senator Fuisrieut. That difficulty arises from reasons unrelated 
to this particular problem. That has its source in another area, 
doesn’t it ? 

Senator Knowranp. I don’t want to overstress the point. I am 
just raising a warning about a look at this point, that is all. , 

Mr. Saccto. May I say again that the statements that are being 
submitted for the other witnesses are not classified, and they are fairly 
comprehensive and complete on the program that we are carrying 
out in these areas. 

Senator Fursricur. As a matter of procedure, do those of you 
who have statements wish to make them now, or do you wish the com- 
mittee to proceed with questions? 

In other words, do you have anything you wish to volunteer? 

Mr. Rounrree. Mr. Chairman, I have submitted this statement for 
the record, and in order to save the committee’s time I am prepared 
to answer any questions that you might have or proceed in any way 
that might be satisfactory to you. 

Senator Smrrn. I have not had a chance to see the statement. 

Senator Funsrient. Do you think a very short summary would 
be useful for the record before we go into questioning ? 


+ SEN ee ee 








NA LOTTE 8 ee OR LEE LOE LI TIP ES 


MUTUAL SECURITY ACT OF 1957 263 


What is your judgment ? 

Mr. Rountree. I would comment, Mr. Chairman, that my under- 
standing was that the purpose of Mr. Saccio’s brief summary was to 
give you in general what is reflected in our individual statements with 
the understanding that the committee desired to devote is time to ques- 
tions rather than to statements , but [ am prepared to proceed in any 

yay you would like. 


DIFFERENCE IN ILLUSTRATIVE FIGURES AND ACTUAL PROGRAMING 
FOR AREA 


Senator Futsricur. The illustrative program for the Near East, 
Africa, and South Asia for military assistance totaled approximately 
$612 million in last year’s presentation. This year’s presentation 
shows that $352 million was programed for the area. What caused 
this revision of the program for this area 

Colonel Crrrz. Senator, the ata program which we drew 
up last year was based on the $3 billion program. Our actual ap- 
propriations were $2 billion and the resultant program on the reduced 
appropriations is the one which is shown as $352,410,000 and is ap- 
proximately the program which we have in our books at the present 
time. 

The reduction was primarily in spare parts, ammunition and other 
various categories which were covered with you by Secretary Sprague 
last week. 

Senator Futsrient. Before I proceed further I want to ask a pre- 
liminary question about the presentation, Mr. Saccio. 

While military assistance and defense support are authorized in 
this bill is it anticipated that they will be included in the Defense De- 
partment appropriation bill ? 

Mr. Saccio. That is correct, sir. The authorization will be of course 
in the authorizing act. 

Senator Futsrieut. Before this committee ? 

Mr. Saccrio. Right, sir. 

Senator Funsrient. Rather than the Armed Services Committee. 

Now in what appropriation bill will special assistance and technical 
cooperation be included ? 

Mr. Saccro. In the mutual security appropriation. 

Senator Futsrienr. It won’t be in the Defense Department appro- 
priation bill? 

Mr. Saccto. That is correct. 

Senator Futsrient. I wanted that made clear 


INCREASE IN PROGRAM FOR GREECE 


The Greek program is being increased. [Deleted.] What is the 
reason for that increase ? 

Mr. Saccro. The military, sir? 

Colonel Crrrz. Yes. Mr. Chairman, the primary reason for that 
is the modernization of the Greek armed forces. The primary in- 
creases are in the modernization of ships and force improvement such 
as antitank capability. The details are contained in our presentation 
book. {| Deleted. | 

Senator Fun.srigur. What kind of vessels ? 
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Colonel Crirz. [Deleted.] Sir, nothing larger than a destroyer. 
You might say the only real capital vessels are destroyers. The others 
are support vessels. There is also a buildup in antitank capacity and 
force mobility. 

Senator Futsricur. What kind of aircraft are you supplying? 

Colonel Crirz. We are supplying the latest type of jet aircraft. 
[ Deleted. ] 

Senator KNow.anp. How many of each ? 

Colonel Crrrz. Just a minute and I will give you that, sir. 
[ Deleted. ] 

Senator Knowianp. Are jet planes for Yugoslavia in the proposed 
area program ? 

Colonel Crirz. No, sir, there are no new aircraft in the Yugoslav 
program, sir. They are in the old program with which I believe you 
are familiar. 

Senator Knowranp. Indeed Iam. 

Colonel Crirz. No new ones, sir. 

Senator Futsricnt. Are these new aircraft? 

Colonel Crrrz. [ Deleted. ] 

Senator Smirn. Are these, then, for Greece’s participation in 
NATO? 

Colonel Critz. NATO; yes, sir. 

Senator Smiru. Nothing else? 

Colonel Crrrz. No, sir. 

Senator Smirn. These are for NATO participation ? 

Colonel Crrrz. These are for NATO forces; yes, sir. 

Senator Futsrient. Is all Greece will get shown on the chart here? 

She will get nothing else unless she qualifies for some loan under 
the development fund ? 

Mr. Saccro. There are 2 possible sources, there, in fact 3, the develop- 
ment loan fund, military assistance, defense support, and the regional 
program that Colonel Critz just mentioned and possible special assist- 
ance which of course is not programed now but may be needed any- 
where in the area. 

Senator Furerient. Of what will the defense support consist in 
this instance ? 

Mr. Burns. Norman Burns from ICA. It will consist of commo- 
dities, agricultural commodities primarily, and the proceeds of those 
commodities in drachmas will be available for defense support, $15 
million. 

Senator Fursricut. By defense support, then, if you sell the 
wheat—we will assume it 1s wheat—and get, say, $15 million in drach- 
mas, will that go into the regular operating budget of the Government? 

Mr. Burns. Yes, sir. 

Mr. Saccto. Is that the military budget ? 

Mr. Burns. Yes, sir. 

Senator Futsricut. The military budget only or in just the gen- 
eral budget of Greece ? 

Mr. Burns. It isthe general budget but for military purposes. 

Senator Futsrient. This would have the effect of simply paying 





into the Government’s treasury $15 million in drachmas? 
Mr. Burns. Yes, sir, but as I understand it, sir, earmarked for that 
military portion of the general budget. 
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DIFFERENCE IN ILLUSTRATIVE FIGURES AND ACTUAL PROGRAMING 
FOR ETHIOPIA 


Senator Fursricur. The illustrative program last year contained 
[deleted] military assistance to Ethiopia. [Deleted.] 

What was the reason for this increase ? 

( Discussion off the record.) 

Senator Futsrienr. What did you equip the Ethiopian troops with ? 
Jet planes? 

Colonel Crrrz. No, sir. 

Senator Futsrigut. What did you give them? 

Colonel Critz. No jets in Ethiopia, sir. Our program is confined 
to ground force equipment. 

Senator Futsricur. What is the purpose of that program in Ethi- 
opia? What do you expect to accomplish by this equipment? [De- 
leted. | 

Colonel Crirz. Primarily a program [deleted] for internal security, 
sir. 

Senator Futsricnut. Local? 

Colonel Crirz. Local use. 

Senator Futsricur. You don’t expect the troops to be used aaginst 
Russia, do you? 

Colonel Crrrz. No, sir. Ethiopia you know did contribute a bat- 
talion to the United Nations in Korea. 

Senator FutsrigHr. Do you think the division might be used to 
offset any encouragement by any of its neighbors ¢ 

Colonel Crirz. Yes, sir. 

Senator Futsriecnt. It will be adequate for that. 

Colonel Crrrz. Right, sir. 

Senator Futsrient. I will proceed with these questions, and if any- 
one wishes to interrupt, feel perfectly free to do so. 

(Discussion off the record.) 

Senator Smirn. Do you think it will now be an effective unit? 

Colonel Crrrz. We believe now, sir, they will make it into an effec- 
tive unit. 

Senator Futsricur. Do the Ethiopians make good soldiers? 

Colonel Crrrz. Well, sir, they did very well in Korea. 

Senator Smrrx. That is all. 


MAINTENANCE OF EXISTING FORCES AND FORCE IMPROVEMENTS 


Senator Fursricntr. Of the $390.4 million programed for mili- 
tary assistance for the Near East, south Asia, and Africa $162.3 mil- 
lion, or over 40 percent, is earmarked for maintenance of existing 
forces and $228.1 million for force improvements. 

What is the distinction between these two categories of aid? Is the 
maintenance ratio expected to be at that same level for a number of 
years to come? 

Colonel Crrrz. The distinction between maintenance and improve- 
ment, Senator ? 

Senator Futsrienr. Yes. 

Colonel Crrrz. The maintenance is for the continuation of those 
forces, that is continuation of providing equipment for those forces 
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which we have already equipped without considering you might say 
modernization. 

In other words, we are not improving their capability. We are 
merely retaining it at the level at which we have it at this time, whereas 
the force improvement is in a true sense modernization. 

In other words, we put in an F—100 or an F-84-F instead of an old 
F-84-G or we put in an M-47 or M-48 tank instead of a World War II 
type. That is the difference between the two categories. 

Now as to the latter part of your question, unless the situation 
within the various countries of this area changes, that is their ability 
to buy their own equipment, we will probably have to continue the 
maintenance of these forces at about this level, sir. 

Maintenance provides only for existing equipment with no improve- 
ment. Modernization and force improvement gives them some modern 
equipment. 

Senator Smirx. $390.4 million is the figure given for the military 
assistance program for the entire area ? 

Colonel Crrrz. Yes, sir. 


EQUIPMENT MAINTENANCE 


Senator KNow.Lanpb. With reference to these countries to which we 
are giving aid and have aided very materially in the past which have 
had serious problems in equipping themselves because of budgetary 
and other problems, aren’t we giving some thought to eventually 
getting them into a position where they “an at least maintain the 
equipment? Or is this going to be a permanent maintenance job we 
are going to have from now to time immemorial ? 

Colonel Crirz. No,sir. Weare attempting todo that, Senator. This 
year, for example, we are asking for in this year’s appropriation a 
fund to permit us to sell more equipment and institute a revolving 
fund so that as we sell it and the countries pay us back, we loan it or 
sell to somebody else on credit. 

For example, that has been in effect, primarily in NATO as of this 
time, where about eight of the NATO nations have already agreed to 
take over all of their spare parts requirements. We are moving along 
with others to get accomplished. For example, Iraq buys all of their 
spare parts at this time. Whereas Greece, Turkey, and Pakistan do 
not. 

Senator KNowLanp. Are you sure that as a matter of policy we are 
going to try to get all of them on that basis? Again I think there 
are enough signals in the air to indicate that if we furnish equipment 
to these people, we ought to be able to look forward to the time when 
they can maintain the equipment themselves. 

Colonel Crrrz. We are working for that, sir. 


EFFECT OF MILITARY ASSISTANCE TO TURKEY 


Senator Fursrieut. Take the illustrative case of Turkey. By the 
infusion of so much military assistance into Turkey—arms and other 
assistance—we almost wrecked their economy, didn’t we, or contributed 
to that result?) Turkey became subject to very severe inflation. 
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Mr. Rounrree. May I comment on that, sir? I think it is certainly 
true that because of the challenge to the Turkish nation, Turkey has 
had to devote a very large portion of the Turkish resources to the 
military effort, and indeed the United States aid to T urkey over the 
past 10 years has emphasized the militar y aspects of the program. 

I think there has, however, been an improvement in the economic 
base for the Turkish military effort, and I think there are prospects, 
very good prospects, for a continued improvement of that base so 
that the requirement for American assistance need not be an indefi- 
nitely continuing proposition. 

I don’t think that I would agree that this milit: ary effort has brought 
about any fundamental change in the democratic institutions in 
Turkey. The two-party system in Turkey continues to work very 
effectively. 

Senator Futnricirr. You think it is effective ? 

Mr. Rounrrer. Yes. 

Senator Funsriciutr. Don’t they jail anybody that ventures to differ 
with the administration / 

Mr. Rountree. I don’t think there is the same degree of freedom, 
sir, in the political system in Turkey that there is, for example, in the 
United States. 

senator Futsrieut. I did not make any such comparison, but isn’t it 
true that they have closed all opposition newspapers 4 

Mr. Rounrrer. They have closed some opposition newspapers. 

Senator Futprieutr. Didn't they put Kasim Gulick in the peniten- 
tiarv’ He was the leader of the opposition ? ? 

Mr. Rounrrer. Yes, he is an opposition leader. He was arrested 
several times but he is still free pending review of his case. 

Senator Futsrienr. You don’t have to make a comparison with the 
United States. It certainly is a retrogression in their freedom of 
debate on public questions, isn’t it ? 

Mr. Rountree. leted.| I think taken in the context of the 
growth of democracy in Turkey over the past 30 years there is still 
reflected a marked i improvement. 

Senator Futsrientr. Do you think that over the last 5 years there 
has been a marked improvement ? 


| Deleted. | 





PAST AID TO TURKEY 


Senator Futpricur. How much has been put into Turkey in military 
assistance, defense support and in economic assistance since this pro- 
gram started ? 
Do vou have those figures ? 
Colonel Crrrz. Yes. 
Senator Fcierienr. The total ? 
| Deleted. | 
Mr. Burns. The figure for economic assistance including defense 
support is about $620 million. 
Senator Futsrieut. The $620 million includes defense support and 
economic support ? 
Mr. Burns. And technical cooperation. 
Senator Furrrientr. And all other categories? 
Mr. Burns. Yes, sir. 
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Senator Futsrientr. And the [deleted] military hardware? 

Colonel Crirz. Yes, sir. 

Senator Fuusrieur. A total of just under [deleted] 

In how many years is that ¢ 

Colonel Crirz. Since 1950, sir. 

Senator Fu.prient. Since 1950. 

Colonel Crirz. I am not including military assistance provided 
prior to 1950. 

Mr. Burns. The figure, sir, on economic assistance begins with 
April 3, 1948. 

Colonel Crrrz. I did not include the 1947 program in this 1.2 
billion. 

Senator Futsricur. Let’s get the record straight if we can. Will 
you restate just exactly what is included so that we can get some per- 
spective on that program ? 

Colonel Crirz. For military assistance it is $1,270 million since 
1950, sir. 

Senator Futsricut. That is just hardware ? 

Colonel Crirz. Hardware and training. 

Senator Futsricnt. And training? 

Colonel Crrrz. Right, sir. 

Senator Futsricut. We would like to have a comparable figure 
for the same period, rather than a different period. 

Colonel Crrrz. I would have to go back and get the 1947-48 in- 
crements. I did not include those. 

(The Defense Department subsequently supplied this information :) 

Under Public Law 75, 80th Congress, military assistance in the amount of $159 
million was furnished Turkey. 

Senator Futsricut. Does your figure include economic or non- 
military aid back to 1947 ? 

Mr. Burns. Yes, sir, it does not include 1947, but it goes from the 
beginning of the European Recovery Program, April 3, 1948. 

Senator Futsricut. Do you have any way of saying how much of 
that was merely for budget support and how much. went into produc- 
tive economic projects / By productive economic projects I mean 
projects intended to increase productivity, such as irrigation, trans- 
portation and so on / 

Mr. Burns. I can’t quote you figures offhand. 

We could give you a statement for the record for that purpose. But 
a very large | percentage of it has been in the form of financing com- 
modity imports which maintain the economy and support consump- 
tion. The counterpart generated has been available to support mili- 
tary budgets or economic projects, such as promotion of agricultural 
production, mining, manufacturing and roads. That is the broad 
picture so the money was channeled into specific things, but I can’t give 
you the total off the cuff. 

Senator Furisrient. The point I am trying to make is, that of this 
nonmilitary item of $600 million, a very large percentage of it may 
really have been devoted to defense support. That is, it might not 
have gone toward increasing the productivity of the country. 

Mr. Burns. That is true. 

(The following additional information was subsequently sub- 
mitted :) 
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This is true to the extent that counterpart lire assigned to the Turkish military 
budget make little direct contribution to production facilities. Of course the 
dollars granted or loaned to Turkey had a favorable impact on the economy. 
A portion went to maintain existing levels of consumption and production. 

Senator Fuxsricut. That is the point we are trying to clear up. 
Are we creating conditions in Turkey which have no prospect in the 
future of resulting in an economic base to support this military 
program ‘ 

My impression is that Turkey’s economic situation is in a very 
precarious condition due to inflation and so forth. 

Mr. Burns. I might say this, sir. The economic situation has some 
elements of weakness in it. 

For example, their government debt is quite high, and a large part 
of it is short-term debt, and their exchange rate has been weak too, 
as evidenced by the free market rate, which has been fluctuating 
around 10 or 12 lire to the dollar, as compared with the official rate 
of 2.8 to the dollar, but there are also sources of economic strength. 

One of them, for example, is that the gross national product of 
Turkey is now 35 percent higher than it was in 1950, and the agri- 
cultural product of Turkey is about 35 percent higher than it was in 
1950. Salable coal produe tion increased by 20 percent, chrome ore 
output by 50 percent, and iron ore by 400 percent from 1950 to 1955. 

Senator Fu.sricur. Is that in terms of constant dollars or is that 
in other terms ? 

Mr. Burns. No, sir; that is on a constant basis. And their wheat 
production this year is bad because of weather conditions, but before 
this bad-crop business of this year, their wheat production was very 
substantially above prewar. 

Then they have used—as you said, most of that money was used 
for defense support, but a considerable part of it was used for specific 
objectives like the mines at Zonguldak and a hydroelectric project at 
Sariyar, and they have expanded their technical schools and things of 
that sort which lay something of a foundation, the results of which 
are not always yet evident. 

Senator Futsrienr. Can you supply for the record how much of 
that $600 million actually went into a project that increased the 
productivity of the country, as distinguished from merely paying the 
upkeep of the military ? 

Mr. Burns. Yes, sir. 

Senator Futsricur. Would you venture an estimate at this time? 

Mr. Burns. The bulk of the money went for defense support. 

Senator Futsricur. Would you say 80 percent / 

Mr. Burns. Just speaking offhand I was going to say two-thirds 
but that is purely an offhand figure. 

Senator Futsricuer. That is all right; it is subject to correction. 
[ just wondered what you would estimate. I want to get the picture. 

(The following information was subsequently submitted for the 
record :) 

The United States aid program to Turkey under the Greek-Turkish aid pro- 
gram was inaugurated on July 12, 1947 ; $5 million was made available to initiate 
a highway program in conjunction with the military buildup. Turkey was in- 
cluded in the European recovery program in 1948, and from April 3, 1948, through 
fiscal year 1957 programs for Turkey totaled approximately $619.6 million. Of 


this $17.4 million has been made available for technical assistance. Of the bal- 
ance, defense support, roughly 53 percent has gone for raw materials, basic 
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commodities, and spare parts; 37 percent for capital equipment, and 10 percent 
for freight. During recent years, the critical economic situation has caused 
the aid program to concentrate on commodities required to keep industrial and 
agricultural operations underway. Financing for capital development is restricted 
to those projects already underway which make an early and direct contribution 
to improved industrial capacity. In the early years, direct contributon to capital 
projects represented the larger share of the aid programs. 

Of the local currency counterpart generated by dollar assistance, the bulk, 
75 percent, has been devoted to support of the Turkish military budget. The 
balance has been used to support activities which promote agricultural produc- 
tion, transportation, mining, and manufacturing. 


Senator Fursrieut. There are three outstanding cases—Greece, 
Turkey, and Pakistan. It is suggested—and I don’t think anyone pre- 
tends to have really analyzed it to the last degree that while those pro- 
grams are for extremely important countries and so far very reliable 
allies, we may not have had a balanced program—that is, it was too 
heavy on the hardware and too light on the productivity aspect. 

I think you ought to give the committee the benefit of an analysis 
as to just what the proportion has been and what the result has been, 
and see [deleted] if it would not be wiser from our point of view to put 
a little more into the economic base and a little less into the hardware. 

(The following information was subsequently submitted :) 


Turkey.—Turkey is supporting a large military establishment; approximately 
6 percent of the gross national product is devoted to the defense budget to cover 
troop pay and support and other military expenses. Defense support assists 
Turkey to bear this burden; further, the hardware which supports the military 
effort has been imported through the United States military assistance program. 

On the other hand, during the last 10 years amounts ranging from 12.5 to 15 
percent of the gross national product have been used for investment purposes. 
In addition, apart from military assistance, all of the dollar portion of the aid 
programs have been devoted either to capital development or to the import of 
essential commodities for the domestic production. 

Since the beginning of the aid program in 1947-48, and the participation of 
Turkey in NATO, 1950, there has been a noteworthy basie physical improvement 
in the economic well-being of the average Turk. The gross national product has 
increased in real terms by roughly 35 percent since 1950. During the early fifties 
when harvests were extraordinarily successful, Turkey averaged an annual 
gross national product increase of approximately 8 to 9 percent. In recent years, 
when crops have been poorer and Turkey is facing inflationary problems and 
increasing foreign debt, the gross national product has shown a somewhat lower 
annual improvement level of 4 to 6 percent. Several thousand kilometers of 
good roads have been built, making it possible for remote sections to communi- 
cate and engage in commerce with the rest of the country, a fact of considerable 
advantage to defensive operations. Coal production has increased by a million 
tons and other mining facilities and energy-producing units have been modern- 
ized and improved. The overall industrial index is now 166 (with 1948 as a 
base year). Per capita income and consumption have increased between 20 and 
25 percent since 1951. Since 1949, agricultural production has increased one- 
third; industry and mining by approximately 50 percent, and transportation 
and communications facilities have almost doubled. 

Greece.—Greek defense expenditure is now approximately 5.5 percent of gross 
national product and more than one-fourth of total Government expenditure. 
Defense support has assisted Greece to meet this burden. Greek economic prog- 
ress since the end of the civil war in 1950 has been impressive. Real gross na- 
tional product rose by approximately 37 percent between 1951 and 1956; over 
the same period, real consumers’ expenditure rose by approximately 20 to 22 
percent, and real private capital investment by 70 percent. Agricultural output 
rose by 29 percent between 1951 and 1956, while industrial production increased 
33 percent. The volume of exports rose steadily throughout the period 1951-56, 
approximately doubling by last year. Import volume, which declined between 
1951-53, rose to about 10 percent above 1951 in 1956. In the same period, foreign 
exchange reserves trebled. 

Since April 1956, prices have remained stable; the Government budget deficit 
on ordinary account has been reduced; the volume of imports and exports have 
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risen about equally and foreign exchange holdings have remained constant. In- 
dustrial output is tending upward slowly and crop expectations for 1957 are 
slightly better than the actual output of 1956. While there are many unresolved 
problems to be met, the situation has certainly improved since the inception 
of the defense support program. 

Pakistan.—Pakistan’s defense expenditure is equivalent to 5 percent of gross 
national product and constitutes about one-third of Government expenditure. 
Defense support has permitted the economy to carry this burden, and to make a 
small start in overcoming the serious problem of economic development. 

Economic development in Pakistan shows most striking results in industry: 
industrial production increased 28 percent between 1954 and 1956, and more 
than fourfold from the very small base of 1948. This growth was achieved 
in spite of continuing domestic scarcities of equipment, materials, spare parts, 
and fuel stemming from the shortage of foreign exchange in the years follow- 
ing the Korea boom. Some progress has been made in agriculture, although 
production has been hindered by recurrent floods and drought. There appears 
to have been sufficient increase in national income not only to meet the popula- 
tion growth rate of 1.5 percent per year, but also to provide a small increase 
in per capita income. 

Senator Futsricut. That is a decision of the highest level that I 

S 
assume somebody in the Government is engaged in evaluating. 

Is there somebody who makes that evaluation ¢ 

Mr. Burns. Yes, sir. 

Senator Futsrient. Who does that? 

; eas 

Mr. Rountree. Mr. Chairman, may I comment generally on this? 

The American program in Turkey began essentially as a military 
program. 

Senator Futsricur. Yes. 

Mr. Rountree. It was part of the first Greek-Turkish program, 
and the purpese was to improve the military vapability of Turkey 
to resist Soviet threats. 

Later when Turkey became a member of NATO and force goals 
were assigned in the light of the role that Turkey was to play in the 
free world defense, it was very important in this country, which a 
anti-Communist and strongly oriented toward the free world, | 
given an adequate degree of militar y capability. 

Beginning in 1949 we inaugurated an economic program. It 
started primarily with road projects. The effect of that road pro- 
gram on the Turkish economy was phenomenal, although in its orig- 
inal concept it had primarily a military objective. But it made it 
possible for the Turks to open up new agricultural land, open up new 
markets, get goods to the ports that theretofore could not be brought 
out and had to be absorbed completely within the Turkish economy. 

That was soon supplemented with agricultural programs, including 
American technical advice. Some portion of our total aid to Turkey 
was put into agricultural development programs. 

So between the years 1948 and 1953, Turkey, which was a substan- 
tial importer of food grains, bee: ame one of the largest—I think the 
fourth largest exporter -of food grains by 1953. 

Since 1953 they have had a series of bad harvests due to climate, 
bad weather, and the situation has not been quite as bright. But 
nevertheless there is a base, an agricultural base in Turkey, that is 
tremendously improved. 

As a result of our military program, including defense support, the 
Turks have been able to make a substantial investment program them- 
selves. Some people have said the Turks have invested too much. 
The Turks will dispute that. They have extended themselves pretty 
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far, but they have created what potentially is a situation that reflects 
a marked improvement over the economic Sse of 1948 when we began 
our program, and indeed for a good many years the rate of growth 
of the gross national product in Turkey was as high as I think in 
almost any country in the world. 

In each year 1952 and 1953, I think it was at around 7 percent for 
which as you know is a phenomenal rate of growth. 

So I think that while, as Mr. Burns has said, there are economic 
weaknesses at the present time, nevertheless the situation in Turkey 
over the long term is not at all gloomy. 

I think we need not be unduly pessimistic about the Turkish econ- 
omy. I think the contribution that we have made directly and indi- 
rectly to the improvement of that situation is appreciable, and is 
appreciated greatly by the Turkish Government and the Turkish 
people. 

But that is not to say, however, that the tremendous impact of 
carrying this large military burden has not had a very distinct effect 
on the situation in Turkey. If it had not been necessary for the Turks 
to carry this military burden undoubtedly the economic situation 
would be better. Therefore it is necessary continually to review the 
situation, to appraise the balance between the economic and the mili- 
tary programs. We believe the Turks are also doing this on a regular 
basis. For our part certainly this is one of the primary factors in 
deciding what programs we should support in Turkey. 

Senator Fursricutr. That sounds very good. The fact remains 
that there has been a deterioration in political and economic condi- 
tions in Turkey in the last few years. 

There out of [deleted] million programed, [deleted] million is mili- 
tary and 5.6 is for economic or technical cooperation. 

It looks a little out of balance. In all fairness, it seems to me we 
could well devote a little more of that to economic development. 


PURPOSES OF MILITARY ASSISTANCE 


Mr. Rountree. The presentation book states that one of the pur- 
poses of military assistance is [ deleted. | 

How firm are alliances that are based on that type of justification ? 

[ Deleted. ] 

Mr. Rountree. Sir, I think that the countries to which this is most 
applicable would be the Baghdad Pact countries of Turkey, Iraq, Iran, 
Pakistan, the NATO countries and Greece and Turkey, Ethiopia, and 
other countries where we have rendered military assistance, and I 
think that without the countries in which we have had this type of 
relationship are those which most firmly recognize the Communist 
danger and are most determined to do something about it. 

It is our belief that the willingness of the United States to help these 
countries to develop their own capability to resist Soviet. blandish- 
ments and to develop their own capabilities to cope with internal 
threats, is a very significant factor in the position which these govern- 
ments hold, and the degree of support which the government receives 
from their people in maintaining their position. 
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DECISIONS TO FURNISH AID 


Senator Smiru. Who makes the decisions now as to which of those 
countries are supported and which are not? Is that made at a top level 
in the State Department ? 

Mr. Rountree. Yes. The policy regarding the extension of military 
assistance to the countries of the area which we are discussing are 
policies of the administration as a whole, in the formulation of which 
the State Department, Defense Department, and ICA all participate at 
highest levels. 

Senator Smrru. Then in the first instance here you would have the 
decision that country X will be included in the countries for military 
assistance for reasons you have indicated. 

The second question is: Why does country X get more than country 
Y? Isthat just due to local conditions; the ‘appraisal by your military 
experts as to what they need ¢ 

Mr. Rounprrer. The important factor is what they need militarily, 
how this fits in with their capability to use the assistance effectively, all, 
of course, within the context of our overall policies. 

Senator Smrru. Have you found by experience that some of your 
expectations of a few years ago, we will say, have not been fulfilled, 
and that, therefore, this year you are not giving quite as much to 
particular countries, or a little more to them? How do you handle that 
variation ? 

Colonel Critz. That is correct, sir; and you will find, Senator Smith, 
that in certain other areas of the world some countries have not met 
their force objectives. 

Senator Smrru. That is what I want to find out, whether we are 
appraising carefully year by year. 

Colonel Crirz. Yes; we are. 

Senator Smirn. Every bit of progress pro or con? 

Colonel Crirz. And where they have not met the force objectives, 
we have taken the equipment out of the program, if it had been pro- 
gramed, and used it to fill requirements in countries that have met 
agreed force objectives. It is evaluated annually, sir, in the program 
which we present to you. 

| Deleted. | 

But everything that we have, sir, is evaluated annually as to whether 
the country is meeting it or not, and that is one of the points I made a 
few minutes ago when I answered Senator Knowland’s question about 
why we are putting some of these new weapons into an area program. 
We will not do so until the country gives us assurance or exhi its com- 
plete capability to man and operate them. 

Sen: ator Futsricnt. When you say “man,” “operate,” and “keep 
going,” are you speaking from a physical point of view of the required 
numbers of people and technical ability, or do you mean economic 
capacity ? 

Colonel Crrrz. Well, sir, primarily I am speaking of technical abil- 
ity and trained personnel, and on the economic side, sir, where we con- 
sider that country has the capability, that is also included, and certain 
countries have agreed to that. 

Senator Futsricut. Who takes the responsibility for evaluating 
the economic capability of a country? 

Colonel Crirz. We do that 
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Senator Futsrigutr. When you say “we,” you mean the Defense 
Department ? 

Colonel Crirz. Yes, sir. 

Senator Futsrieur. Does the Defense Department have that respon- 
sibility ? 

_ Colonel Crirz. No, sir; we work it otit with all Government agen- 
cies, sir. 

Mr. Rountree. May I say, Senator, one of the functions of our 
so-called country team in each of these nations is to review this situa- 
tion regularly and to make recommendations to the Government in 
Washington based upon all factors involved: the economic, military, 
and political factors. The programs are formulated on the basis of 
recommendations from this country team representing the military 
mission, the ICA mission, the American Embassy, and other agencies 
which can contribute to an overall appreciation of how the programs 
are going, what their impact is, and what the requirements are to 
achieve our policy objectives in that country. 

Senator Futrricnt. You used a moment ago, I believe, the phrase 
“at the highest level.” I am just curious about that. Does the Secre- 
tary of State participate in the final decisions on this matter of distri- 
bution of emphasis between military assistance and economic or tech- 
nical cooperation / 

Mr. Rounrrer. The Secretary, sir, participates in the overall poli- 
cies with respect to the program, and both he and the Under Secretary 
of State play a major role in the formulation of our programs for 
presentation to the Congress and the major decisions with respect to 
their implementation after the programs have been approved. That 
is not to say they participate in every decision, but in the broad policy 
aspects there is top-level participation. 

Senator Futsricntr. And what about the participation in the evalua- 
tion of the economic capability of a country to support a military 
establishment ? 

Mr. Rountree. That is one of the major factors. I might say that 
this question arose in connection with Turkey. The Turkish program 
has received the highest level consideration in the executive branch 
for some time. 

Senator Fursrienr. And has this particular question been given 
their most serious attention ? 

Mr. Rountree. Yes,sir. [{ Deleted. ] 

Senator Fursricnr. I should think exactly the same questions 
should be considered with reference to all three countries—that is, 
Greece, Pakistan, and Turkey. Together they account for more than 
half of the program; don’t they ? 

Mr. Rountree. Yes, sir. 

Senator Futsricut. Considerably, I think. 

Mr. Rountree. I would merely use the Turkish case as an example. 

Senator Futsrient. Yes. Those three countries, I would imagine, 
have very similar characteristics, The danger, as I see it, is that, in 
our eagerness to strengthen them militarily, we inadvertently weaken 
them economically, and in the long run that has political repercussions 
if these countries become disillusioned with their friendship with the 
United States and say, “My goodness, we bankrupt ourselves trying 
to be friendly with them,” and it will cost us their support. To put it 
another way, they will become so weak that their governments fall 
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subject to irresponsible elements, and we lose in the long run. I think 
it is to our own interests that this be kept in balance. If it is too 
heavily military, we defeat our own purposes. That is the only point 
Iam trying to make. 

Mr. Rounvres. I think I can assure you, Senator, this question of 
balance is very much in the minds of the people responsible for these 
programs. _[ Deleted. | 

Senator Futsricur. Do we consult with the experts, say, in the 
International Bank, about the economic capabilities of these countries ? 
They have, I am told, a very good staff, and do a great deal of study of 
the basic produc tivity of a country, as to what the country’s needs are 
and soon. I wonder if there is any means of utilizing the knowledge 
of those people ? 

Mr. Rountres. There is, sir. We maintain very close contact with 
the International Bank, and also with the Export- Import Bank. 

Senator Futsrienr. When you say “we”, are you referring to the 
State Department ? 

Mr. Rountree. This is the State Department, and the primary con- 
tact is, of course, between Mr. Dillon and our economic officers with the 
bank, but it also extends, for example, to myself and my colleagues in 
our political office, so-called, the geographical bureau, with the bank. 
We have very good working rel: ationships with the bank; [ Deleted. ] 

Senator Funsricut. For the benefit of the members who came in 
late, I started asking these questions I had, but I hope any and all of 
you will feel free to interrupt. This is a rather informal meeting, and 
I am not trying to monopolize it. If anyone has a question at this 
time, please interrupt. 

LEBANON 


Senator KNow.anp. I have one question, getting off the subject of 
Turkey for a moment, which is, of course, a very important one. Can 
you throw any light on the situation of Lebanon, having in mind the 
elections which are now coming up and the relationship of our pro- 
gram out there / 

Mr. Rounrnrer. Yes, sir; I would be pleased to comment on that. 
| Deleted. | 

Senator KNowLANp. What is the date of those elections? 

Mr. Rounrrer. The 9th of this month. 

Senator KNowLanpb. June? 

Mr. Rounvrer. Yes. 

Senator Smirn. Has there been any anti-American feeling evidenced 
in those outbreaks ¢ 

Mr. Rountree. [| Deleted. ] 


USE OF LOCAL CURRENCIES TO AID UNIVERSITIES ABROAD 


Senator Funsrienr. With regard to Lebanon, and the same can be 
said of Turkey, have you given any consideration to making a capital 
grant of some foreign currencies, of which we have a rather large 
supply. to the great universities there that are American in origin ? 

This matter has been up once or twice. We have discussed it in- 
formally. But I was thinking of the possibility of allocating what- 
ever foreign credits are avail: ible in the area to Roberts ( ‘ollege and 
the American U niversity at Beirut in Lebanon. I was wondering 
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whether or not the State Department or the National Security Council 
considered the advantages which would accrue to the U nited States 
and the West if some assistance were given those institutions. Have 
you ever considered it ? 

Mr. Burns. With respect to the mutual-security money, we have not, 
because it was not clear in the mutual-security legislation and the 
legislative history. It was not clear that buildings and bricks and 
mortar might be the best use of the money. So we have not considered 
capital grants. 

ut what we have done is concluded with mutual-security technical 
cooperation funds a contract with the American Univ ersity in Beirut 
in April of this year for a 3-year period, which would amount to 
$1,200,000 to the university this next year, to pay their costs for train- 
ing 424 trainees from the whole Middle East area. That is one thing. 

Then, with respect to Roberts College, consideration is being given 
by the State Department to the use of surplus agricultural lira sales; 
proceeds of lira were used for Roberts College for building purposes 
which, as I understand, is within the purview of Public Law 480. 
There is no Public Law 480 in Beirut, by the way. 

Senator Futsricur. I think that is a very good use of the proceeds, 
and not only from the point of view of its being in the purview of 
Public Law 480. 

One of the members of the board is an American from New York, 
an oilman, who came to see me about the desperate financial condi- 
tion of the university at Beirut. If you give Sects a capital grant, it 
merely relieves their regular funds. 

As you know, that is a private institution largely supported by 
Americans, started by Americans, and I am told it has had. and still 
does have, a very important influence upon the attitude of leaders in 
that whole area because so many of them have been there and have 
gone there. It seems to me—I had particularly in mind Public Law 
480 funds being made available—that a capital grant, rather than 
funds on a continuing basis, for the improvement of the institution 
itself could be made. I don’t see anything wrong with that. Do you 
see anything wrong with that? 

Mr. Burns. No, sir; I don’t. 

Senator Fursprient. And, in addition, I have in mind not only 
whether the funds are available in the local currency of Lebanon, but 
in currencies within the area itself, where it is very likely that local 
currencies of other countries could be made convertible if the re- 
spective countries were willing to make them available and let them 
work out the convertibility in the future. 

How in the world are we ever going to use the credits in Yugo- 
slavia? I don’t know. But perhaps you could get Yugoslavia to 
agree to make available for use in this area currency that she has, since 
she has trade with the other countries in that area, probably more 
than they do with us. I wonder if your agency would give considera- 
tion to this, if you don’t have the authority now, and if the committee 
should decide to give you authority to examine this situation and 
see if we couldn’t get some benefit out of these credits in ways that 
would help the United States influence in the area. I would think 
this is one good way to accomplish that. 

Mr. Burns. It is certainly correct, Mr. Chairman, that both those 
universities have a considerable amount of influence in the area, par- 
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ticularly because they are private universities and have been there 
since 1866, 

Senator Futsrienr. That is one reason why I thought a capital 
grant would be less offensive to people, in the sense that we are not 
a continuing influence in trying to operate the school by use of an 
annual grant. 

We could just give them this grant, and say with it we meant for 
the school to continue in its private character, and that this is not a 
United States operation but a private operation. That is what this 
man who came to see me also, I thought, would like. He would 
prefer that kind of assistance, whereas an annual grant would soon 
create the impression it is just another operation of ‘the Federal Gov- 
ernment. 

Mr. Saccro. The contract that Mr. Burns referred to is not a grant. 

Senator FunsricHt. What is it? 

Mr. Saccto. It is a contract for services to train the people we send 
to the American University at Beirut. 

Senator Futprient. That is helpful. 

Mr. Saccro. We mean to be helpful. We don’t want it to appear 
to be our giving a grant to the American University at Beirut. We 
are calling on it for services, as we would with any other American 
university. 

Senator Fv.ericut. I think this particular gentleman is chairman 
of the board. 

Mr. Burns. Mr. John C. Case, who is vice president of Socony 
Mobiloil. 

Senator Futsrieut. That is the man. 

He was under the impression that a single grant, a capital grant— 
maybe not specifically for the university, but for this purpose in the 
area—would be beneficial and that then you could work out the mechan- 
ics of the problem. I have a feeling that it would be a very beneficial 
way of using these foreign credits. 

I would like to see the administration come up with something. Do 
you feel you need any authority that you do not now have? 

Mr. Saccio. I don’t think we have the authority under the present 
law to give grants out of mutual security funds for this purpose, ex- 
cept possibly under section 401. 

Senator Futsrienr. I don’t think we ought to authorize funds di- 
rectly for this purpose. But if you are interested, I would like to see 
the committee consider giving you permissive authority to use it for 
that. purpose. 

I think a limited amount can be used in a more beneficial way to- 
ward influencing of the policies of the governments in that area. 

I am told a large number of these people are graduates of these 
colleges. 

Senator Sparkman ? 

Senator SparKMAN. I would like to interject this thought and ask a 
question or two. 

I have been greatly impressed with the influence of the American 
College at Beirut on the thinking, not only right there in that country, 
but in a good many of the countries in that area, and I think Senator 
Fulbright has brought out a very interesting suggestion, and I think 
maybe a very helpful suggestion. 
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Under the provisions relating to the funds under the Middle East 
doctrine, isn’t there more freedom given to the use of those funds than 
to those that are a regular part of the mutual security program, or 
would the restriction hold to those also ¢ 

Mr. Rounrrer. I would say that the suggestion made here is a very 
interesting one, and certainly I think should be given very careful 
study as a possibility. 

We have been working with the board of trustees of the American 
University to discuss with it the overall problem of the American 
University in Beirut and what we can do to hethes We have been doing 
this in conjunction with the Ford Foundation, which is also inter- 
ested, and certainly I need not emphasize, I am sure, the interest that 
we have in the American University of Beirut as an outstanding ex- 
ample of what private American organizations have done to develop 
a very useful and effective American influence in that part of the 
world. 

Senator Smiru. Have they made any application to us for help? 
I don’t think they would be calling on our Government for any specific 
help. I know a lot about the Near East colleges. As the chairman 
says, maybe Public Law 480 might be used for one-purpose grants, 
as for a building, a dormitory, or something like that. 

Senator Fursricut. The gentleman who came to see me, Mr. 
Case, said the university was in desperate straits for physical improve- 
ments. They are not getting the amount of money they were getting. 
It is the same story as with other private colleges here in the United 
States. 

He gave me the impression that they needed money very badly. 

Mr. Burns. Beginning last fall, when they were considering a new 
president for the American University at Beirut 

Senator SparkMAN. Have they found him yet? 

Mr. Burns. The man who is now president of San Francisco State 
College will be leaving next month to take over the presidency of the 
American University. His name is Dr. Leonard. 

Beginning then, they raised with our office the financial condition 
of the college. Mr. Hollister told them that we would consider re- 
newing the contract only if they have a permanent president. This 
they did. 

But we were under the impression that under the mutual security 
legislation it might be legally difficult to use such funds for capital 
endowment. We knew that it was possible to use mutual security 
funds to pay the university for its costs in giving technical training 
to ICA trainees chosen from the countries of the Middle East region. 
ICA contracted with the American University of Beirut on April 
30, 1957, to give such training next year in engineering, agriculture, 
business administration, public administration, education, public 
health, nurse training, and pharmacy. This was the fifth amendment 
to that contract since the first training contract with the American 
University of Beirut in 1951. 

But we told them that as far as capital endowment funds for a 
grant were concerned, we doubted whether we could do that without 
further authoritative interpretation of the Mutual Security Act. 

Senator Knowtanp. Does that apply to the Public Law 480 counter- 
part funds? 

Mr. Burns. No, sir. 
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I am not a lawyer, but I understand that Public Law 480 sales pro- 
ceeds can be used for capital grants and for buildings, and are being 
considered for use at Roberts College in Turkey where there is Public 
Law 480 local currency, but in Lebanon, in Jordan, and Iraq, where 
many of the American University of Beirut students come from, there 
are no Public Law 480 funds, no Public Law 480 programs, so there 
are no Public Law 480 funds for those particular countries, as far as 
helping the American University at Beirut is concerned. 


DISTURBANCES IN LEBANON 


Senator SparkMAN. You said something a while ago about these 
disturbances within the last few days at Beirut. Was any appreciable 
anti-American sentiment involved ? 

Mr. Rountree. No, sir. 

Senator SPARKMAN. Or was it a usual election brawl] ? 

Mr. Rountree. [ Deleted. } 

Senator Sparkman. Aren’t their elections usually accompanied 
with these demonstrations ? 

Mr. Rountreg. Yes. 

Senator SparkMAN. This may have been larger than usual? 

Mr. Rountree. This was a fairly large demonstration. 

Senator SparKMAN. But nothing to give us any concern ? 

Mr. Rountree. In this alone, there is nothing to give us any concern. 


COMMUNIST INFILTRATION IN LEBANON 


Senator Sparkman. Is there any real problem in Lebanon, so far 
as we are concerned, from the standpoint of Communist infiltration 
or the stirring of the local people, or anything of that kind ? 

Mr. Rounrree. There are the efforts of the Communists to infiltrate 
Lebanon and to stir up trouble, but the situation in Lebanon up to 
this point has been relatively calm and the Government has been quite 
effective in controlling it. 

Senator SparKMAN. That is all, Mr. Chairman. 

Senator Fursrient. Do you have another question, Senator 
Knowland ? 

Senator KNowLanp. No. 


PROPOSAL FOR A FOREIGN EDUCATION AID FUND 


Senator Smirn. I call your attention to a matter which was in the 
Hamilton Fish Armstrong report to the Special Committee to Study 
the Foreign Aid Program. ‘That report says: 

It would seem within the framework of the President’s thinking to set up in 
the United States a foreign education aid fund, as an autonomous, nonprofit, non- 
governmental organization under the direction of a board of trustees composed 
of leaders in education, business, and the professions. American foundations 
would be asked to contribute to it. In addition, it would be hoped that the 
United States Government would allot from its appropriations for foreign aid a 
sum of X million dollars yearly to this fund. 

Has that suggestion ever been considered ? 

Mr. Burns. We have not, directly. 

Senator Smirn. Mr. Armstrong’s report covered Lebanon, Jordan, 
and Iraq. 
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Senator Futsricnt. I would like to have the executive branch give 
some thought to two aspects of this problem and see if you can make 
a recommendation to the committee. 

One is in the case of Beirut. If you don’t have authority, would 
you at least consider recommending that you be given authority to 
use your regularly appropriated funds for aiding those schools, per- 
haps on a one-shot basis for the case of Beirut, if you think it is im- 
portant. 

I am under the impression that it is an important thing, and if you 
could give them a capital grant I think you would minimize the pos- 
sibility of being considered a protector and allied with them. You 
would not have a continuing relation. 

The other feature involves section 104 (j). I think that very clearly 
gives the authority to use Public Law 480 funds for the purposes of 
section 203 of the Smith-Mundt Act. That section says: 

The Secretary is authorized to provide for assistance to schools, libraries, and 
community centers abroad, founded or sponsored by citizens of the United 
States. 

So you clearly have authority under Public Law 480 funds. It 
seems to me you ought to be ingenious enough to create some kind of 
a mechanism to use Public Law 480 funds in that area, even though 
they aren’t generated in a particular country where the school is 
located. 

Both of these colleges are generally considered area schools. They 
have always served the whole area. You get students in the American 
University at Beirut from all those countries in the area, and you get 
students at Roberts College from countries other than Turkey. 

There will be a lot of foreign currency, and nobody knows what to 
do with it, and much of it trickles off and nobody knows whether good 
is done with it or not. 

Maybe this idea of Mr, Armstrong’s of creating a foundation and 
turning the currencies over to it and letting the foundation over the 
years work out the convertibility and the usefulness of it is one way 
to handle the problem. 

Would you be interested in exploring such a project ? 

Mr. Burns. Yes, sir. 

May I say just one thing, Mr. Chairman ? 

As far as Public Law 480 funds are concerned, it is possible to use 
them in Turkey for Roberts College; and in Greece, when there are 
Public Law 480 funds, for Athens College, which is another American 
college. 

But in the case of the American University at Beirut, we have no 480 
sales proceeds there. We have sales proceeds in India and Pakistan, 
but if you go to the Governments of Indian and Pakistan and ask 
them to convert their rupees into Lebanon pounds or sterling, for use 
by the American University in Beirut, those governments will say, 
“Why should we convert these sales proceeds into hard currency for- 
eign exchange for use by the American University in Beirut when we 
are already short of foreign exchange?” We would have trouble 
getting India and Pakistan to let their sales proceeds be converted into 
another foreign currency because those countries are short of those 
currencies already. 

Senator Fursrient. I understand the problem. I can see why at a 
given time you couldn’t do it; however, this is a long-time problem. 
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There are vast amounts of local currencies accumulating. That is 
another problem. The immediate problem would be to give you 
authority, as you need it, to make a grant of your regular funds for 
this purpose. 

I doubt if you could find a paapeie better designed to improve 
American relations than that particular one. 

Mr. Saccro. There are some problems in this area. 

I believe under the waiver authority of Public Law 401, which is 
similar to that provided in section 3 of the resolution, it says that the 
President could determine that certain sums could be used to further 
the security interests of the United States and the purposes of the act 
in this area. The question is whether that should be done. 

Senator Futsricut. Thatisright. Should you do that ? 

Senator KNow.anp. There are some problems, Mr. Chairman, in the 
very strength of these institutions, which has been due to the fact that 
they are privately supported and privately endowed, or have received 
few American ne 5 Pry and if once you give them a complex of 
United States Government support, you have changed that whole sit- 
uation, and there is a question in my mind if you don’t undo some of 
the good that has been done out there. 

I don’t think the same problem attaches to these Public Law 480 
funds as would in a direct appropriation from the American Congress, 
the American Government, to the support of these institutions. 

Senator SparKMAN. May I ask this: Would it not be possible to set 
up programs in that area that could generate Public Law 480 funds? 

Mr. Burns. In some countries, like Turkey and Greece, yes, sir. 

Senator Sparkman. I am thinking about the countries that supply 
the students for this university, because those would be the countries 
from which they normally would be expected to draw currency. 

Mr. Burns. It might be possible under certain trade conditions with 
respect to Lebanon, because they import agricultural commodities, but 
a number of the other countries which supply students to the American 
University at Beirut are countries that themselves are traditional ex- 
porters of agricultural commodities. 

Senator SparkMAN. And not importers of any commodities of which 
we have surpluses ? 

Mr. Burns. Yes, sir. Virtually none. 

That is true normally, but sometimes they will have a bad crop year, 
and those years there is a chance of getting Public Law 480 funds. 

Senator Sparkman. What about Jordan? 

Mr. Burns. There, at the moment, there is no Public Law 480 pro- 
gram in Jordan. 

Senator Sparkman. What about the need there for imports? 

Mr. Burns. Outside of UNRWA supplies for refugees, I am not 
aware of any cereal need there this year, although back in 1954 or 
1955—I have forgotten which year it was—there was a certain cereal 
need, for a considerable amount. In that year it would have been 
possible. 

Mr. Burns. That is almost always an exporter of wheat and barley. 

Senator Sparkman. Under your contract program—I don’t know 
how large it is—for training of technicians, and so forth, it seems 
to me that considerable aid might be extended toward helping them 
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make the expansions which are necessary by reason of the increased 
training program. 

Mr. Saccto. These contracts have actually created expansion in our 
original financing of equipment for the college. I think Mr. Burns 
can get into the details on that. 

Mr. Burns. We expanded the contracts last year. It was running 
around $900,000 with the American University at Beirut. 

Senator SparKMAn. $900,000? 

Mr. Burns. Yes, sir; from ICA funds. 

They had 370 trainees from the whole area, stretching from 
Lebanon across to Afghanistan. 

This next contract for the next academic year will be a minimum of 
424 trainees, and will cost us a million, two hundred thousand dollars. 

Senator Sparkman. I am not thinking solely of the cost of train- 
ing them, but of the facilities that might need to be expanded at the 
university by reason of having this training program. 

Mr. Burns. This contract does not cover any expansion of facili- 
ties other than the kind of 

Senator Sparkman. Could it? I am thinking, for instance, of 
what was done in this country during World War II, when we put 
up training programs and we assisted the schools to make certain 
expansions. We did it all across the country, including housing for 
students and things of that kind. 

Mr. Rountree. I will say this: Any decision to provide this kind 
of assistance to Beirut would far better be done in the context of a 
quid pro quo rather than an outright grant for the reasons mentioned 
by Senator Knowland, and which are very much in our minds. 

Senator SparKMaAn. I agree fully; that is why I was thinking of 
the contract program. 

Mr. Rountrrer. The quid pro quo element would be one we would 
want to consider very carefully in determining the feasibility of going 
ahead with a program of this type. To the extent that we can find 
on a basis of services rendered an opportunity for making a contribu- 
tion of Public Law 480 funds, or any other funds, I think that is pre- 
haps the most feasible approach at the present time. 

Senator Futsrieur. In Turkey, have you talked to the Public Law 
480 people, and have you worked this out ? 

Mr. Burns. Yes, sir. 

In Turkey, Public Law 480 funds are being considered for build- 
ings at Roberts College, for the engineering department there. 
can’t tell you the figure, but it is a sizable figure, under authority 
of that provision of Public Law 480 that you read. 

But. as I said, as far as technical-cooperation funds, we were not 
sure of the legal background of the legislative history which would 
make it possible to enable those funds to be used for buildings or 
grants without supervision. 

Senator Fursricut. How about Greece? Are you doing anything 
for the Athens College? 

Mr. Burns. It is my impression that we have in the past. 

Senator Futsriecut. Have you talked to the Public Law 480 people 
that administer it? 

Mr. Burns. Yes, I have. 

I talked also with Mr. Case. 
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Senator Futsricut. How about coming up with, not an impression 
but something concrete; what is the status of the use of funds for 
this purpose in this area ? 

Mr. Burns. Public Law 480 funds, you mean ? 

Senator Futsricutr. Yes. And if you have any suggestions for 
other uses. I think that would be a beneficial use for more of those 
funds. 


(The following information was subsequently submitted :) 


PRESENT UNITED States Arp ProGRAMS WITH AMERICAN EDUCATIONAL 
INSTITUTIONS ABROAD 


MUTUAL SECURITY AID FUNDS 


ICA concluded a contract with the American University of Beirut, on April 
30, 1957, to provide technical training in the fields of agriculture, engineering, 
business administration, public administration, education, nurses training, public 
health, and pharmacy to a minimum of 424 trainees (with an option for an 
additional 126 trainees) to be selected by the ICA missions in the various Middle 
East countries from candidates in those countries under agreements between ICA 
and the governments of the host countries concerned. This 3-year contract calls 
for the payment by ICA to the American University of Beirut of $1,200,000 to 
cover the cost of such training in the forthcoming academic year. This was a 
renewal of the training contracts with the American University of Beirut, under 
the program begun in 1951, and for which a total of $3.9 million has been provided 
to date. The American University of Beirut is a private nonsectarian institu- 
tion in Beirut, Lebanon, incorporated under the laws of the State of New York, 
for students from the whole area from Libya and Tunisia on the west to Pakistan 
and Afghanistan on the east. The student body last year included students from 
50 countries (the major enrollment being from Lebanon, Jordan, Syria, Iraq, 
Saudi Arabia, Bahrein, Abyssinia, Sudan, and Afghanistan) representing more 
than 20 religious denominations, including those of the Moslem, Catholic, Jewish, 
and Protestant faiths. 

In previous years, a total in excess of $670,000 was obligated for equipment 
and training assistance for American schools in Iraq, Lebanon, and Greece. 


PUBLIC LAW 480 LOCAL PROCEEDS 


There is now in process a proposal by the Department of State before the 
Bureau of the Budget to allocate from local currency proceeds of Public Law 
480 sales of surplus agricultural products the equivalent of $1,970,000 in lire to 
Robert College, an American school in Istanbul, Turkey, to be utilized for the 
following purposes: $1 million for the construction and equipment of engineer- 
ing college buildings; $700,000 for the construction of an auditorium; and 
$270,000 for Turkish scholarships. 

The State Department is considering, also, a similar program for American 
schools in Greece, namely, the equivalent in drachmas of: $125,000 for build- 
ings, equipment and grounds and $25,000 for scholariships at Anatolia College; 
$80,000 for the salaries of American teachers and $85,000 for scholarships at 
the American farm school; and $15,000 for equipment, $80,000 for American 
teachers and $90,000 for scholarships at Athens College. 

These are the only Public Law 480 programs now under consideration in the 
Middle East area. 


REDUCTION OF MAAG PERSONNEL 


Senator Futsrieaut. The presentation book gives figures on the 
number of United States military and civilian MAAG employees in 
each country. To cite a few, in Greece there are 202 military and 12 
civilian; in Turkey there are 477 military and 82 civilians; in Iran 
there are 254 military and 11 civilians. What are the possibilities of 
reducing the size of the MAAG’s ? 
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Colonel Crrrz. As mentioned to the committee by Secretary Wilson 
the other day, we are at this time conducting a survey for reduction 
of all of our personnel in all the MAAG’s. It is anticipated we will 
have a minimum of a 12 percent reduction in all the MAAG’s a year 
from now. In some countries it is more than that. 

Senator Futsricur. The military-assistance program for Iraq in- 
cludes jet training for [Deleted] Iraqi pilots. It is stated, moreover, 
that Iraq’s aiverafi, both conventional and jet, are obsolescent. What 
is the usefulness in jet training in that case ? 

Colonel Crrrz. Mr. Chairman, the reason that we have not gone 
into the aircraft program in Iraq is that the British have been sup- 
porting the Iraqi Air Force all along and have been providing the air- 
craft, and they have been providing the training. 

We have not seen fit to get into competition with them in the air- 
craft field. The reason we put in the pilots this year was because the 
British had gotten so far behind in training that the Iraqis didn’t have 
sufficient pilots for the planes that they did have. We have provided 
no aircraft. 


CAPABILITY OF LESS DEVELOPED COUNTRIES TO MAINTAIN EFFECTIVE FORCES 


Senator Fursricut. The appraisal of forces given in the presenta- 
tion book for the Near East are for the most part rather discouraging. 
To quote asample: [Deleted]. 

Is there any possibility of a successful military assistance program 
in the less developed countries until they have reached a certain educa- 
tional, technical, and economic competency ? 

Colonel Crrrz. Yes,sir. [ Deleted. ] 

That is one of our primary objectives, to improve the logistic sup- 
port and command capabilities, so they will have a greater overall 
effectiveness. 

Senator Futsrieut. Do you think those countries in the foreseeable 
future, 25 or 50 years, will be able to support a modern army—I mean, 
tanks, jets—and buy them and service them on their own ? 

Colonel Crrrz. Mr. Chairman, I can’t answer that, but I do know 
that Iraq shows the potentials of doing that. Of course, that is the 
smallest of the countries. 

Senator Futsrient. And one of the richest. 

Colonel Crirz. Yes, sir. 

I can’t say about the others. I believe they have. Maybe Mr. Roun- 
tree can. 

Mr. Rountree. I would certainly answer that in the affirmative, 
Mr. Chairman. 

I think the potential of the Iranian economy is very great. I see no 
reason why in the period of time you have indicated it will not have 
developed to the point of maintaining a reasonable level of defense 
forces. 

Senator Fuisrient. When you say “reasonable,” to what stand- 
ard are you comparing it? Do you mean it could ever resist Russia? 

Mr. Rountres. No, sir; not alone. 
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ROLE OF DEFENSE FORCES 


Senator Funsricutr. Do you mean simply it could maintain inter- 

nal order and keep the present government and successor government in 
ower ? 
, Mr. Rountrer. And contribute to collective defense arrangements. 

Senator Smirn. Could it hold the fort long enough until other and 
greater forces could be brought up; is that the thought? 

Mr. Rountree. [Deleted | 

Senator Futsricut. It can, in the face of atomic weapons, although 
it wouldn’t have them ? 

Mr. Rountree. [ Deleted. ] 

Senator Futsricut. That is what bothers me. 

What real significance do these little countries have other than per- 
petuating in power their existing governments? 

Colonel Crirz. Certain countries, of course, will have that capabil- 
ity—Turkey and Greece. 

Senator Futsricut. If we maintain it and service it after we put 
itin. Itisno different from one of our own branches. 

Colonel Crirz. That is right, sir. They will have the capability. 
[ Deleted. ] 

Senator Futsricutr. When you speak that way, are you speakin 
purely as a military man, or have you also decided that there is a ris 
of political instability or a risk that one of these countries might change 
its attitude toward us; how do you evaluate it ? 

Colonel Crirz. I am speaking strictly as a military man, sir, on the 
basis of their military requirements and their technical capabilities. 

Senator Know.anp. And, of course, it is also important, is it not, 
that you cannot look at the defense of Turkey alone because if the 
Russians can make a quick end run before the Turks can mobilize, 
they would have a far more difficult position for Turkey; even if the 
Iranians can only delay for a matter of perhaps weeks, it might make 
all the difference in getting your forces into position. 

Colonel Crirz. That is correct, sir. 

Senator Knowtanp. That is pretty rugged country in Iran. There 
are areas that would be good for guerrilla operations, if nothing more. 

Colonel Crrrz. The Baghdad Pact countries are just getting their 
military organization in hand for, you might say, collective defense. 
As soon as that collective defense progresses to the point of NATO— 
by that I mean, on a basis of mutuality in their plans, and so forth— 
they will have a greater potential. 


DEVELOPMENT ASSISTANCE 


Senator Futsrient. Well, a word or two, before we recess, on de- 
velopment assistance. 

The proposed amount for defense support in the area is $202 million. 
Last year’s amount was $257.5 million. Does all of the proposed 
amount meet the new definition of defense support—that is, of clearly 
identifiable military support aid? Is any of this amount for develop- 
ment assistance ? 

Mr. Saccro. Mr. Chairman, the purpose of the fund is intended 
specifically to avoid the country level approach, as our practice has 
been under development assistance. 
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When Mr. Hollister appears here on Tuesday afternoon, I believe 
he will give a justification of the overall amount that we are requesting 
for fiscal year 1958 and the 2 following years, and we definitely would 
have examples of projects and programs that we know of in the various 
countries where we are now in, maybe for another year, which would 
indicate the nature of the magnitude we think we will be operating in 
1958 and the 2 following years. 

But I wish to emphasize that one of the purposes of the fund is to 
avoid the establishment in advance, before there is an opportunity to 
check carefully the project and the program involved in the operation 
of the funds of the projects that are offered by the host countries. 

Senator Fursricut. Is it fair to say that the procedure may be 
slightly in reverse, that you be given the amount and then at the end of 
next year you come in and say, “We made such-and-such loans for 
such-and-such purposes?” That is, a report on what has been done. 

Mr. Saccro. vt is not a complete answer, because in the course of 
these hearings we will be able to tell you in general terms where we 
expect the funds will be most usefully used. We will report to you, 
as we have provided in the bill, semiannually, and that will include the 
operation of the fund. 

Senator Smirn. But at the beginning, these countries would want 
to be able to present their case. Wouldn’t that be the procedure? 


PROGRAMS UNDERWAY WOULD RECEIVE PRIORITY 


Mr. Saccro. That will be part of the procedure, Senator Smith. 
But projects that were originally planned for the presentations to this 
committee under development assistance, as such, would be obviously 
projects that had considerable priority in the operation of the fund. 

Senator Smrrx. That is carrying on business already underway. 

Mr. Saccto. That is quite true. 

Senator Smirn. In the future it would work the way the chairman 
has suggested : the funds will be there, and at the end of the year you 
will make an accounting. 

Mr. Saccto. That is true. 

The operation of the economic program in any of these countries 
where you have defense support and technical assistance, the Adminis- 
tration will continue to work with these countries to be sure that the 
projects that are offered along this line are the kind that are acceptable. 

Senator Funsricut. You say tomorrow Mr. Hollister will give us 
some indications of what will probably be done with the funds? 

Mr. Saccio. That is right, sir. 

Each of these regional witnesses, particularly from ICA, will be 
able to tell you now of cases in the Near East, in some of these 
countries, generally speaking, what type of projects are involved, 
based both on our previous planning and the overall review of the 
use and development of funds in fiscal year 1958 particularly. 


EXAMPLES OF USE OF DEVELOPMENT FUND 


Senator FutsrteHr. Do you want to let one of them proceed on a 
country, as an example of what you are considering ? 
Mr. Saccro. Mr. Burns can do that. 
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Senator Fursricur. Just give us an example of the way you are 
operating and getting ready for this fund. 

Mr. Burns. It would only be an example, Mr. Chairman, because 
under the criteria for the fund the countries would have to see if 
they could get alternative sources of financing, and would have to 
demonstrate their project is technically feasible, and would contribute 
tothe productivity of the country. 

Until they come in with their case, we can’t say which project it 
will be. The kind of things they are doing that have a general pro- 
duction impact are these sorts of things. [ Deleted. ] 


BASIS FOR APPLICATION FOR ASSISTANCE FROM DEVELOPMENT LOAN FUND 


Senator Futsricut. In many of these projects the sponsors will 
have applied to the International Bank or the Export-Import Bank, 
and have been turned down; is that right? 

Mr. Burns. That might be so. 

Senator Futerienr. Then they would come to you. Normally, they 
wouldn’t come to you in the first instance. They have to prove to 
you that they can’t be financed in the normal course of events. 

Mr. Burns. That is one of the three criteria. They have to prove 
there are no alternative sources of financing, whether the Export- 
Import Bank or the International Bank or private financing, in their 
own country, or elsewhere. 

Senator Fursricur. So they wouldn’t come to you in the initial 
stage, in any case ? 

Mr. Burns. That is correct. [ Deleted. | 

Senator Futsrieut. In all of these cases, I would assume that you 
will have consulted with representatives of the International Bank 
and/or the Export-Import Bank, as the case may be, or people of 
that kind, will you not? 

Mr. Burns. Yes,sir. [ Deleted. ] 


DEVELOPMENT ASSISTANCE IN THE NEAR EAST 


Development assistance in the Near East amounted to almost $215 
million last year. Is this about the sum that you would expect to 
loan next year? How much of last year’s $215 million was in the 
form of loans? 

Mr. Burns. We can’t really make any forecast, but it is possible 
that it might be less than that and, as pointed out, it could be more. 
We just can’t make a very good forecast. 

Senator Futprieutr. Funds for the Middle East area last year 
amounted to some $547 million, excluding military assistance. 
Requested this year is about $305 million, exc cluding military assist- 
ance. The needa of the area do not appear to have lessened during 
the past year; in fact, they probably have increased. Are we correct 
in seeiihtny Via that the balance of the area’s needs will be met 
from the development loan fund ? 

Mr. Burns. Again, I would have to say it would depend upon the 
extent to which they meet those criteria, and the extent to which 
they call upon the special assistance fund. 

Some of those countries may be in such a condition that the only 
source of relief might be the special-assistance fund. I could answer 
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the question another way, by saying, generally, the economic situa- 
tion next year is not likely to be very greatly different, of course, from 
what it is this year. 

Senator Futsricut. Would you expect some improvement as the 
Suez Canal is kept open ? 
Mr. Burns. Yes, on that score. 


EFFECT OF SUEZ CANAL EPISODE ON ASSISTANCE PROGRAMING 


Senator Futpricur. This area has undergone a great upheaval since 
we considered this program last year. To what extent has that forced 
changes in the programing ? 

Mr. Burns. After the outbreak of fighting during the Suez con- 
troversy at the end of October, most of the ICA technicians were 
withdrawn from Egypt, Jordan, and Israel, and the program then 
was reduced in those countries greatly, as a result of the withdrawal 
of most of the experts. [ Deleted. | 

So the Sinai action and the Suez Canal closure have affected the 
p.ogram in those three countries very greatly. Cost of the imports 
of Pakistan and India have increased as a result of the closure of 
Suez, so it has had an indirect effect on programs in those countries. 

Senator Fursricur. It is getting a little late. The Senate is in 
session and 2 or 3 people have already gone, as you have noticed. I 
have three questions here that I would like to submit to you and ask 
you to answer them in writing, and then we will recess until 2 o’clock. 
Those questions are : 




































TECHNICAL ASSISTANCE IN THE MIDDLE EAST 





The technical assistance request for the area is increased from 
nearly $53 million to $59.7 million. Significant individual increases 
are for Turkey (from $3.3 million to $5.6 million), Jordan (from $1.2 
million to $2.2 million), Pakistan (from $6.1 million to $8 million), 
China (from $15,000 to $800,000), Morocco (from $250,000 to $1.3 
million), and Tunisia (from $250,000 to $1 million). Could you ex- 
plain to the committee the reasons for these increases ? 

(The following information was subsequently submitted :) 


Turkey.—A major impediment to the development of Turkey is the lack of 
technical capacity of individuals. This is particularly apparent in the fields of 
management, public administration, and all of the modern industrial technical 
areas, and in agricultural techniques. In addition, the educational system of 
Turkey is deficient in size, scope and quality and has failed to produce a suffi- 
cient number of students whose basic education provides an adequate ground 
for subsequent modern training in civilian and military skills. 

The proposed increased program has been keyed to Turkey’s urgent current 
needs for increased levels of economic and social skills necessary to meet the re- 
quirements of an expanding economy. Major emphasis is now given to the ex- 
pansion and modernization of Turkey’s basic educational system, to provide the 
foundation for the acquisition of these skills. It is important for Turkey to 
acquire the skills for the most effective utilization of its resources for the expan- 
sion of the total economy. Training in modern business methods and public 
and private management is an important element in the program. To improve 
the level of Government services to its citizens, and to improve the individual’s 
ability to better his own condition, the program contemplates modest projects 
in the teaching of nursing and self-help in housing. 

Jordan.—The technical-cooperation program in Jordan since 1952 has averaged 
$2.4 million annually. A total of $2.25 million of technical-cooperation funds for 
fiscal year 1957 was originally proposed for Jordan. Due to the instability which 
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prevailed, culminating in the Suez Canal crisis, it was not possible to carry on as 
expected. After the evacuation of American personnel from Jordan on October 
29, 1956, the planned program was reduced to $1.2 million to cover continuing 
expenses only—technicians salaries and some technical support costs. Since 
the restoration of domestic order American technicians are returning to their 
posts. It is anticipated that normal conditions will prevail in fiscal year 1958. 
Realization of our objectives would suffer if the program were not restored to 
levels that would permit adequate programing approximately at the levels con- 
sidered earlier. 

Pakistan.—The increased technical cooperation proposed for Pakistan in fiscal 
year 1958 is intended to concentrate activity in support of certain high priority 
sectors of Pakistan’s own development plans. The main program increases will 
be in education and agricultural extension and production. 

One of the most limiting factors inhibiting development in Pakistan is the 
critical shortage of administrative and managerial skills for Government and 
industry. Under an ICA-financed contract, the University of Pennsylvania is 
assisting the University of Karachi in establishing and developing a training 
program in public and business administration. To date progress has been sub- 
stantial. The proposed program would permit an adequate participant program, 
and cover library and training material needs. 

Only half of the students of school age have the opportunity to attend classes, 
and of those entering primary grades three-quarters drop out before entering high 
school and 96 percent drop out before entering colleges. Vocational and teacher 
training needs in Pakistan are a key factor in overcoming skill problems. The 
requested technical-assistance funds would permit initiation of a modest but sig- 
nificant project to assist the Government of Pakistan in developing a vigorous 
and realistic educational program in these areas. 

Food production deficiencies are a major problem in Pakistan. Annual short 
falls of over 500,000 tons in food grain production have in recent years been 
offset by MSP aid and Public Law 480 sales. Recently, Pakistan has indicated 
interest in undertaking a more determined program to alleviate this problem. 
ICA financing is proposed to assist the development of a national agricultural 
extension and demonstration program as the most direct approach to improved 
conditions in Pakistan. 

Ghana, Morocco, Tunisia.—Bilateral economic assistance agreements were 
signed with Tunisia and Morocco in March 1957, and with Ghana at the end 
of May 1957. 

The technical-assistance programs in Ghana, Morocco, and Tunisia were initi- 
ated late in fiscal year 1957. The fiscal year 1957 funds for Tunisia and Morocco 
cover only the initial costs of supplying the first technicians in agriculture, in- 
dustry, education, and transportation, and some initial training programs in these 
fields. The $15,000 for Ghana covers the cost of the technical library which the 
Vice President gave as a gift to Ghana on independence. 

In fiscal year 1958 it is expected that the first full annual technical-coopera- 
tion programs will be initiated in these three newly independent countries. 
Thus, the increase between fiscal year 1957 and fiscal year 1958 is accounted for 
by the newness of these programs. It is anticipated that the programs will con- 
centrate on agriculture and technical education and include also technicians in 
industry, mining, and transportation. In addition to supplying United States 
technicians in these fields, the program also includes training in the United 
States and possible contracts with universities and other United States institu- 
tions to provide training in particular fields. 


OTHER PROGRAMS IN THE AREA 


Senator Futsricur. Under the heading “Other programs” the fol- 
lowing country figures appear on the table supplied to the committee: 
{Deleted.| What are the “Other programs” in those countries? 

(The information subsequently submitted was classified and is on 
file with the committee.) 


PALESTINE REFUGEE PROGRAM 


Senator Fursrient. $23.8 million is being requested for the Pales- 
tine refugee program. This appears to bea reappropriation. Are you 
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contemplating any more vigorous effort at a permanent solution to the 

refugee problem as the result of the near catastrophe in Jordan? Is it 

wise to let the refugee program continue at its present level and pace? 
(The following information was subsequently submitted :) 


The amount requested for the Palestine refugee program is a request for re- 
appropriation. As Mr. Rountree indicated in his statement, the matter of the 
Palestine refugees is of particular concern to the Department and efforts to effect 
its permanent solution are under continuous and urgent consideration. 

While the Department remains desirous of achieving any more vigorous efforts 
at a permanent solution to the refugee problem, it must be pointed out that the 
solution of the problem will have to be achieved within the context of the United 
Nations. The United States will continue to exert its full influence with the 
affected countries and through the United Nations, but it must have increased 
cooperation from the interested governments if any early solution is to be 
achieved. In the absence of effective collective effort to resolve the basic prob- 
lems, the refugee program must continue at its present level. Anything less than 
the present level could have consequences detrimental to United States and 
United Nations interests in the peace and stability in the area. 


Senator Funsricut. Do you need any authority to aid those uni- 
versities which we discussed? If you wish to recommend it, submit a 
memorandum to the committee, and we will see whether or not we want 
to do it. 

I think it is a possibility that hasn’t been explored. 

Mr. Saccio. We have thought of many aspects, but there are certain 
difficulties that we would like to explore. 

Senator Futsrient. There are some difficulties, yet it is a very fruit- 
ful matter, considering the small amount of money that is involved. 

(The following documents were subsequently submitted :) 


Po.ticy witH Respect To MSA Anp Pustic Law 480 Arp TO AMERICAN SPONSORED 
EDUCATIONAL INSTITUTIONS ABROAD 


MSA FUNDS 


ICA has used MSA funds for American schools abroad, and also for foreign 
schools, to cover their costs of instruction (teaching staff, operating supplies 
and equipment, and rent of buildings) for trainees in various technical fields who 
are sent to them by ICA missions under ICA agreements with the governments 
of the various host countries of the Middle East. 

ICA aid covers the full costs of such instruction but not the financing of the 
construction of buildings or the establishment of endowment funds for such 
institutions, except in a very few special cases for foreign universities where 
imperative political and economic considerations have warranted a departure 
from the normal practice to the extent of financing buildings. The reasons for 
the ICA’s practice of not financing buildings and endowments are that— 

(@) for foreign schools, this is regarded as a normal responsibility of the 
host government; and 

(6) for private American schools abroad, this is regarded as a normal 
responsibility of private supporters of such institutions. 

The Department of State and the International Cooperation Administration 
share fully the views of the Armstrong report to the Special Committee To Study 
the Foreign Aid Program of the United States Senate that private American 
educational institutions abroad, by performing their normal educational services 
in the countries where they are located, advance the long-range United States 
objective of encouraging economic and social development of those areas. ICA 
will continue to utilize the services of those institutions in providing training to 
trainees of the area, on an expanding basis, if the need exists and finances permit. 
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In general ICA believes that MSA funds should not be used for capital grants 
for essentially cultural institutions. However, it is realized that on occasion 
foreign-policy considerations in unusual circumstances may make it necessary to 
undertake such activities, in which event the President’s funds are available. 


PUBLIC LAW 480 SALES PROCEEDS 


Under Public Law 480, section 104 (j), local-currency proceeds from the sale 
of American surplus agricultural products may be used for the support of quali- 
fying American-sponsored schools abroad, for capital expansion, staffing, scholar- 
ships, or operating expenses, either (@) without corresponding dollar appropria- 
tions for such use if the Public Law 480 agreement with the signatory country 
earmarks a specific amount of local sales proceeds for such purposes, as in the 
case of the Public Law 480 agreements with Turkey and Greece, or (0) with 
corresponding dollar appropriations from the Congress under the United States 
Information and Educational Exchange Act of 1948, as amended, for such use 
if the Public Law 480 agreement does not earmark local currency for such pur- 
poses. The Department of State and the International Cooperation Administra- 
tion are of the opinion that the utilization of local-currency proceeds from the 
sales of surplus agricultural products under Public Law 480 for the support of 
qualifying American-sponsored schools abroad should be encouraged. 


LEGAL AUTHORITY FoR ICA To MAKE CAPITAL IMPROVEMENT GRANTS TO AMERICAN- 
SpoNsoRED ScHOOLS ABROAD 


There are several possible sources of authority in ICA for making grants 
for capital improvements of American founded or sponsored schools abroad, 
and they are discussed below. The authority in section 203 of the United 
States Information and Educational Exchange Act of 1948, as amended (Smith- 
Mundt Act), is, as will be noted, the most specific on this subject and, although 
not under the jurisdiction of ICA, is nevertheless considered because of its 
limiting effect upon that ICA authority as noted in discussion under the title 
“Overlap.” 


Section 203 of the Smith-Mundt Act and section 104 (j) of Public Law 480 


Section 203 of the Smith-Mundt Act is specific authority for the Secretary 
of State “to provide for assistance to schools, libraries, and community centers 
abroad, founded or sponsored by citizens of the United States, and serving as 
demonstration centers for methods and practices employed in the United States. 
In assisting any such schools, however, the Secretary shall exercise no control 
over their educational policies and shall in no case furnish assistance of any 
character which is not in keeping with the free democratic principles and the 
established foreign policy of the United States.” 

Within the limits of fund availability, this section would appear to provide 
ample authority for lump-sum, capital-improvement grants to American founded 
or sponsored schools abroad without any continuing supervision or control. 

In addition to whatever dollars may be appropriated for this purpose, section 
104 (j) of the Agricultural Trade Development and Assistance Act (Public Law 
480) authorizes the use of local currency accruing from sales of surplus agri- 
cultural commodities for “providing assistance to activities and projects author- 
ized by section 203 of the United States Information and Educational Exchange 
Act of 1948, as amended (22 U. S. C. 1448), but no foreign currencies which are 
available under the terms of any agreement for appropriation for the general 
use of the United States shall be used for the purpose of this subsection (j) 
without appropriation therefor.” 

This section has been interpreted to authorize, without charge to any dollar 
appropriation, the use of these currencies for these purposes to the extent that 
an amount for section 104 (j) has been specifically earmarked in the sales 
agreement with the country involved. 
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As has been pointed out in the testimony on this subject, Public Law 480 local 
currency may be unavailable in the countries of need. Although it is theoreti- 
cally possible to use currency accruing in one country for projects in another, 
this would require not only specific agreement with the depositing country for 
this use of the currency but also in effect the consent of that government to 
conversion of currency where necessary. 


Public Law 480, section 104 (e) 

This section permits the President (ICA by delegation) to use foreign cur- 
rency accruals from title I surplus agricultural commodity sales to promote 
“balanced economic development” abroad. Although there is no express author- 
ity in this provision to make a direct grant to an educational institution for 
capital improvement, such would not seem precluded as long as for the economic 
development purpose of the section. See in this connection, discussion later 
in this memorandum on the problem of ‘overlap’ with the Smith-Mundt Act. 

Unlike section 104 (j), grant uses of Public Law 480 local currency for econ- 
omic development require a corresponding charge to an applicable dollar appro- 
priation unless this requirement is specifically waived by the President (Bureau 
of the Budget by delegation). As in the case of section 104 (j), the existence 
of a Public Law 480 program in a particular area—and hence of accruals of a 
particular currency—must be taken into account. 


Mutual Security Act of 1954, as amended—Defense support (secs. 131 et seq.) 

Defense support appropriations are available on a grant basis “to sustain and 
increase military effort,” in certain countries eligible to receive such assistance 
in accordance with the conditions set forth in the statute. Appropriations for 
defense support are on a regional basis. 

The history of this provision makes clear that assistance thereunder must be 
rendered, if not directly to an eligible government, at least through such govern- 
ment to designated recipients Although under this authority it might be possible 
for a defense-support country to designate an American-sponsored or supported 
school as a recipient of grant assistance, the requirement that such grant bear 
at least some relationship to the military effort of that country would appear to 
raise rather formidable obstacles, in the normal case, to nonsupervised grants for 
nontechnical educational institutions. 


Mutual Security Act of 1954, as amended—Development assistance 


At present, this title authorizes assistance designed to promote the economic 
development of free Asia, the Middle East, and Africa, and to maintain economic 
and political stability in these areas. Although there is no express permission 
in this title authorizing grants to educational institutions for capital improve- 
ment, it has been held that the proviso in section 201 permitting disbursement 
of the bilateral grant portion (20 percent) of the title II appropriations on such 
terms and conditions “including transfer of funds” as the President (by delega- 
tion, ICA) may specify, permits grants directly to nongovernmental organizations 
or entities. It would seem, therefore, that a grant could be made to an American- 
founded or sponsored educational institution for capital construction if for the 
purposes of the section. 

Assistance under this title now is possible with a minimum of conditions 
specified by law. It would, therefore, be possible to make a grant to an institu- 
tion for the purpose specified without any requirement—at least in law—for 
continuing supervision of that institution. 

Although the purposes of this section are now broad—the promotion of eco- 
nomic and political stability—so that the addition of any type of educational 
facility could conceivably be included, it is believed, for reasons discussed later 
under the heading of “Overlap,” that a dividing line must be drawn between 
activities legally permissible under this section and the Smith-Mundt Act. 

Under pending legislative proposals, economic development under title IT will 
be placed upon a 100 percent loan basis beginning in fiscal year 1958, thereby 
eliminating any consideration of this title for the purposes discussed. However, 
the proposed new section 400, if enacted, would become available “to promote 
political or economic stability” on terms specified by the President, and therefore 
presumably could be used on the same general basis as the foregoing. 


Mutual Security Act of 1954—Title III technical cooperation 


This title authorizes technical-cooperation programs to aid underdeveloped 
countries or areas through the interchange of technical knowledge and skills 
designed to contribute to the development of their economic resources. Among 
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the activities authorized by section 302 of this title are “educational * * * sur- 
veys, demonstration, training, and similar projects that serve the purpose of 
promoting the development of economic resources.” Section 302 specifically ex- 
cludes “activities authorized by the United States Information and Educational 
Exchange Act * * * as are not primarily related to economic development.” 
Section 305 provides that funds available thereunder for bilateral programs 
may be used for equipment and commodities only where necessary for instruc- 
tion or demonstration purposes. Section 307 authorizes grants-in-aid of tech- 
nical-cooperation programs to any person, corporation, or other body of persons. 

The foregoing body of authority would appear to permit grants to American- 
supported or sponsored educational institutions for capital construction where 
necessary for instruction or demonstration purposes and in furtherance of 
programs to increase technical knowledge and skills designed to contribute to 
economic development. Quite clearly, the object of the grant must not be 
solely to benefit an American-supported institution or to improve cultural rela- 
tions. 

In view of the interrelationship, which grants under title III must bear to 
technical-cooperation programs with cooperating countries, it would appear 
difficult to envisage a relationship with an aided institution entirely devoid of 
United States interest or control in the educational policy of that institution. 


Mutual Security Act of 1954, as amended, section 401 

Section 401 authorizes the President to use funds specifically appropriated 
under that section, and up to $150 million of funds available under other provi- 
sions of the Mutual Security Act without regard to the requirements of that 
act and certain other acts as long as such use fulfills any of the purposes of the 
Mutual Security Act and the President determines it to be important to the se- 
curity of the United States. 

The broad wording of this section and its legislative history show intent 
to give the President the utmost discretion with respect to its use and would 
appear to permit capital grants to American-sponsored universities in fulfill- 
ment of any of the manifold purposes of the Mutual Security Act, Mmeluding, 
as stated in section 401 (c), “to advance the cause of freedom.” Section 401 
has always been regarded as permitting grants not only to governments but 
to nongovernmental organizations or entities as long as the purpose of the 
section were otherwise fulfilled. 

Although there is, as will be noted below, a problem of overlap if the President 
were to use section 401 for purposes specifically covered by the Smith-Mundt 
Act, it is believed the extraordinary nature of this special provision indicates 
a clear congressional intent to permit the President to supplement existing fund 
availability when he determines it to be important to the security of the United 
States, etc., to do so. 


General problem of overlap 

As suggested earlier in this paper, a problem common to any discussion of 
the use of mutual-security funds for the support of American institutions abroad 
is the existence of the specific authority in section 203 of the Smith-Mundt 
Act. This arises out of the often-repeated ruling of the Comptroller General 
that a specific appropriation for a particular purpose is intended as the sole 
funding source for the particular activity notwithstanding the existence of 
other more generally worded appropriations which might otherwise be con- 
sidered available. It would seem prudent, therefore, in the absence of a clear 
mandate from Congress to avoid using Mutual Security Act authority, except 
perhaps section 401 (which, as already suggested, has a clear history permit- 
ting use to supplement existing appropriations in special circumstances) in such 
a way as to overlap section 203 of the Smith-Mundt Act. 

From the language and general setting of section 203, it would appear that 
the principal purpose of that provision is to promote better relations between 
the United States and foreign countries through the general interchange of 
persons and information rather than to impart particular knowledge of an 
economic or technical nature to persons abroad. It would seem, therefore, that 
mutual-security funds can legally be used witheut question where the motive 
for assistance is economic. Conversely, where the motive is primarily to sup- 
port an institution because of its American background or its usefulness to demon- 
strate American interest or the American way of life, the assumption should 
be made that Congress provided sufficiently for this purpose under the Smith- 
Mundt Act. 
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If it is desired that the Mutual Security Act now serves as the foundation 
for this type of activity (apart from sec. 401), it would appear that specific 
authority is required, e. g., a provision specifically permitting the Mutual Secu- 
rity Act funds to be used for the purposes of section 203 of the Smith-Mundt 
Act of 1948. 

Senator Futsricut. The committee will recess until 2 o’clock, when 
we will hear testimony on the Latin American and United Nations 
programs. 

(Whereupon, at 12:10 p. m., the committee recessed, to reconvene at 
2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Futsricut. The committee will come to order. Are you 
going to continue, Mr. Saccio? 


STATEMENTS OF ROY R. RUBOTTOM, ACTING ASSISTANT SECRE- 
TARY OF STATE FOR INTER-AMERICAN AFFAIRS; LEONARD J. 
SACCIO, GENERAL COUNSEL, INTERNATIONAL COOPERATION 
ADMINISTRATION ; COL. THOMAS B. HANFORD, DIRECTOR, WEST- 
ERN HEMISPHERE REGIONAL OFFICE, OFFICE OF THE ASSIST- 
ANT SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS; FRANCIS 0. WILCOX, ASSISTANT SECRETARY OF 
STATE FOR INTERNATIONAL ORGANIZATION AFFAIRS; LAW- 
RENCE DAWSON, CHIEF, ESCAPEE PROGRAM, OFFICE OF 
REFUGEES AND MIGRATION, DEPARTMENT OF STATE; CLEMENT 
SOBOTKA, SPECIAL ASSISTANT, OFFICE OF REFUGEES AND 
MIGRATION, DEPARTMENT OF STATE; AND ROLLIN S. ATWOOD, 
REGIONAL DIRECTOR, OFFICE OF LATIN AMERICAN OPERA- 
TIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Saccro. I would like to read an introductory statement on Latin 
America if the committee wishes to follow the same procedure that it 
did this morning. 

Senator Futsrienr. You may proceed. 


PROPOSED MUTUAL SECURITY PROGRAM FOR LATIN AMERICA 


Mr, Saccto. The mutual security program now contemplated for 
Latin America during fiscal year 1958 totals slightly under $100 mil- 
lion. The relatively small size of this program, as well as its specific 
purposes and general composition, reflect the fact that the problems 
to be dealt with in Latin America differ in at least four major ways 
from the problems which confront the United States elsewhere in the 
free world. 

In the first place, because of its geographic location, there is no im- 
mediate threat of massive external Communist aggression, such as 
exists around the perimeter of the Soviet bloc, in places like Korea, 
Vietnam, Taiwan, and Western Europe, and hence no pressing re- 

uirement for the creation and maintenance of large modern military 
orces. 

This does not mean that there is no Communist threat in the area 
but, rather, that it takes the forms of subversion and of political, eco- 
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nomic and cultural penetration, and must generally be dealt with by 
other than conventional military measures. 

In the second place, again because of its geographic location, Latin 
America does not at the moment, in terms of present strategic con- 
cepts, have the same significance to the defense of the United States 
as certain other overseas areas which provide essential base sites inter- 
mediate between the United States and the Soviet Union—the whole 
NATO complex, Spain, Libya, Ethiopia, Saudi Arabia, Taiwan 
Okinawa, the Philippines, Japan, et cetera. This does not mean, of 
course, that a strong and friendly Latin America is not important to 
the overall defense plans of the United States. 

In the third place, while the rapid economic development of Latin 
America is just as important, and, perhaps, even more important, to 
the interests of the United States as the rapid economic development 
of other less developed areas of the world, Latin America has had, and 
has the prospect of continuing to have, more and larger opportunities 
than these other areas to obtain, by trade, through private investment, 
and by recourse to the public ‘lending institutions, the external re- 
sources required for such development. 

In the fourth place, the geographic proximity of Latin America to 
the United States, coupled with the obvious importance of its large 
resources, of its trade, and of its rapidly growing population, to the 
security and other vital interests of the United States, make it most 
important for the United States to maintain and strengthen the ties 
of friendship with this area. [ Deleted. } 


EMPHASIS IN THE LATIN AMERICAN PROGRAM 


The mutual security program now being conducted in Latin 
America, and the extension thereof proposed for fiscal year 1958, re- 
flect the foregoing factors in the following ways: 

In the first place, the primary emphasis of the program as a whole 
is on the solution of economic problems rather than on attainment of 
military purposes. Unlike the situation in other regions of the world, 
no defense support whatsoever is proposed for fiscal year 1958 in 
Latin America. 

In the second place, within the economic sphere, the major emphasis 
of the program has been, and will continue to be, on technical coopera- 
tion—technical cooperation which, with the capital that most Latin 
American countries—unlike many countries elsewhere—can mobilize 
locally or secure from other sources, represents the essential ingred- 
ients for successful economic development. 

In the third place, the program submitted includes some $32 mil- 
hon of programed special assistance. This special assistance is in- 
tended to deal with specific emergency situations which involve serious 
economic deterioration or special political difficulties. [Deleted.] 

In the fourth place, it follows from what was said above about the 
availability of other substantial sources of capital to most Latin 
American countries, that in this area, the development loan fund 
is not likely to play as significant a role in the development of Latin 
America as it will play elsewhere. 
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SMATHERS AMENDMENT 


On the other hand, our experience this year in lending funds from 
the $15 million provided under the Smathers amendment has dis- 
closed that Latin America can use credit, additional to that available 
from private sources, the Export-Import Bank, the International 
Bank for Reconstruction and Development and the International 
Finance Corporation, on terms allowing countries to proceed with 
developmental projects which would not otherwise be implemented 
or would at best be postponed. 

Senator Mansrietp. Mr. Chairman, may I ask a question there? 

Senator Futsrieur. Yes. 

Senator Mansriexvp. Getting back to the Smathers amendment, did 
you have any difficulty allocating that money this year ? 

Mr. Saccio. I think my statement goes on once we got started, 
I think most of the amount has been obligated for projects in Chile, 
Costa Rica, Ecuador, Honduras, Panama, Paraguay, and Peru, as 
well as funds dealing with Organization of American States. That 
can be explained in more detail. 

Senator Mansrievp. That is all right. The next question is, do you 
have a proposal in the bill before us for the next fiscal year contain- 
ing an amendment or section similar to the Smathers amendment of 
this year ? 

Mr. Saccio, We do not have one in the executive branch proposal 
for the bill but I understand an amendment is being pope ue by 
Senator Smathers for that purpose. 

Senator Smiru. We have it here. 

Senator Mansrretp. Would the attitude of the ICA be one of favor- 
able consideration of such an amendment ? 

Mr. Saccto. We have a position on that, Senator, and I can read 
that right now if you wish. MayI? 

Senator Mansrrexp. Yes, go ahead. 

Mr. Saccio. The executive branch is cognizant of Senator Smathers’ 
continuing interest in the economic development of Latin America, 
evidenced by the amendment to Public Law 726 of 1956, sponsored by 
him last year, which authorized $15 million to the mutual security 
funds for fiscal year 1957, and notes that the above proposed amend- 
ment to this year’s bill is for the same general purpose. 

The Committee on Foreign Relations may recall that ICA under- 
took Jast year to make effective use of the funds appropriated under 
the Smathers amendment and is pleased to report that loan projects 
have now been approved covering $12,850,000 in the following coun- 
tries: Chile, Costa Rica, Ecuador, Honduras, Panama, Paraguay and 
Peru. In addition, 2 amounts under this fund were granted to the 
OAS, totaling $2 million. 

Notwithstanding the above, the executive branch feels that a special 
fund for Latin America as envisaged by Senator Smathers is not 
necessary to assure the attainment of the objectives which he has in 
mind. This year the President has proposed the establishment of a 
development loan fund to which Latin America would have access. 

Senator Mansrietp. The ICA was opposed to the Smathers amend- 
ment last year, too ? 

Mr. Saccro. I do not believe we took a strong position either way, 
sir. 
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Senator Mansrietp. It took the ICA a long time to allocate those 
funds, did it not ? 

Mr. Saccio. I think possibly Mr. Rubottom could adequately go into 
the actual administration of that better than I can. 

Mr. Rusorrom. Once the funds had been appropriated, Senator, I 
think I can say that there was not the slightest desire on anybody’s 
part in the executive branch to hold back on the use of that money. 
There was, as we have explained to Senator Smathers and others, a 
delay in working out the administrative responsibility for programing 
that money, and that was settled about in November, and then we 
immediately set about working on the projects with very good reports 
coming in from several countries throughout the area, and we began 
to approve the projects with the result that I think considerably more 
than 80 percent of the total amount of the $15 million was programed 
prior to the April 30 deadline for that requirement of 80 percent, and 
since that time the entire additional amount has been approved. 

Senator Capenarr. How many applications did you get for that, if 
any ¢ 

Senator Futsricut. You mean in dollars? 

Senator Carenart. No, I meant units. 

Senator Futsricut. Give it both ways if you will, if you have it. 

Senator Mansrirevp. And I think you could at the same time men- 
tion the type of projects because they are very worth while. 

Senator CareHart. What countries asked for them ? 

Mr. Arwoop. In addition to those countries where we did make the 
loans that had been referred to we had requests from practically all of 
the countries in South America and I would say about half of the 
countries in Central America. 


TYPE OF PROJECTS REQUESTED 


Senator Carenart. What kind of projects? 

Mr. Atrwoop. Projects very similar to those which we approved, 
some of them identical. 

Senator Carenartr. What kind did you approve? 

Mr. Arwoop. Your program in Chile was aid to the universities in 
the field of providing equipment for their technical training, economic 
training and technical training in fields of agriculture and some in 
atomic energy. 

In Peru it. was an area-development project which is opening up 
land. The actual loan was for access roads and land clearing and 
loans to individual farmers who would go into the area. 

Senator Careuart. The whole $15 million has been loans, has it 
not ? 

Mr. Atwoop. All except $150,000 has been obligated. ‘Two million 
of it was granted. I can give you the exact figures if you want for the 
record here. In Chile laboratory and library equipment for the agri- 
cultural school, $150,000 ; scientific equipment for various universities, 
$700,000; Costa Rica for part of the equipment and reconstruction of 
the children’s hospital, $2 million; in Ecuador the land settlement 
project for $2 million was for opening up land, access roads the same 
as in Peru. 

In Honduras there were two projects, one in area development, this 
land settlement activity, and the other was in rural education. In 
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Panama it was for environmental sanitation, helping them with the 
construction of waterworks and sewage disposal which had been under 
consideration there for the last 8 or 9 years. 

In Peru I have mentioned internal migration, resettlement in Para- 
guay we loaned $1 million to the Paraguayan Government who in turn 
were reloaning it to the 7 Mennonite colonies which are private cor- 
porations. That is, the total of $12,850,000 plus the $2 million grant 
to the OAS makes a total of $14,850,000. e had similar projects in 
Brazil, we had similar projects in Argentina, we had proposed projects, 
as I said, from nearly all of the countries. 

Most of them were similar to this. They were tied directly to the 
long-range technical cooperation program, and they were aimed at 
either helping to put waterworks into the smaller towns and villages, 
helping with school buildings, helping with construction of sanitation 
works, primarily. 

I would say that there was at least 2 or 3 times as many requests 
as were granted in this last year. 

Senator Futsrient. All right; any other questions? 

Senator Smirn. That is what we speak of as the new revolving loan 
fund, is that right? 


FUNDS USED UNDER SMATHERS AMENDMENT 


Mr. Saccto. The Smathers amendment would not be under that 
fund but the executive position is, it would take care of the loans under 
the Smathers amendment and therefore it is not necessary to take a 
separate position. 

Senator Smiru. The funds were used under the Smathers amend- 
ment last year, and the same thing is visualized now ? 

Mr. Saccro. That is right, sir, it is. 

Senator Arken. Mr. Chairman, may I ask a clarifying question 
there? When these different countries made requests to an extent 
which would not be granted, did they succeed in getting this assist- 
ance anywhere else ? 

Mr. Atwoop. No, sir. 

Senator Arxen. The need which they presented to you is still there ? 

Mr. Arwoop. Yes. One of the firm criteria in making the loans in 
the last year was that funds were not available from any other source, 
either local or foreign. 

Senator Futsricur. All right, go ahead. 

Mr. Saccro. If I may complete this statement on the Smathers 
amendment so that the record will be complete. 

Senator Futprienr. Yes. 

Mr. Saccto. This year the President has proposed the establishment 
of a development loan fund to which Latin America would have access 
although we feel that the Latin American nations should continue to 
rely primarily on the Export-Import Bank and the World Bank, as 
well as private lending institutions for their needs. Furthermore, 
funds for special assistance which the administration is requesting this 
year would be available for meeting any special cases calling for grant 
assistance in Latin America. 

The revised mutual security program for fiscal year 1958, which in- 
cludes these two provisions, will enable us to carry on a limited num- 
ber of projects of the type envisaged by Senator Smathers. 
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RECOMMENDATIONS OF MANSFIELD-HICKENLOOPER REPORT 


Senator Mansrrecp. Mr. Chairman, may I ask one more question ? 
Senator Hickenlooper and I issued a report on technical cooperation 
in the Andes countries in South America. Did you see a copy of this 
report ? 

Mr. Saccto. I think Mr. Atwood has studied it very carefully. 

Mr. Arwoop. Yes, sir, we have. 

Senator Mansrietp. Did you note the recommendations? 

Mr. Atrwoop. Yes, sir; [ think it was a very excellent report, 
Senator. 


Senator Mansrrevp.Has any action been taken on the recommenda- 
tions? 

Mr. Atwoop. Yes, we followed it very closely and worked with the 
directors in the countries concerned. 

Senator Mansrretp. Could you furnish to this committee a state- 
ment as to what has been done covering the six recommendations made 
by the committee in that anpens as to how the point 4 technical co- 
operation program could be bettered in those countries? 

Mr. Atwoop. I will be glad to; what we have done and what is pro- 
posed at present ? 

Senator Mansriexp. Yes. 

Mr. Arwoop. Yes. 

Senator Mansrrerp. Fine, thank you. 

(The following information was subsequently submitted for the 
record :) 


The following statement on what is being done or is planned by ICA to carry 
out the six recommendations contained in the report Technical Cooperation in 
the Andes Countries of South America, by Senators Mansfield and Hickenlooper, 
is submitted in response to the query by Senator Mansfield. 

To assure that the recommcndations of the report would be carefully considered 
in future programing, they were the subject of detailed discussion at the meeting 
of ICA Directors of United States Operations Missions in Latin America held 
at Habana, Cuba, in March of this year. 

The six specific recommendations of the report are listed below, along with 
ICA comments and statements of actions taken or planned to carry them out. 

(1) Recommendation ; 

As already noted, not only the United States programs but those of the 
United Nations and the Organization of American States operate in the 
Andes countries. There is little evidence that coordination among those 
various programs is other than perfunctory. The executive branch might 
well direct study to this question to determine whether the present utilization 
of these various channels, all of which involve substantial United States 
expenditures, is the most effective. 

In particular, we reconmmend that consideration be given to the possibili- 
ties of expanding the role of the Organization of the American States in a 
technical cooperation program geared to the total needs of the Western 
Hemisphere. Peru and other countries have outstanding technicians and 
training facilities which could be of great utility in the development of other 
nations in the hemisphere. Some interchange of this kind is already going 
on among the Latin American nations, but the entire field of coordinated 
technical cooperation on a hemispheric basis warrants further exploitation. 

Comment: In Peru a U. N. Technical Assistance Board resident representative 
is being assigned and should facilitate central coordination. However, U. N. 
technicians consult frequently with the USOM Director and with ICA technicians 
in related fields. For example, technicians of the Pan American Sanitary 
Bureau and the USOM meet regularly, and the International Labor Organization 
cost-of-living technician works closely with the United States-Peruvian Joint 
Labor Employment Servicio. 
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In Bolivia a weekly meeting is held between key officials of the USOM and 
the U. N. at which mutual problems in the respective programs are discussed. 
A U, N. Technical Assistance Board resident representative has been assigned 
to Bolivia, and he and his principal designee maintain continuing central coordi- 
nation with the USOM Director and his designee. 

The Ecuadoran Government has established a Technical Cooperation Coordi- 
nation Board on which the U. N. and USOM are represented. There isa U.N. 
Technical Assistance Board resident representative who maintains continuing 
central coordination with the USOM Director. There are also regular meetings 
between key U. N. and USOM staff. 

The effort to improve coordination with U. N. programs is a continuing one, 
and has been facilitated by the assignment of resident representatives of the 
U. N. Technical Assistance Board in many Latin American countries. Much 
progress has been made; however, as noted in the report, the problem is one 
which merits continuing study to determine means for improvement. Recent 
actions taken include a comprehensive review of calendar year 1957 U. N. tech- 
nical assistance plans by the USOM’s and ICA/W in order to select for discus- 
sion in the field or at headquarters items of potential conflict or duplication. 

In connection with strengthening the technical cooperation role of the Organ- 
ization of American States, ICA has concluded contracts with specialized organ- 
izations of the OAS to utilize their facilities for certain training and technical 
services to the ICA bilateral program (Institute of Inter-American Agricultural 
Sciences—coffee, cacao, and agricultural information; and Pan American Insti- 
tute of Geography and History—identification of natural resources). Strength- 
ening of the OAS, including strengthening of the technical cooperation program, 
received the attention of the Inter-American Committee of Presidential Repre- 
sentatives on which President Eisenhower was represented by Dr. Milton Eisen- 
hower. The committee’s recommendations, including a number to strengthen 
the OAS in the field of technical assistance, have been submitted to their respec- 
tive Presidents for review and action. This is particularly important since 
although the United States has had $1.5 million available for its contribution to 
the technical cooperation program of the OAS for the past 3 years, within a 
maximum limitation of 70 percent of the total, Latin American contributions 
have not increased sufficiently to permit use of more than some $1.2 million of 
the United States offer. 

Actions being taken by ICA to carry out the recommendation of the report 
on strengthening the technical cooperation program of the OAS include expand- 
ing the use of OAS regional training centers for bilateral training, a grant to 
the Pan American Sanitary Organization for use in the malaria eradication 
program in which it is cooperating with the Latin American countries and assist- 
ing in strengthening the facilities of the OAS Agricultural Research and Train- 
ing Center at Turrialba, Costa Rica. 

(2) Recommendation: 

United States technicians ought not to be withdrawn from specific technical 
cooperation projects before these proiects have taken root. On the other 
hand, it is essential that the process of transfer to full local control be not 
too long delayed, Unless the transition comes as promptly as possible there 
is not only a waste of the scarce manpower and financial resources of the 
program, but an undermining of local initiative. We recommend that, wher- 
ever possible, target dates for transfer of specific projects to local control 
be established in consultation with the country involved. We also recom- 
mend that every effort be made to imbue United States personnel with the 
philosophy that their highest contribution to the program will lie in, as one 
outstanding administrator put it, “working themselves out of one job after 
another as quickly as possible by training local technicians to carry on the 
work.” If this philosophy is to prevail, the administering agency’s person- 
nel policies must be such as to reward rather than penalize those who are 
most successful in following it. 

Comment: It is recognized that this is a difficult problem which must be dealt 
with in terms of variable local circumstances. However, projects are presently 
planned with fixed target dates and with the objective of developing all necessary 
competences in the Ministries for turnover. It might be noted that, from the 
time the program was started in Latin America until January of 1956, some two- 
thirds of the project activities undertaken have been completed and terminated 
or turned over. 

It is recognized that this effort has not been completely successful and that, 
in certain instances, projects were turned over before adequate local competence 
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was available to effectively continue them, and in other instances they have been 
continued beyond the point at which they might have been turned over. In joint 
consideration of priorities and interests, however, effort is made to plan transfers 
as suggested by the report. As implied by the report, a number of considerations 
must be taken into account in determining the most appropriate and feasible 
point for transfer. In conformity with the recommendation in the report, it is 
planned to reemphasize in new policy guidelines the necessity to effectively plan 
and implement project turnover at the earliest feasible date. Orientation and 
current personnel practices, including a new system for planned rotation and 
reassignment of technical personnel, are geared to instilling the project transfer 
philosophy in individual technicians. 

(3) Recommendation: 

Although the problems of technical cooperation are very similar, the staffs 
in each of the Andes countries have had little contact with one another. That 
is most unfortunate since experience in one country might be helpful in the 
others. We recommend, therefore, that the administering agency make pro- 
vision for periodic conferences among the United States technicians working 
in the various Andes countries for the purpose of interchanges of ideas which 
might make the program throughout the region more efficient. 

Comment: The recommendation of the report is the practice of ICA but pri- 
marily on a regional basis. Due to mutual problems in Peru and Bolivia, the 
USOM Directors in the two countries work closely together and visit one another 
to assure coordination. Periodic regional meetings are held of USOM adminis- 
trative and technical personnel. This provides such personnel in the Andes coun- 
tries the opportunity to exchange thinking among themselves as well as with 
personnel dealing with similar problems in other Latin American countries. 
There is also some interchange of technicians between missions. 

The recommendation of the report pertaining specifically to the Andes countries 
has been called to the attention of the USOM Directors in those countries and 
will be borne in mind in assuring effective interchange between Andes country 
technicians working on related problems. 

(4) Recommendation : 

A key element in effective technical cooperation is the training of local 
technicians in the United States and Puerto Rico. Numerous complaints 
were registered with us concerning the delays and interminable red tape 
involved in this exchange program. We strongly urge that the program 
be strengthened and that the erecutive branch examine present procedures 
for handling exchanges with a view to simplifying and speeding up the 
process. 

Comment: Two years ago ICA instituted a new uniform procedure for proc- 
essing participants. Within the past 6 months, this has been further improved. 
As suggested in the report, ICA is continuing to seek ways to improve these pro- 
cedures. It should be noted, however, that the process necessarily takes time 
in meeting such requirements as (1) Washington review of the technical 
competence of proposed participants, and (2) obtaining security and visa clear- 
ances for participants which takes approximately 90 days. ICA is also taking 
action, as recommended in the report, to strengthen the participant program. 
The total number of ICA participants from Latin America has been increasing. 
For example, from some 1,650 in 1955 the total increased to more than 1,800 
in 1956 and is estimated at more than 1,900 in 1957 and 2,100 in 1958. 

(5) Recommendation : 

There is some tendency to overstress our part of the technical cooperation 
program. It should not be forgotten that these programs operate most suc- 
cessfully and with greater satisfaction to both parties when they operate on a 
mutual basis. We recommend, therefore, that the administering agency ea- 
plore possible avenues whereby the program may contribute more heavily to 
our own development. There is every reason to believe that the Andes 
countries would welcome opportunities to make contributions of this kind. 
As one outstanding political leader in the region put it: “It is a misnomer 
to call these programs technical assistance. They are more accurately 
described as technical cooperation.” What is needed is to give added 
substance to the word “cooperation.” 

Comment: The concept of mutuality is basic not only in the conduct and 
financing of joint projects but also in the benefits derived therefrom. As indi- 
cated in the report, benefits accruing to the United States are not limited to 
those related to United States political and economic interests but also include a 
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strengthening of the competence of United States technicians and an expansion 
of basic data and knowledge in the various technical fields. Through orienta- 
tion and other means, efforts will be made to strengthen the recognition of the 
mutual benefits in the technical field as well as in other areas of interest. 

(6) Recommendation : 

As already noted, the modern progress of any nation rests largely on the 
efforts of the people directly involved and the capacities of their leadership. 
In the Andes countries, there are many outstanding public servants but 
the traditions of an impartial professional civil service are little developed. 
Yet without such a service, it will be dificult to consolidate the improve- 
ments in public health, public education, and the like which are produced 
by technical cooperation. We recommend, therefore, that the programs be 
expanded for the purposes of improving public administration, provided 
such expansion is sought by the Andes countries. The specialists who han- 
dle assignments in this field must be selected with extreme care bevause 
it involves an area of national sovereignty where the borderline between 
friendly advice and interference is not a very distinct one. 

Comment: ICA concurs that this is a basic difficulty which can only be dealt 
with on a long-term basis and that there is no quick panacea. Within the qual- 
ifications noted in the report, technical cooperation in public administration is 
being increased. This matter was a key topic for discussion at the recent 
Regional Conference of Latin American USOM Directors at Habana. ICA 
fully agrees with the report that effective public administration is vital to real 
progress in the various technical fields, and plans to give additional emphasis 
in this key area to the maximum extent feasible. In this connection, expan- 
sion of cooperation in public administration is being carefully coordinated to 
assure that it complements and supports other joint projects. ICA now has 
some 85 technicians, direct-hire and contract, working in 14 Latin American 
countries in a variety of public administration activities. In 1952 such cooper- 
ative activities in this field were under way in only eight countries. There were 
in total some 263 public administration participants during the period of 1942 
through 1954, whereas in calendar year 1956 alone there were over 200. 

In addition to the 6 specific recommendations noted above, 2 additional key 
statements in the report are listed below along with ICA comment. 


1. CONTINUANCE OF EMERGENCY ECONOMIC ASSISTANCE TO BOLIVIA 


Statement in report: 

This direct economic aid program began in 1954 when a threat of starva- 
tion existed in parts of Bolivia as a result of dislocations accompanying a 
revolution. About $11 million was provided the first year. As has 80 fre- 
quently occurred under foreign aid, however, what began as an emergency 
measure has tended to become a permanent and growing program without 
clear indication of specific objectives or the time it will take to achieve 
them. Thus, in 1955, $19.7 million in economic assistance was provided for 
Bolivia, in 1956. $20.4 million and in 1957, $22 million. 

Undoubtedly there have been unusual circumstances in the Bolivian situ- 
ation. Nevertheless, it is important to recognize that a dangerous trend 
is set in motion when what starts as an “emergency” tends to become 
permanent. Our assistance begins to underwrite on a quasi-continuing 
basis another nation’s economy. This state of affairs, if it persists, is, to 
say the least, of dubious value either to us or to the nation. It involves 
high costs to the United States. At the same time it is an invitation to 
inaction on the part of others in undertaking urgently needed measures of 
improvement. 

It is particularly disturbing in the case mentioned above since an unde- 
termined but substantial amount of the food provided under the direct 
assistance program for the relief of near famine in parts of Bolivia has 
been diverted from this purpose. It has been carried across the borders 
into Peru by local operators in search of windfall profits. The responsi- 
bility for this state of affairs is as much ours as it is the Bolivian Govern- 
ment’s. Inadequate effort has been made to control the end use of this aid. 

Comment: Under applicable United States policy, MSP economic assistance 
is provided in Latin America only where it is deemed essential to assist in 
meeting temporary politico-economic emergencies.’ Such aid has been extended 


1 An exception to this yd is MSP economic assistance, primarily in the form of loans, 


under the fiscal year 1957 special regional fund (Smathers amendment). 
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only in three instances, namely Bolivia, Guatemala, and Haiti. Economie aid, 
where undertaken, is kept under constant review in order to reduce or eliminate 
it as rapidly as feasible within United States interests. 

As indicated in the report, emergency economic assistance to Bolivia was 
initiated in fiscal year 1954 when serious economic and political consequences 
appeared inevitable unless external aid became immediately available. Initial 
United States economic-assistance objectives were geared primarily to aid in 
meeting critical problems which threatened the maintenance of political stabil- 
ity. Effort was concentrated, accordingly, on increasing food supplies to meet 
minimum requirements, and on relatively rapid increases in domestic food 
production. As indicated in the report, no real effort could be undertaken 
during this stage to deal with basic inflationary pressures, and some aid food 
did move across the borders despite end-use checks and efforts at enforcement. 
The expanse and nature of Bolivian borders with adjacent states made physical 
enforcement of contraband laws relatively impossible, and it became apparent 
that contraband could only be prevented by economic measures including sound 
pricing policies. 

In the latter part of 1956, the political situation appeared sufficiently strength- 
ened to permit the Bolivian President to undertake a broad-gaged stabilization 
program with full United States cooperation. It is too early to critically evalu- 
ate the program but progress has been made, the incentive for diversion of food 
across the borders has been eliminated, and it appears that the way is being 
paved for reduction and elimination of emergency United States economic assist- 
ance. However, it is considered that the politico-economic emergency still exists 
and to get out too soon would jeopardize results to date. Asa result of increased 
incentives for expanding domestic agricultural production as a result of the 
stabilization program, it is planned to shift emphasis in this special economic 
assistance program in fiscal year 1958 to provide less food and more light agri- 
cultural and industrial supplies and equipment. 


2. LIMITING ECONOMIC AID AND KEEPING IT DISTINCT FROM TECHNICAL ASSISTANCE 


Statement in report: 

It is essential to maintain careful surveillance against any tendency toward 
expansion of economic and military aid activities in the Andes. Further, 
these activities must be kept entirely distinct from the technical cooperation 
program. While they may be necessary, at least for the present, every pre- 
caution should be taken to see that they do not inadvertently undo the 
slower but more certain progress which is being registered under the tech- 
nical cooperation programs. 

Comment: United States policy is in accord with this statement. As previously 
indicated, it is clear in United States policy and in Latin American understanding 
that the two programs are distinct, and that economic grant aid is provided only 
in dealing with special temporary emergency situations. However, as suggested 
in the report, where emergency economic assistance is provided, every effort is 
made to coordinate it closely with the technical cooperation program to assure 
that it gears in as closely as is possible with the objectives of that program and 
with sound long-term development needs. 


HANSON’S LATIN-AMERICAN LETTER OF MAY 4, 1957 


Senator Futsrieut. In that connection perhaps it would be as good 
a place as any to call your attention to Mr. Hanson’s letter of the 4th 
of May. Have you seen that, his comments on Bolivia ? 

Mr. Atrwoop. Yes, sir, I have. 

Senator Futsrient. What about that? 

Is he correct ? 

Mr. Atwoop. No, sir. 

Senator Futsricnt. What is wrong with what he says about it? 
For the benefit of the committee, I suppose I should read one para- 
graph. 

On the eve of congressional hearings on foreign-aid appropriations, the ICA 


mission in La Paz has furnished International Cooperation Administration in 
Washington with a devastating report on the collapse of the foreign-aid program 
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in Bolivia, as of April 19. Here is a summary: (1) Economic activity has not 
increased in any sector of the economy except for minor increases in plantings 
by the campesinos. Manufacturing is down 40 percent, construction is prac- 
tically at a standstill except for the Servicio road program, the Development 
Corporation’s volume of construction is down 40 percent, and building construc- 
tion is low and decreasing. 

Is that not a correct statement? 

Mr. Arwoop. Do you want me to answer that ? 

a Arxen. Mr. Chairman, may we know who made the state- 
ment 

Senator Futsricur. Hanson’s Latin American letter. I was just 
handed this by a member of the staff. I don’t know Mr. Hanson. 

Senator Arken. Who is Mr. Hanson, was my next question. Does 
he have Latin American interests? Possibly someone can tell us. 

Mr. Rusorrom. I am not in ICA precisely, but I feel very much a 

rt of this team, and I would like to undertake to answer a little 

it of that without undertaking to tell you who Mr. Hanson is, be- 
cause I am not sure that I know who he is. 

I have seen a copy of this letter, and I think we might explain that 
he has taken out of context certain sentences in a report which came 
up from the mission in La Paz which, as usual, is under instruction 
to be as frank as it possibly can and not pull any punches and to make 
completely forthright statements to the ICA and the State Depart- 
ment and the others here, such as the Treasury Department, who are 
interested in this program. 

In the interests of restoring a little balance to the comments which 
have just been read here out of that Hanson letter, which as I say are 
statements out of context, it might be worthwhile to have all of the 


unclassified oe of that report also put into the record of this 


session, whic 
picture. 

Senator Mansrretp. Mr. Secretary, am I to understand that what 
Mr. Hanson is saying there he got from a classified report? 


I think would enable us to present a little more balanced 


BOLIVIAN INFLATION 


Mr. Rusorrom. He got from an unclassified report which had cer- 
tain classified portions. He got it apparently from some source here 
where the unclassified sections are made available to those who are 
interested. When you stop to consider the extent to which the Boliv- 
ian inflation had run this last year up through December 16 when 
the stabilization program went into effect, I think it is nothing short 
of remarkable what has been accomplished in the past 514 or 6 months. 

On the favorable side, if I may just point out a few things, the 
exchange rate, which was skyrocketing upward from 11,000 bolivianos 
to the dollar to nearly 14,000, just before the program went into effect, 
has now been stabilized at around 7,500 to 7,700 bolivianos. 

The cost of living has declined in the neighborhood of between 25 
and 30 percent between December and May. 


BASIC FOODSTUFFS IN LARGE SUPPLY 


There is a relatively large supply of basic foodstuffs on hand now 
which was in very short supply at that time. Food which was being 
brought into Bolivia and immediately taken out at the borders under 
contraband because it could be sold at a higher price to border coun- 
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tries, as you undoubtedly were aware when you were there, than it 
could be sold within the country, is now staying in Bolivia with the 
result that the agricultural economy of Bolivia Ses also begun to sta- 
bilize, with farmers receiving some considerable incentive to produce. 

There is a bumper corn crop around the corner, a very satisfactory 
rice crop, and domestic meats are beginning to replace imported 
meats, which had come in before from Argentina. 

Imports of meat, for example, were 50 percent, and have now fallen 
to only 34 percent of domestic needs. 

A new tariff schedule is about to go into effect which will help to 
improve Government receipts benefiting domestic industry and 
improve the supply of consumer goods. 

The Gulf Oil Co. went in with a very sizable investment several 
months ago, and some other new investments are contemplated, includ- 
ing some mining companies which are interested in the mining pros- 
pects there, that being of course the principal resource of Bolivia. 
On the whole I think that we can feel that at least we have rounded 
the turn in what was a very, very disastrous inflation there that was 
running away. 

But you don’t cure that kind of sickness in a very short time. It 
takes quite a while to get back on your feet, but we are encouraged by 
the progress that has been made. 


AMOUNT OF ASSISTANCE RECEIVED BY BOLIVIA FOR LAST 3 YEARS 


Senator Futsricnr. How much money have you put into Bolivia? 

Mr. Rusorrom. Senator, it is in the neighborhood of $60 million 
over the last 3 fiscal years. I think we have got the right figures here. 

Senator Futsrieut. $60 million for a population of what, about 3 
million ? 

Mr. Rusortom. 3.2 million. ves. 

Senator Mansrrevp. Is that both loans and grants? 

Mr. Rusorrom. That is practically all grants. 

Senator Mansrretp. You had to loan some money, didn’t you, to 
bring about this stabilization of the currency? 

Mr. Rusortrom. This year’s program is based primarily on the 
stabilization fund in which the ICA places a certain amount of money, 
the Department of the Treasury of the United States placed a certain 
amount, I believe $714 million, and the International Monetary Fund 
placed $714 million. Seven and a half million each in the Monetary 
Fund and Treasury is 15, and 10 by ICA, which makes 25 million. 

Senator Futsricur. I notice the report of the Senator from Mon- 
tana refers to grants in excess of $70 million in Bolivia, which is more 
than twice the total cost of technical cooperation in all 3 Andes coun- 
tries for 15 years. 

Senator Mansrievp. I think that is an accurate figure which can 
be supported. 

Mr. Rusorrom. Yes. When I said “60 million” I was referring to 
the big programs of the last 3 fiscal years, but the total would come up 
to the figure the Senator had in his report. 


CONFISCATED BOLIVIAN TIN MINES 


Senator Fcuisricutr. Has anything been done about compensation 
for the confiscated tin mines in Bolivia? 
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_Mr. Rusorrom. The negotiations are still going on in that connec- 
tion, and I spoke to the Foreign Minister of Bolivia, when he was 
here last month for the last meeting of Presidential representatives, 
and I impressed on him the desirability of continuing these negotia- 
tions until they could be successfully concluded. 

We don’t let an opportunity go by to mention that, Senator. 

Senator Futsricut. Do you have hope of anything being done? 

Mr. Rusorrom. Yes, sir; I do. 

Mr. Arwoop. Over $10 million has already been paid to the mine 
owners over the last several years. 

Mr. Rusorrom. Under a retention plan whereby a certain amount 
of their exports in foreign currency are retained and turned over to 
the former owners. 

Senator Arken. Is the value of tin mines in dispute, or was that 
agreed upon ? 

Mr. Rusorrom. No, sir; that is still under discussion. That is the 
heart of the discussion between the former owners and the Govern- 
ment. 

Senator Arxen. It had a higher value under the previous owners for 
tax purposes, didn’t it? Is that the amount? 

Mr. Arwoop. They have not agreed on any amount yet. 

Senator Arxen. Is that what the Government of Bolivia maintains 
is a fair value, the value which had previously been set by the owners 
of the mines? 

Mr. Rusorrom. [Discussion off the record.] The former bondhold- 
ers of Bolivian bonds represented by the bondholders’ councilmen of 
New York have been negotiating with the Bolivians for several months, 
for several years, in fact, also. 

[Deleted.] I have had confirmation from our Embassy in Bolivia 
that they intend to reach an agreement soon with the bondholders’ 
council. 

[ Deleted. ] 

Senator Futsricut. What is the nature of the settlement, a per- 
centage of the face value? 

Mr. Rusorrom. I don’t know the details of the settlement. That is 
a negotiation that has been going on directly with the bondholders. 

Senator Carenart. Bolivian Government bonds? 

Mr. Rusorrom. Yes. There is an awful lot of back interest plus 
the face value. 

Senator Futsrient. Will our Government pay part of that cost or 
all? 

Mr. Rusorrom. No, sir, it is not our intention to do that, unless you 
mean by a circuitous route. 

Senator Futsrient. That is what I mean. How do you avoid it? 
[ Deleted. | 


HOPE FOR DECREASE IN AID TO BOLIVIA 


Mr. Rusorrom. I think whatever payment will come to the bond- 
holders will come out of the future, Senator, and it is our hope that this 
aid program to Bolivia can be tailored down rather sharply as you 
increase productivity, stabilize the economy, which is the goal of this 
whole program and put the Bolivians back on their feet where they 
can stand by themselves. 





—— 
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Senator Fursrieut. These figures in your own book are not very 
clear, or are they, on matters of productivity ? 

Mr. Ruzorrom. You mean on all of them ? 

Senator Futsrienr. Total exports of Bolivia, in 1953, 95 million; 
1954, 80 million ; 1955, 75 million ; 1956, 76 million. 

In other words, it is down in 3 years from 95 to 76. In tin it was 
down from 73 to 59, tungsten has stayed the same at 14, and yet total 
imports have gone up. “They had a favorable balance of 17 in 1953 
and an unfavorable one of 13 in 1956. 

They are going in the wrong direction. 

Mr. Ruzorrom. Let me comment on that, please. 

Senator Fursrienr. One last thing. 

This shows the cost of living increase from 153 to 156. 


EXPORT OF TIN, TUNGSTEN, RESULT OF WARS 


Mr. Rusorrom. Yes, sir. I would like to comment on both of those 
things. The trend as revealed by those figures is not encouraging. 
On the other hand, if you stop to think that Bolivia was exporting a 
lot.of tin, quite a bit of tungsten, some lead and zinc under the impact 
still of World War ITI, and particularly the Korean war in these last 
3 or 4 years, you can see why her exports were up and have begun to 
shade off. 


IMPORT OF FOODSTUFFS EXPECTED TO DECREASE 


Now the bulk of those imports which you say have been going up 
have been for foodstuffs, because there was no incentive to produce 
locally. With the encouraging trend that agriculture is taking, there 
will be far less need for foreign exchange to bring i in foodstuffs in Bo- 
livia. Therefore there will be some compensating decrease in imports 
at the same time that she hopes to build her exports back up with addi- 
tional minerals investments in oil, lead, and zinc, for example. On 
the cost of living, those terrible figures reflect the horrible costs of in- 
flation with the figures going up from 100 to 223, to 404 and then 
climbing nearly three times up to 1,100. 


EFFECT OF STABILIZATION ON BOLIVIAN ECONOMY 


I had some figures prepared to show the effect of the stabilization 
program on the cost of living, and in December of 1956 that figure 
of 1100. We will take it as a base to start where the program went 
into effect, and we will set that at 100. 

By January of this year, a month later, those figures were down to 
90. By February they were down to 74. By March they were down 
to 68 and in April they had climbed back to 73, so that is a reduction 
of, say, an average of around 25 percent in costs as a result of the im- 
pact of this stabilization program, which is much more encouragin 
than this figure here which stops at December which was the mont 
that the program went into effect. 

Senator Arken. Mr. Chairman, had there been no program, what 
would have happened to Bolivia ? 

Mr. Rusorrom. Subject to anything that Mr. Atwood is about to 
say, I would say that the economy would have probably just either 
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gone down the drain or up through the chimney, because the inflation 
was absolutely galloping into a runaway state. 

Senator Arken. Would the Government have fallen ? 
: Would there have been a change in the form of government, a change 
in the trend of government, say ¢ 

Mr. Rusorrom. That is an interesting matter to speculate about. 

Senator Arken. I don’t want speculation. 

Mr. Rugortom. I just don’t know. 

Senator Arxen. I think we should take into consideration what 
would happen if we did not continue our assistance to Bolivia. 

Senator Mansriexp. I think you have a good point there, Senator 
Aiken. I think that whatever would have occurred, it would have 
been for the worse. 


PRESENT GOVERNMENT OF BOLIVIA 


Mr. Rusorrom. The present Government has a very broad popular 
base of support there. There is no question about that. Ana the 
present President, Siles, who came in constitutionally after free elec- 
tion in which practically everybody in Bolivia participated this last 
year, has demonstrated tremendous courage in the face of enormous 
obstacles to carry out this program. 

Somebody had to be there with the courage, guts, if you please, to 
do that, sir. 

Senator Arxen. Do you consider the present Government sincerely 
friendly to the United States? 

Mr. Rusorrom. Yes, sir. 

Senator Arken. And do you consider that the Government of Bo- 
livia is getting stronger ? 

Mr. Rusorrom. Yes, sir. 

Senator Arxen. That their economy is also getting stronger even 
though slowly ? 

Mr. Rusorrom. Yes, sir. 

Senator Futsrient. Mr. Rubottom, have you finished with your con- 
tribution at this time ? 

Mr. Saccrio. I was going to give an introductory statement. I can 


stop. 
iii Fursricut. No, go right ahead. I think we have diverted 
itenough. Then we will get to questions. 


RESUME OF CONTEMPLATED LATIN AMERICAN PROGRAM FOR FISCAL YEAR 
1958 


Mr. Saccro. I turn now to a brief résumé of the specific program 
which is contemplated in this area in fiscal year 1958 and to a compari- 
son of this program with those carried out in fiscal years 1956 and 
1957. Before doing so, however, I should explain one peculiar use 
of terminology in the current legislation which, if unexplained, might 
be confusing to you in making the comparison with this year’s and next 
year’s programs. 

Consistent with the new definitions of aid, and the rearrangement 
of the aid program, which are proposed this year, the classification of 
Latin American economic aid as “defense support” has been aban- 
doned and such aid, as indicated earlier, is here presented as special 
assistance. 
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The mutual security program illustratively proposed for fiscal year 
1958 in Latin America totals $94.4 million, as compared with an antic- 
ipated program of approximately $113.6 million during fiscal pene 
1957. In both instances the totals are exclusive of three things: first 
the value of certain credit transactions in military equipment; second, 
Latin America’s beneficial share in several worldwide programs such 
as the technical cooperation and child welfare programs of the U. N.; 
and third, the proportionate charge to Latin America of certain gener- 
ally peemraned costs which cannot be accurately apportioned among 
areas in advance, such as transportation, administrative and other 
overhead costs of the programs. 


THREE MAJOR PARTS OF PROGRAM 


The program proposed consists of three major parts: I refer you to 
a table which is attached to my statement if you want to follow this: 

First, technical cooperation in the amount of $36.5 million, of which 
$35 million would be administered bilaterally and $1.5 million would 
represent the United States contribution to the technical aid program 
of the Organization of American States. This contribution is based 
on a matching formula under which the United States contributes not 
to exceed 70 percent of total government contributions; 

Second, special assistance in the amount of $32 million; and 

Third, grant military assistance in the amount of $25,956,000. 

Senstor Fuisricut. You rounded it out to $26 million on your 
chart? 

Mr. Saccto. Right. 

These amounts, together with the comparative amounts for fiscal 
years 1956 and 1957 are shown on this chart. You will note that the 
program has not changed significantly in size during this period. 

The small, but steady, continued increase in the bilateral program 
for technical cooperation, amounting to $3.3 million in fiscal year 1958 
over fiscal year 1957, reflects primarily a progressive expansion of this 
program in response to increased requests for technical assistance from 
the Latin American countries and a growing capacity to meet such 
requests. 

I should say that this reference to the growing capacity refers to the 
Latin American countries, not the United States. There have been 
comparable increases in the contributions in cash and in kind by host 
governments to these programs—from $40 million in fiscal year 1956 
to $46 million in fiscal year 1957 and an anticipated $52 million in 
fiscal year 1958. 

The total figure for fiscal year 1958 includes [deleted] a new pro- 
gram which is planned for Argentina, with which a bilateral technical 
cooperation agreement is now in the final stages of negotiation. 

( Discussion off the record.) 

Senator Mansrtevp. Could I ask a question? [Deleted.] Are 
you getting anything like hoes into Bolivia? When we were down 
there we found them digging with wooden sticks and they were shy on 
food production at that time. I think I discussed with Mr. Moore, the 
ICA director there, the possibility of getting in something cheap like 
hoes so they could get down a little deeper and produce a little more, 
and better themselves economically. 
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Mr. Arwoop. That will show up, Senator, in the report that we will 
give you that you asked for, the farm equipment of that type, the 
small hoe and the small hand tools as part of this program in 1958. 
It was done in the light of the report and studies that were carried 
on after your visit. 

Senator Mansrreip. It seemed to us that they were farming on the 
basis of methods which would go back into early colonial periods and 
not producing much and having a very difficult time. 


HAITI 


Mr. Saccro. In Haiti the political situation, shown by recent news 
reports from that country, is at best confused. The country’s eco- 
nomic situation is even more desperate. [ Deleted.] 


MILITARY ASSISTANCE PROGRAM FOR LATIN AMERICA 


The military assistance program shown for fiscal year 1958 would 
be, both in size and in context, similar to that currently being imple- 
mented. This program has, with minor exception, a very limited pri- 
mary purpose—namely to provide essential equipment and training to 
a few small selected units of 12 countries which have agreed to use 
these units to perform specified missions of importance to the defense 
of the Western Hemisphere. 

This limited role of military assistance to Latin America, and it is a 
role which is specifically so limited by section 105 (b) (4) of the Mu- 
tual Security Act of 1954, as amended, is of considerable significance 
in terms of United States defense plans because, almost uniformly, the 
missions which the foregoing selected units are to perform are mis- 
sions which, in the event of war, would otherwise have to be performed 
by United States forces. These missions also represent agreed ele- 
ments of the general plans for the defense of the Americas which are 
being developed pursuant to the Inter-American defense agreement. 
Support of this agreement, to which the United States and all Latin 
American nations have adhered, and which constitutes the major cen- 
tral collective security structure in the Western Hemisphere, is a major 
aspect of long-term American policy, having far-reaching political as 
well as military significance. There is no better example on a small 
scale of the fact that the military assistance program is an integral 
part $ our own defense program and should be properly recognized 
as such, 

I would now like to introduce into the record statements by the 
Honorable Roy Rubottom, Acting Assistant Secretary of State for In- 
ter-American Affairs; Mr. Rollin 8, Atwood, ICA Regional Director 
for Latin American Operations; and Col. Thomas B, Hanford, Re- 
gional Director for the Western Hemisphere in the Office of the Assis- 
tant Secretary of Defense for International Security Affairs. 

These gentlemen are all present and prepared to answer questions. 

(The prepared statements follow :) 


STATEMENT BY R. R. Rusorrom, Jr., ACTING ASSISTANT SECRETARY OF STATE 
FOR INTER-AMERICAN AFFAIRS 


I appreciate this opportunity to appear again before the Committee on Foreign 
Relations, this time in support of the mutual security program in Latin America 
for the next fiscal year. 
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The United States is providing assistance to Latin America as part of basic 
foreign policy. As the program’s name implies, we are seeking mutual security 
through the development of mutually beneficial, cooperative, and friendly rela- 
tions with our neighbors to the south. I have great faith in this effort because 
of the real advances that it has made possible. While the program itself is 
directed toward military and economic objectives, its accomplishments are 
broader and, in Latin America, encompass important results in the political, 
social, and psychological spheres as well. The continuing objective is a united, 
friendly; strong, and independent group of nations united to protect the western 
way of life. 

The 20 other American Republics, one of the larger areas of the world, is in 
many respects a new world, although its civilization in some cases predates our 
own, Still, the present tremendous surge and drive of these countries to develop 
their own resources, diversify their economies and raise their standards of 
living is of more recent origin. The spirit of Latin America has quickened; 
its people are eager to get on with their tasks in a friendly but competitive world. 
To do so, they must develop sturdy, self-reliant, and modern nations. United 
States economic policy toward them is based on an effort by the countries 
involved and ourselves to establish self-reliant economies which will afford 
the individual citizen a steadily improving standard of living and, consequently, 
greater dignity and enhanced opportunity to support democratic forms of 
government, 


MUTUAL RESPECT AND UNDERSTANDING REQUIRED FOR CLOSE TIES 


Moreover, the continuing friendship and support of these independent nations, 
with their growing influence and power in world affairs, as demonstrated in 
the United Nations and other international bodies, cannot be assumed merely 
on the basis of geographical propinquity. Like most friendships, our close ties 
with Latin America have developed from mutual respect and good will based 
on the many values which we share in common, as well as on mutual! understand- 
ing and tolerance of the few which we do not. 

This cooperation and mutual understanding with our neighbors is contributing 
to our common effort to check Communist infiltration and subversion in this 
hemisphere and to help prevent development of the unhealthy economic and 
social conditions on which communism feeds. While the danger from the inter- 
national Communist conspiracy May not present as immediate a threat in this 
hemisphere as in some other areas of the world, it is nonetheless real. The 
Communist approach is insidious; we must constantly be on guard. One of the 
best preventives we believe, lies in the continued development of a strong inter- 
American trade and investment community backstopped by the closest political 
and cultural unity that it is possible to maintain. 

As part of this broad picture, we are proposing a Latin American mutual 
security program which includes the following requests : $35 million for bilateral 
technical cooperation, $1,500,000 as the United States contribution to the tech- 
nical cooperation program of the Organization of American States, an undeter- 
mined portion of the funds requested for special assistance, and $26 million for 
mutual defense assistance. 


IMPORTANCE OF TRADE AND INVESTMENT IN LATIN AMERICAN ECONOMIES 


Before discussing the importance of each of these requests, separately, I wish 
to emphasize the importance that trade and investment play in the dynamically 
expanding economies of the Latin American Republics. 

It continues to be our strong conviction that the aspirations of these countries 
to better the condition of their people can best be fulfilled through United States 
support and encouragement of the free-enterprise system, as opposed to the re- 
strictive concepts of statism and government manipulation of national econo- 
mies. We have reason to be proud of the fact that at present about 35 percent 
of all United States direct private investment abroad, or $6,256,000,000 is in 
Latin America. Outside of Canada, it is the area in which United States in- 
vestors have placed the most reliance. The continuing cooperation of private 
United States capital in Latin American development, on terms fair and equi- 
table to all, is of the greatest importance to the economies of these nations and 
our own. While relying mainly on the above, we recognize that there is a gap 
which trade and private investment cannot fill. There is need for sound, long- 
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term official loans in the public sectors like health, education, and extending 
into agriculture and other fields. The Congress and the executive branch have 
cooperated to make this available. In the field of public loans we have, as you 
know, gone beyond saying that public credit up to a certain amount will be made 
available. Instead, we have told the peoples of Latin America that we shall do 
our utmost through the Export-Import Bank to satisfy their needs for sound 
development where capital is not available from private sources. From the 
proceeds of the sale of United States surplus agricultural commodities we are 
also making local currency loans to assist them in sound development plans. 
Beyond this, there will be access to the new development loan fund, if the Con- 
gress approves this proposal, although we expect most needs will be met by 
recourse to existing public lending agencies and private capital. We also recog- 
nize that there are bona fide emergencies that do arise in an area as big as Latin 
America which require resources and expenditures over and above those which 
the individual country is capable of providing. In such cases we have stood 
ready to help them through these emergencies by extending grant aid. 


TECHNICAL KNOWLEDGE REQUIRED 





Finally, there is that large gap in the field of technical knowledge. Regard- 
less of the amount of capital that may be available, regardless of the certainty 
of a market, regardless of the availability of raw materials and power, a strong 
industrial plant cannot be established, any more than an agricultural or mining 
development or any of the other elements of a progressive economy, unless you 
have technical skills available. In this field the Latin Americans have recog- 
nized the value of our know-how and experience and have sought our coopera- 
tion in making this available to them. We have been pleased to give it. It is 
obviously in our interest to make an effective, sustained, and constructive con- 
tribution to these efforts of our southern neighbors. Justification does not have 
to depend upon humanitarian considerations, although they are present. I 
believe it is clear that our contribution is fully justified, if for no other reason, 
on the basis of our own self-interest. The security and well-being of the people 
of the United States require that we be surrounded in this hemisphere with 
strong, prosperous, friendly, and cooperative nations. 


BILATERAL TECHNICAL COOPERATION 


Specifically, in implementing the above general policies, we are requesting 
$35 million for bilateral technical cooperation during fiscal year 1958 in Latin 
America. At present we have programs in 19 of the 20 countries of this area 
and expect to be asked to initiate a program in the remaining one before next year 
is through. Our bilateral programs of technical assistance are undertaken at 
the request of the other government, who ask for our cooperation in specific 
programs of technical assistance and offer to pay their fair share of the cost. 
They are not really “our programs” so much as “our contribution” to the other 
country’s effort in the technical field where the objective sought coincides with 
our own interests, the assistance can be well and effectively used and it is within 
our budgetary limits to provide. We believe that these programs have made a 
real contribution to economic development and fully justify their cost to our 
Government in terms of funds and manpower. This belief is confirmed by the 
continuing and intensified interest of the Latin American governments in seek- 
ing this help and asking that it be diversified. 

The request for $35 million compares with last year’s request for $32,350,000 
and an operational level of $31,700,000. I fully support this increase, which I 
believe desirable. The programs and projects have been carefully drawn up in 
the field and screened in Washington against the criteria and general standards 
mentioned. An appropriation of this amount will permit us to participate in 
joint efforts which will serve the best interests and objectives of United States 
foreign policy in Latin America. The benefits to the United States in terms of 
economic progress, in the hemisphere, in terms of trade and in terms of mutual 
cooperation which these programs produce more than justify their cost to our 
Government. 

TECHNICAL COOPERATION PROGRAM OF THE OAS 






Perhaps at no time in our history has it been more important for the United 
States to protect and strengthen the continuing friendship and support of the 
independent nations of the Western Hemisphere in international organizations. 
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This importance was publicly expressed by President Eisenhower when he 
attended and addressed the unprecedented meeting of American Presidents at 
Panama in July 1956. All 19 of the Presidents who attended this meeting, as 
well as the two unable to attend, have signed the Declaration of Panama, declar- 
ing that “the full realization of the destiny of America is inseparable from the 
social and economic developments of its peoples and therefore it becomes neces- 
sary to intensify national efforts and inter-American cooperation to reach the 
solution of economic problems and to elevate the conditions of life on the con- 
tinent.” The result was the formation of the Committee of Presidential Repre- 
sentatives, on which Dr. Milton Eisenhower headed the United States delegation. 
This body has prepared concrete recommendations to make the Organization of 
American States an even more effective instrument. One of its desires is to 
see the technical cooperation program of the OAS made even more effective and 
dynamic. 
PURPOSE OF OAS TECHNICAL COOPERATION PROGRAM 


The purpose of this multilateral program, which is quite distinct from the 
direct type of bilateral technical assistance provided by the United States, is 
to train, at centers in Latin America, specialists from all the American Republics, 
who at the end of the courses return to their own countries to assume positions 
utilizing this training, or in some cases to assist in organizing similar training 
programs in their homelands. The program consists entirely of regional projects 
for the benefit of all. There are six such projects now operating and there is no 
duplication with the other programs of the United Nations or our own bilateral 
efforts. On the contrary, they complement each other. 

Apart from the direct benefits to be derived from this program, there is an 
important byproduct of interest to the United States. In this multilateral pro- 
gram the 21 American Republics are finding a satisfying opportunity to work 
together and cooperate for their mutual benefit. It is accustoming the peoples of 
the Americas to work together for common goals. 

I fully support the request for $1,500,000 as our contribution for the 1958 
technical cooperation program of the Organization of American States. We 
propose again to limit our pledge to 70 percent of the total contributed by all 
participating governments. Our offer last year, which was in the same amount, 
was not fully used. However, the advantages of this program are clear to our 
sister Republics and their pledges have been rising slowly. Our offer serves as 
an incentive to them to raise their own contributions, and as an example of the 
importance we attach to this program of multilateral assistance. 


SPECIAL ASSISTANCE 


It is my belief that Latin America holds a favorable position among the less 
developed areas of the world by its rapid rate of expansion, and its proximity 
to and its access to the United States market. These special circumstances must 
be kept in mind when we consider its economic needs. It is an area of contrast, 
itistrue. It is developing at an extremely fast rate, has some of the most modern 
cities in the world, yet at the same time many parts of the hinterland are primi- 
tive. A middlé class is only just beginning to appear and there is extreme wealth 
alongside real poverty. It has intellectual leaders of world renown side by side 
with large groups of illiterates. Latin America is in the throes of dynamic 
change. Its people are proud, with an historical background that antidates our 
own. They rightly maintain strong beliefs of independence and freedom. Their 
development warrants our help, but it must not be extended in such a way as to 
deter this self-reliance, so important to their future. They want long-term 
United States participation in their efforts of the kind they can rely on, which will 
not fluctuate, and is based on the mutual respect of both parties. They do not 
want charity. For this reason they prefer assurances of generous United States 
trading policies, assurances of encouragement to private investors, ample govern- 
ment loans and expanded programs of technical assistance. These are our prin- 
cipal forms of assistance in this hemisphere. 


COUNTRIES REQUIRING GRANT ASSISTANCE 

We have felt it necessary to ask for special assistance funds only to meet 
serious emergencies. Such is the nature of the help we are extending to Bolivia 
and Guatemala at the present time and extended to Haiti following Hurricane 
Hazel. While recognizing that unforeseen political or economic emergencies or 
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natural disasters may occur, we believe that most of these can be met and sur- 
mounted by the countries themselves. 

In fiscal year 1958 we believe grant aid will be necessary only in the cases of 
Bolivia, Guatemala and Haiti. 

Bolivia.—The United States program of emergency economic aid to Bolivia 
dates back to the fall of 1953, and has averted threatened economic chaos. More- 
over, it helped the Bolivian Government to achieve sufficient political stability 
to hold free elections in June 1956, as a result of which the Government is more 
solidly based on popular support. This, in turn, enabled the new administration 
to undertake, with United States advice and support, a program of economic 
stabilization looking toward reduction of the country’s rampant inflation and the 
reestablishment of conditions favorable to normal productive activity. In spite 
of the great risks involved, this program was initiated in December 1956, and up 
to the present has shown promising results, chief among which are the elimina- 
tion of contraband exports of foodstuffs, the strengthening of the local currency 
(from 11,000 bolivianos per United States dollar in November 1956 to 7,700 in 
March 1957) and the disappearance of black markets. 

Nevertheless, eventual success of the program will call for continued courage 
of the same high order as that displayed thus far by the people and the Govern- 
ment of Bolivia. 

Success of the stabilization program should permit a gradual reduction looking 
toward elimination of grant aid to Bolivia, but continued United States counsel 
and support are essential during this crucial period. 

Guatemala.—Funds have been provided since fiscal year 1955 to assist the anti- 
Communist Government of Guatemala in overcoming obstacles inherited from pre- 
ceding governments; developing the country’s economy ; and improving the living 
standards of its people. Immediate objectives have been met in that improve- 
ment in the economic and financial situation is visible and the unemployment 
crisis which faced the new Government has been relieved. Only limited improve- 
ment is yet apparent, however, in the living standards of the average man. It 
still is valid to say that an emergency situation exists. The Government must 
continue roadbuilding and agricultural-development programs. I consider it to 
be in the United States national interest to provide Guatemala with an additional 
modest sum of grant aid in order for it to be able to provide visible evidence of 
economic development under a democratic Government. 

Haiti.—The political and economic situation in Haiti has deteriorated to such 
a degree that any continued downward trend could result in complete collapse. 
A series of economic and political exigencies which began after the hurricane of 
October 1954 culminated in the fall of Magloire’s administration in 1956. During 
the first 5 months of 1957 successive interim governments have been trying to 
forestall a complete financial breakdown. It is estimated that there will be a 
very substantial balance of payments deficit for the fiscal year ending September 
30, 1957. A bad coffee crop and a drop in tourism are the principal reasons for 
the dollar deficit, but a lack of fiscal controls, the large foreign debt, including 
that owed the Export-Import Bank for the Artibonite Valley Dam, the lowest 
standard of living in the hemisphere and a growing population are contributing 
factors to a generally bad situation. 

Special grant assistance will be needed, but should be related to a larger pro- 
gram of stabilization to support the Haitian currency and assure minimum import 
requirements, which may embody help from the International Monetary Fund 
and private banks and should be subject to adequate controls to assure its efficacy. 
Local currency developed from the dollar grant will be utilized for such Haitian 
projects as may be determined to have highest priority in the economic rehabili- 
tation of the country. 

MUTUAL DEFENSE ASSISTANCE 


I should now like to discuss briefly our military-assistance programs in Latin 
America. Representatives of the Department of Defense will provide a statement 
which will point out the military reasons for this program and provide you with 
the details on it and its accomplishments. I should only like to mention a few of 
the points to indicate why this modest program is justified in our national interest. 


MUTUAL DEPENDENCE FOR ESSENTIAL MATERIALS 


Geographic proximity alone requires that we take Latin America into considera- 
tion in planning for our own defense. But the reasons are more compelling than 
geography. The United States and the other American Republics have become 
dependent upon each other for a large volume of materials essential to our 
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security and well-being. This $714) billion interchange of goods is taken as a 
matter of course, but in wartime is susceptible to disruption by enemy submarines, 
and other forms of hostile action. During World War II we kept these supply 
lines open with our own Navy with some assistance from Latin America. It is 
our objective through this program to encourage our Latin American neighbors 
to assume an increasing responsibility in the defense of these routes of communi- 
eation. We also seek to help them be better able to discharge their responsibility 
for the protection of sources of supply in Latin America. Considering that Latin 
America is over three times as large as the United States in area with a population 
greater than the United States, that its coastlines are more extensive than ours, 
and that some of the world’s principal routes of communication run through the 
area, this is a task of no small proportions. 


MAINTENANCE OF INTERNAL SECURITY 


Besides this job of assisting in the maintenance of lines of communication, the 
Latin Americans have the problem of maintaining their internal security. No 
example was needed of the capability of the Soviet Union to undermine the de- 
fense of the hemisphere through subversive activities but we have had such an 
object lesson in Guatemala. The maintenance of internal security is, of course, 
the responsibility of the Latin American Republics themselves and we do not pro- 
pose in this program to provide grant assistance for that purpose, except where 
the location of strategic areas and installations or sources of supply require that 
we do so. 

Our sister Republics are bearing the major share of the cost of their defense. 
They are spending approximately $1.4 billions annually for maintenance of their 
military forces as opposed to an average of some $25 millions that the United 
States has provided annually on a grant basis. The appropriations request 
for the coming fiscal year is for an additional $26 million. Although our contri- 
tion is very small in comparison with their own, it provides assurance that ad- 
equate attention is given to areas essential to our mutual defense. 

An important feature of our military cooperation with Latin America is the 
sale of military equipment to these Republics to help meet the above objectives. 
Our present military sales program does, however, have serious weaknesses in 
it. The Congress remedied one of these problems last year by amending the 
Mutual Security Act to authorize the sale of equipment at a price based on its 
age and condition thus permitting price reductions on used military equipment. 

Another serious impediment is that the Latin Americans do not have the funds 
available to pay cash for military equipment and have therefore either urged 
that the United States provide the equipment on a grant basis or have gone to 
suppliers in other areas of the world which could offer credit terms. In the lat- 
ter case they sometimes have acquired equipment unsuited to the task at hand, 
or which cannot be maintained in time of war or effectively utilized in conjunc- 
tion with United States equipment already on hand. The Department of Defense 
is requesting your assistance in solving this problem by providing an appropria- 
tion for the specific purpose of financing credit sales of military equipment and by 
amending section 103 (c) of the act to permit the use of repayments for the pur- 
pose of financing further credit sales. So far as Latin America is concerned we 
do not envisage that this will require in excess of $35 to $50 million for the com- 
ing year but it will give us the means of operating an effective and orderly military 
sales program. We fully expect, and our experience to date on the few military 
eredits that have been extended would confirm, that such military credits will 
be repaid. 


STATEMENT BY Roun S. Atwoop, DrrecTror, OFFICE OF LATIN AMERICAN OPERA- 
TIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


It is indeed a pleasure to have the opportunity to appear again this year before 
the Foreign Relations Committee in support of the mutual security program in 
Latin America. 

THE PROGRAM FOR FISCAL YEAR 1958 


For fiscal year 1958 we propose a program which is part of a 
long-range program developed through joint action of the Government of 
the United States and the governments of the countries of Latin 
America. It has been coordinated in the field and in Washington in terms of the 
foreign policy objectives of the United States and is aimed at achievement of 
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common goals essential to the conomic, social, political, and military security of 
this hemisphere and the free world. The mutual security program is in four 
parts: (1) the bilateral technical cooperation program, (2) economic assistance, 
(3) military assistance, and (4) the United States contribution to the technical 
cooperation program of the OAS which is included in the overall budget for 
technical cooperation. 

I shall confine my remarks to the bilateral technical cooperation request for 
the coming year for $35 million compared with last year’s request for $32,350,- 
000 and this fiscal year’s operational level of $31,700,000, and to the economic 
assistance program. There are two broad categories of economic aid which will 
be involved in the Latin American program. The first is for special economic 
programs to meet temporary economic emergencies, existing and unforeseen. 
Secondly, long-term economic development assistance would be made available 
under the proposed new development fund to be used on a loan basis. Under 
the first category of economic assistance, i. e. special economic assistance, we 
have programed a total of $32 million for fiscal year 1958 to cover currently 
existing temporary economic emergencies. During fiscal year 1957, $37 million 
of defense support funds were programed for this type of assistance... No spe- 
cific program request for Latin America has been made in connection with the 
new development fund although $15 million of defense support funds were pro- 
gramed for fiscal year 1957 in a manner very similar to that proposed for the 
use of the new development fund. 

Others are here to discuss the military assistance program for which $26 mil- 
lion is requested and the United States contribution to the technical cooperation 
program of the OAS for which our request is for $1,500,000. 


THE TECHNICAL COOPERATION PROGRAM 


In this hemisphere “foreign aid” as it is now called, started in 1942 with the 
Institute of Inter-American Affairs. It was a technical cooperation program, 
and fundamentally it so remains today. Other forms of assistance have been 
and are being utilized, but the basic program remains one where technicians from 
the United States are working side by side with technicians of the other coun- 
tries carrying out programs, solving problems, and developing techniques to 
achieve goals which have been determined to be of mutual interest. Above all, 
it is an on-the-job training program. It creates opportunities, it spurs individual 
initiative and builds confidence in the private enterprise way of life. 

Technical cooperation has been an integral, recognized part of relations be- 
tween the nations of this hemisphere from the day of their independence. In 
fact, cooperation played an extremely important role in the achievement of that, 
independence and has characterized the successful maintenance of that precious 
independence whenever, however, and wherever it has been threatened. Tech- 
nical cooperation, when fully and freely entered into between peoples and be- 
tween governments, is the epitome of helping someone to help himself. It is an 
outward expression of true partnership. It rests irrevocably on true under- 
standing and on the common desire to achieve similar goals. Without such un- 
derstanding and respect no political, economic, or military structure can stand up 
against the shocks and pressures that disturb the world today. 

Successful handling of our foreign relations today requires a detailed and 
thorough understanding of the problems, hopes, aspirations, philosophies, and 
goals of the peoples as well as the governments of other countries. It requires 
an intelligent and sympathetic appreciation of the means and methods being 
utilized by the peoples and their governments in their attempts to achieve their 
goals. It also requires an extremely careful and thoughtful evaluation of the 
national interests of the United States and the goals and aspirations of the peo- 
ple of this country. The overriding requirement in my opinion is to discover, 
interpret, and nurture the vast number of mutual interests that exist. 

United States participation in the joint bilateral technical cooperation pro- 
gram in Latin America is proposed at a level of $35 million for fiscal year 1958. 
(See chart No. 1.) Planned participation by the host governments to this joint 
program in the same fiscal year is estimated to be at least equivalent to $40,434,- 
000 in cash and $11,904,000 in kind. These figures have been converted into 
dollars based on the free rates of exchange as of December 1956. Thus, the 
technical cooperation program in all countries of Latin America is expected to 
aggregate to a value equivalent to $87,338,000 during fiscal year 1958. 
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In fiscal year 1956, the programs were estimated at $68,526,000. United States 
participation was $27,675,000 and the host country participation valued at $40,- 
850,000. (See chart No. 3.) (Conversions were made at the free rates existing 
in December 1955). 
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SERVICIOS $6,862,000 (10.0%) 


~~~ OTHER COSTS $2,331,000 (3.4%) 
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NON-SERVICIO PROJECTS $418,000 (0.6%) 


CONTRIBUTIONS TO SERVICIOS $966,000 (14%) 


LOCAL GOV. IN KIND 


CENTRAL GOV. IN KIND CONTRIBUTIONS 10 
WON-SERVICIO PROJECTS $3,605.00 (5.2%) 








CONTRIBUTIONS TO SERVICIOS $2,887,000 (42%) 


CENTRAL GOV. IN KIND 
* DOLLAR CONVERSIONS MADE AT FREE RATES 


WON-SERVICIO PROJECTS $1,238,000 (1.8%) 
EXISTING DURING FY 1956 


LOCAL GOV. CASH CONTRIBUTIONS TO 
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I should like to call attention to the breakdown of the United States participa- 


tion in the programs of bilateral technical cooperation for 


1957, and 1958. 


the 3 fiscal years 1956, 











Actual, fiscal; Estimated, Proposed, 
year 1956 fiscal year | fiscal year 
1957 1958 
Total United States participation $27, 675 $31, 7 35 
‘ot " States ps f : $27, 675, 000 $31, 700, 000 $3: 0) 
United States technician costs. 9, 095, 000 11, 480, 000 a2 204° 000 
United States costs for participants_ - 4, 918, 000 6, 663, 000 7, 941, 000 
Contract services......-.....-..... 3,176,000 | 3,248,000 | 2.531, 000 
Supplies and equipment l, . 000 1, 101, 000 1, 270, 000 
Contributions to servicios 6, 862, 000 6, 973, 000 | 7, 529, 000 
Other costs. ....._- : Sie tee ee | 2.331, 000 2, 235, 000 | 2, 335, 000 
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Another aspect of the joint nature of these programs deserves perhaps as much 
attention as the financial aspect. I refer to the number of technical personnel 
who are carrying on these programs. (See chart No. 4.) I have chosen this 
year’s program because the data was most readily available. As previously 
indicated the total United States and host country contributions to the technical 
cooperation program for fiscal year 1957, expressed in dollars is expected to be 
about $77,956,000. The total number of personnel employed is 16,525. I want 
to quickly add, however, that only 6 percent or just under 1,000 are United States 
technicians including United States technicians under contract. 
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Personnel employed in Latin America technical cooperation program, March 31, 
1957 


Number | Percent 


Paid from United States funds: 
United States administrative employees a 102 0.6 

















United States program technicians : 759 4.6 
United States contract technicians “ 130 8 
Subtotal s ; — Tin sities =e 991 6.0 
Local administrative employees. - je naan an 257 1.5 
Local program employees : die a 580 | 3.5 
Subtotal ‘ yaw . ene onhgnd 5.0 
ot il paid from United States funds l, 11.0 
Yaid from servicio or other joint funds: Loca] technicians and other servicio employees ! 14, 697 | 89. 0 
Cotal employment... a3 i 4 ‘ MEE Retasusmn 

1 Does not include day laborers or employees of servicio employees. 


I should also like to call attention to the fact that the United States technicians 
working in the joint technical cooperation program come from every State in 
the Union and from Puerto Rico (chart No. 5). This should help in giving an 
accurate reflection of the American way of life. 
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ADMINISTRATION OF THE TECHNICAL COOPERATION PROGRAM 


Most, if not all, of the members of this committee are aware by firsthand ob- 
servation of the operation and administration of the technical cooperation pro- 
gram in Latin America. Host government requests for assistance are made for 
programs and projects carried on in the country, or which they desire to carry on. 
The objectives.and goals to be achieved, the manner in which they hope to achieve 
them, the means at hand to work with, the degree of support the project has, the 
manpower and financial support planned, any third party participation, the tim- 
ing of the project, the duration of the project, and many other factors are all 
studied and analyzed. The national interest of the host country to be served 
by the project is discussed, as is the national interest of the United States in 
achievement of planned goals. Each project is carefully evaluated for its useful- 
ness and the extent to which it will be effective in meeting basic needs of the host 
country, and examined from the standpoint of its contribution to the sound eco- 
nomic development and security of this hemisphere. A project must be in the 
national interests of both countries taking part in it. 

All of the programs, with possibly a few exceptions, that are included in this 
year’s presentation have been through the process just described. Subject to a 
more formal commitment the host country has indicated the extent to which it 
will be able to participate. The type of participation and the estimated cost of 
the United States portion has been programed by the United States missions 
and reviewed in Washington. It has been analyzed and evaluated within ICA 
and the State Department, and has been cleared in interagency meetings. We 
are ready to approve it for field implementation as soon as funds are made avail- 
able. A large part of the host country funds have already been approved be- 
cause many of the legislatures in Latin America meet earlier than the Congress 
of the United States. 

I have described this process in order to indicate that the technical cooperation 
program ‘is not merely illustrative, but has been thoroughly discussed with host 
governments and has been through the Washington mill before presenting it to the 
Congress. 

I should like to report briefly on what occurred in the case of the fiscal year 
1956 program of bilateral technical cooperation, which was presented in 1955, and 
this year’s program which was presented a little over a year ago. (See chart 
No. 6.) 
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The presentation of the 1956 program was for $30 million. The amount initially 
authorized for immediate implementation was $27.1 million which was later raised 
to $28.4 million. Of this, $27.7 million was actually obligated for all the pro- 
grams during the fiscal year. 

The fiscal year 1957 program was presented for $32,350,000. The initial imple- 
mentation figure was $29.7 million, and it is expected to be increased to about 
$31.7 million by June 1957. Through April 30, 1957, obligations for this program 
totaled nearly $25 million. 

As the members of this committee are aware, any major changes made in the 
implementation of a program are reported to Congress. Changes in the fiscal 
year 1956 program as presented to Congress have been reported in accordance 
with requirements of section 513 of the Mutual Security Act. No basic changes 
were made in any of the nine groups of projects included in the program presented 
to Congress for fiscal year 1956. (See chart No. 7.) 
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ENCOURAGEMENT OF PRIVATE ENTERPRISE 


There is one other aspect of the program I should like, with your permission, 
to emphasize. That is the direct and important part played by the technical 
cooperation program in the encouragement of private initiative and private en- 
terprise as the most effective way to achieve sound economic development. 

In this year’s presentation we have attempted to prepare new statements 
covering the objectives and accomplishments of the technical cooperation program 
in Latin America. I would sincerely appreciate the frank reaction of any mem- 
ber of the committee or of the staff, especially in reference to the two sections— 
objectives and accomplishments—which are found under the heading “economic 
and technical cooperation” in each country statement. 

When dealing with private initiative, private enterprise, and the use of private 
capital in economic and social development there must be, if it does not already 
exist, a deep-down confidence that private enterprise can and will achieve the 
desired results. The measure of success is not merely the dollar value of private 
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capital which moves into an area during a specific period, although this may 
be an important indicator. It is the number of people who have genuinely come 
to the conclusion, usually through experience, that the private enterprise ap- 
proach is the most effective and the most desired approach to the problems of 
economic development and improved standards of living. 


DETERMINATION TO IMPROVE WAY OF LIFE 


It has been said over and over again: “Latin America is onthe march. Latin 
America today is the scene of dynamic social and economic change. Latin 
America is in the midst of a social and economic revolution.” This is true. 
The peoples of our neighboring republics are determined to improve their way 
of life. This is a deep-rooted determination and exists among farmers, miners, 
factory workers, white-collar workers, and teachers. It exists at all levels in 
the economic scale, from the landless nomadic Indian to the wealthy estate 
owner or industrial magnate. 

The big question is how and by what means will they achieve economic and 
social development. Will it be by demanding more from their governments, thus 
forcing the development of socialistic states; or will it be by what we call the 
private-enterprise approach? Private enterprise does not have the historical 
function in Latin America that it has in this country. Latin America was settled 
by a people from southwestern Europe at a time when feudalism was at its 
peak. Latin America did not start out with a middle class of independent farmers 
and businessmen. Private enterprise was not a “‘way of life” that young men 
and women heard about from childhood and grew up to recognize as the most 
effective and dignified way of life. It was not taken for granted that if you 
worked hard and were successful you could own your home or your farm or your 
business and provide for your family. Private enterprise is to some extent, in 
my opinion, still ‘on trial” in many parts of Latin America. 

The technical cooperation program over the last 15 years has shown hundreds 
of thousands of people, perhaps millions, that through individual efforts with 
the skills and technical knowledge available today they can become independent, 
self-respecting farmers and businessmen and can through hard work achieve 
the goals of better housing, better health, better education, better food and 
clothing, and better opportunities for themselves and for their children. 


TECHNICAL COOPERATION PROVIDED ONLY UPON REQUEST 


In providing technical cooperation we do not attempt to suggest for any other 
American Republic a specific kind of economic or political system or methods 
which it should adopt. We render such cooperation only upon requests of these 
sovereign nations. However, when asked for assistance we try to give it in 
a manner that reveals our own national philosophy of democratic free govern- 
ment, with respect for the integrity and dignity of the individual citizen and 
our firm belief in the effectiveness of private enterprise. We believe that our 
programs are constructed in a spirit which would command the approval of a 
majority of our own people. In rendering cooperation with those governments 
we support those programs and policies which our experience has led us to 
believe are best designed to achieve real economic progress. 


SPECIAL ECONOMIC ASSISTANCE 


The Latin American countries have preferred to rely on both foreign and 
domestic private investment, supplemented by public loans, to advance their 
economic development and to improve their way of life. They do not want 
charity. We have respected their wishes in this regard. For this reason special 
economic assistance has been limited to cases of serious temporary economic or 
politicoeconomic emergencies. It is in the interests of the United States to 
continue to render such assistance in areas where such emergencies may occur 
or currently exist. In fiscal year 1958 we believe special economic assistance 
will be necessary only in the cases of Bolivia, Guatemala, and Haiti. 

Bolivia.—Emergency economic aid has been provided to Bolivia since late 
1953 when that country was threatened with a major economic crisis. The 
assistance provided by the United States has averted the threatened economic 
chaos and has helped the Bolivian Government to achieve sufficient political 
stability to hold free elections in June 1956. As a result, that Government is 
more solidly based on pepular support, and the new administration has been 
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enabled to undertake, with the United States and multilateral agencies’ support 
and advice, a program of economic stabilization aimed at bringing order to her 
chaotic economic and financial affairs. In spite of the great risks involved, a 
program of wage and price stabilization, coupled with sweeping budgetary 
reforms and controls of government spending was initiated in December 1956. 
Up to the present it has shown promising results, chief among which are the 
elimination of contraband exports of foodstuffs, the strengthening of the local 
eurrency (from 11,000 bolivianos per United States dollar in November 1956 
to 7,700 in March 1957) and the disappearance of black markets. 

Nevertheless, eventual success of the program will call for continued courage 
of the same high order as that displayed thus far by the people and the Gov- 
ernment of Bolivia. 

Success of the stabilization program should permit a gradual reduction look- 
ing toward elimination of grant aid to Bolivia, but continued United States 
counsel and support are essential during this crucial period. 

Guatemala.—Early in fiscal year 1954 the pro-Communist Government of Guate- 
mala was overthrown by revolution and an anti-Communist Government was 
established. Since that time, the technical cooperation program has been ex- 
panded there, and emergency economic funds have been provided to assist the 
anti-Communist Government of Guatemala in overcoming obstacles inherited from 
preceding governments (an empty treasury, extensive unemployment, no invest- 
ment capital, no experience in government administration, etc.) ; developing the 
country’s economy, and improving the living standards of its people. Immedi- 
ate objectives have been met in that improvement in the economie and financial 
situation is visible and the unemployment crisis which faced the new Govern- 
ment has been relieved. Only limited improvement is yet apparent, however, 
in the living standards of the average man. It still is valid to say that an 
emergency situation exists. The Government must continue roadbuilding and 
agricultural development programs. It is in the United States national interest 
to provide Guatemala with an additional modest sum of grant aid in order 
for it to be able to provide visible evidence of economic development under a 
democratic government. 

Haiti.—As recent developments have indicated, the political situation in Haiti 
is confused, and the country is in dire financial straits. The deterioration in the 
political and economic situation in Haiti is so grave that any continued down- 
ward trend could result in complete collapse and chaos. A series of economic 
and political emergencies which began after the hurricane of October 1954 cul- 
minated in the fall of Magloire’s administration in 1956. During first 5 months 
of 1957 successive interim governments have been trying to forestall a complete 
financial breakdown. It is estimated that there will be a very substantial balance 
of payments deficit for the fiscal year ending September 30, 1957. A bad coffee 
crop and a drop in tourism are the principal reasons for the dollar deficit, but 
a lack of fiscal controls, the large foreign debt, including that owed the Export- 
Import Bank for Artibonite Valley Dam, the lowest standard of living in the 
hemisphere and a growing population are contributing factors to a generally 
bad situation. Special economic assistance will be needed. 

It is proposed that any ICA grant to Haiti be coordinated with and related 
to an economic stabilization program to support the Haitian currency and assure 
minimum import requirements. It is proposed that this program be carried out 
in cooperation with the International Monetary Fund and private banks and 
subject to adequate controls to assure its efficacy. In addition to serving to 
strengthen the exchange position in support of the stabilization program, it is 
planned that any local currency developed from the ICA dollar grant will be 
utilized for such projects as may be determined to have highest priority in the 
hurricane rehabilitation and economic development of the country. As a related 
factor the technical cooperation program for fiscal year 1958 is calculated to 
help Haiti toward creating conditions for economic development financial 
stability. 





DEVELOPMENT FUND 


In Latin America the Development Fund would complement and/or supple- 
ment both local public and private sources of development capital and United 
States or international sources, both public and private. On the other hand, most 
needs, we feel, will be met by recourse to the existing sources. An illustrative 
list of projects would not be feasible, however, since each project would require 
eareful technical analysis and alternative sources of financing would have to be 
studied before eligibility under the development fund could be determined. Most 
of the projects are fairly long range in nature and are directly or indirectly asso- 
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ciated with joint technical cooperation programs which are obviously long range 
in nature. It is therefore evident that no-year expenditure availability would be 
a definite advantage, if not a requirement for effective programing of develop- 
ment fund projects. Likewise, an increase in the period of obligatory authority 
for technical cooperation would allow better project coordination and imple- 
mentation. 

Funds authorized by the Smathers amendment and appropriated under the 
defense support funds for Latin America for fiscal year 1957 have in my opinion 
provided additional credit beyond and not to be confused with that available 
from private sources, the Export-Import Bank, the IBRD, and the IFC on terms 
which have allowed the countries receiving the credit to go forward with projects 
essential to the economic and social development which otherwise would have to 
be further postopned. Each of the projects approved during fiscal year 1957 
was directly related to and associated with joint technical cooperation programs 
already in operation. Financing, except for supplementary financing, for these 
projects was not available from any of the other sources. These projects will 
speed up the availability of access roads, water supplies, cultivatable lands, and 
other facilities and conditions which are prime prerequisites to increased private 
investment and economic development and should speed up the time when grant 
aid and special economic assistance will no longer be required. Economic de- 
velopment should then proceed at an effective rate with increased private invest- 
ment, local and foreign, and normal credit supplied through banks and other 
recognized credit institutions, 


STATEMENT OF Cov. THOMAS B. HANFoRD, Director, WESTERN HEMISPHERE RE- 
GIONAL OFFICE, OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR INTER- 
NATIONAL SECURITY AFFAIRS 


Mr. Chairman and members of the committee, although Latin America is sep- 
arated from the heartland of the Sino-Soviet bloc by many thousands of miles, 
the United States program of military assistance to our Western Hemisphere 
neighbors is an important part of the buildup of free world forees. The reasons 
for this lie in the events which have taken place there over the last quarter 
of a century. Prior to World War II, the military forces of Latin American 
eountries were equipped, organized, and trained predominantly by the Axis 
powers, primarily Germany. This resulted in strong Nazi influence in the 
ranks of the armed forces. In addition, during this period, international 
communism was attempting to infiltrate the area through a campaign to get 
control of Latin American labor unions and infuse the principles of communism 
into the minds of industrial and agricultural laborers. 

The advent of World War II brought temporary relief from the Communist 
subversive invasion and halted the flow of Axis equipment and training into the 
area. But even with this relief from Communist subversion and from Axis 
military influence, it was still necessary for the United States to divert over 
100,000 men and their equipment to Latin America in order to insure its physical 
security from the threat of direct Axis aggression. 

With the defeat of the Axis Powers in World War II, the United States had 
no longer to be concerned with Axis military influence in the area. However, 
the United States was faced with the prewar Axis doctrine still imbedded in 
the top military ranks and with the obsolescence of Axis equipment. The Latin 
American countries required modern replacement equipment and were deter- 
mined to obtain it from some source. 

In the postwar period, the Communists once more turned their attention to- 
ward Latin America. Their action in Guatemala in 1954 left no doubt as to 
Soviet intentions to establish a foothold in the Americas. That country was 
then in serious danger of becoming a satellite of the Soviet Union. Fortunately, 
the courageous Guatemalans overthrew the Communist regime, and international 
communism lost an advance base in the Western Hemisphere. However, we 
are now faced with a more subtle kind of Communist action in keeping with 
their more recent policy of economic penetration. It takes the form of trade 
missions and barter transactions designed to lure South America away from 
the United States and toward the Soviet bloc. 
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STRATEGIC IMPORTANCE OF SOUTH AMERICAN CONTINENT 


The South American continent is of great strategic importance to the free 
world, not only because of its location but also as a source of strategic ma- 
terials. In enemy hands South America would provide bases for attack which 
would be dangerously close to the United States. 

The bulge of Brazil offers a major approach from Africa to the Western 
Hemisphere, and with the present rate of saturation of our northern air routes, 
it will not be long before there will be a need for the use of airfields in Brazil 
in addition to the present need for tracking sites for guided missiles and for 
communication facilities. Brazil also has extensive deposits of rare earths con- 
taining thorium, which may well be a source of nuclear energy for United States 
use. 

Colombia and Venezuela lie in close proximity to the Panama Canal and flank 
the Caribbean on the south, forming the southern anchor of a natural Caribbean 
defense perimeter. Venezuela is rich in oil and iron ore, on which our productive 
efforts depend. 

Peru and the shipping lanes along its 1,000-mile coast are strategically vital to 
hemisphere defense. During World War II, Peruvian submarines guarded the 
operations of the Talara coastal oilfield, from which a steady stream of tankers 
transported petroleum across the ocean to our forces in the southwest Pacific. 

Chile, with its long coastline of 3,000 miles, is of strategic importance not only 
because of the important products we obtain from it but also because its com- 
parative remoteness to the southward would make it a likely area of attack and 
possible invasion by enemy forces. 

The ability and potential of Latin American forces was demonstrated both in 
World War II and the Korean conflict by the contributions of combat units from 
Brazil and Colombia. Colombia also was among the first to volunteer and send 
army forces to the United Nations for duty in the Suez crisis. gfhis was ample 
evidence of their willingness to stand beside the United States in time of necessity. 


MUTUAL DEFENSE ASSISTANCE AGREEMENTS 


The United States has mutual defense assistance agreements with 12 of the 
Latin American countries: Brazil, Uruguay, Chile, Peru, Ecuador, Colombia, 
Nicaragua, Honduras, Guatemala, Cuba, Haiti, and the Dominican Republic. 
Through the military assistance program, we are helping those countries to im- 
prove their capabilities for effectively carrying out military missions important 
to the defense of the hemisphere. The program also promotes closer military 
cooperation between the United States and those countries and contributes to 
the mutually beneficial ties between them and ourselves not only in military 
matters but in all our relations with Latin America. 

The bilateral military agreements with the Latin American countries come 
within the framework of the Inter-American Treaty of Reciprocal Assistance, 
which established the principle that an attack on one American state is an at- 
tack on all. The agreements also promote the objective of the resolution on 
military cooperation which was adopted at the Fourth Meeting of Consultation 
of the Ministers of Foreign Affairs. That resolution urges the American Repub- 
lies to orient their military preparations toward the common defense of the 
hemisphere, rather than confining such preparations to the defense of their 
individual countries. 


ASSISTANCE REQUIRED TO PRODUCE SUITABLE FORCES 


The countries of Latin America do not have the financial resources or the 
experience in modern warfare to train and equip forces for hemisphere defense 
missions without external help. With necessary assistance, however, they can 
produce suitable combat troops. The military assistance program for these 12 
Latin American countries has provided $156 million worth of equipment, materiel, 
and training from the inception of the program through 1957. 

This assistance has enabled these countries to organize, equip, and train units 
which, by Latin American standards, are modern and effective military organiza- 
tions, with a combat potential capable of contributing to the defense of the hemi- 
sphere. The contribution of these units to hemisphere defense in a major world 
conflict would undoubtedly alleviate the necessity for large dispersal of United 
States troops in the area to provide security to lines of communication, bases, and 
strategic materials. 


92528—57——_22 
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For the coming year, we are requesting the appropriation of an additional $26 
million to continue the military assistance program in Latin America. This 
amount will provide maintenance for the forces in being in the amount of $18.6 
million to include spare parts, training ammunition, and training. The balance 
of $7.3 million will provide for force improvement to raise the combat potential 
of the forces. This will be accomplished by the provision of a small amount of 
unit equipment deficiencies and major overhaul of equipment. 


SALE OF MILITARY EQUIPMENT TO LATIN AMERICA 


Another important aspect of attaining our objectives in the area is the sale of 
military equipment to Latin American countries. At present, however, our sales 
program to the Latin American countries has serious weaknesses. Last year’s 
legislation remedied one of the problems by amending the Mutual Security Act 
to authorize the sale of equipment at a price based on its age and condition. An- 
other serious problem affecting sales to the countries of this area is their lack of 
funds to pay cash for military equipment. This has resulted in country requests 
for increased grant assistance or in their turning to suppliers outside the Western 
Hemisphere who could offer credit terms. In making purchases from outside 
sources, Latin American countries have acquired equipment not suited to their 
defense tasks or which cannot be supported in time of war or utilized in con- 
junction with United States equipment on hand. To alleviate this problem, we are 
requesting an appropriation of $175 million for the specific purpose of financing 
credit sales of military equipment and the amendment of section 103 (c) of the 
Mutual Security Act to permit the use of repayments for financing further credit 
sales. It is anticipated that, of this amount, approximately 35 to 50 million 
dollars will be required for the coming year for Latin America and will provide 
an effective and orderly sales program to further our objectives in the area. 
To date, experience indicates that the few military credits that have been ex- 
tended will be raid. 


EMPHASIS ON TECHNICAL ASSISTANCE 


Senator Futsrient. Senator Smith, any questions ? 


Senator Smrra. Apparently we are limiting the military side, the 
main emphasis in the whole problem, probably to this technical co- 
operation ? 

Mr. Saccro. It is, sir. 

Senator Smirn. Isn’t that the high spot of the picture ? 

Mr. Saccro. Except for these special situations that have been men- 
tioned here, Haiti, Guatemala, and Bolivia. 

Senator Smirn. The three are referred to in this statement ? 

Mr. Saccto. Yes. 

Senator Smiru. I have no more specific questions. 


EFFECTIVENESS OF TECHNICAL ASSISTANCE PROGRAM IN SOUTH AMERICA 


Senator Mansrietp. Mr. Chairman, I would like to make a few 
comments. I want to say that if the point 4 program under the 
directors and missions in countries like Bolivia, Peru, and Ecuador 
were the normal in other parts of the world, we would really have a 
very effective operation functioning. I think we have good adminis- 
trators, dedicated personnel. They are really doing a lot of good and 
they are doing their country a lot of good. 

I think insofar as the miilt: ary assists ince is concerned, you have got 
to keep it down because one of the things we noticed down there last 
fall was the possibility that if you went hog wild on it, you would 
create rivalries which might generate into wars, local or otherwise. 

But I have nothing but words of high praise for the point 4 program 
down there and I think it has been well worth the money, time, and 
energy expended. 
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That is all, Mr. Chairman. 
Senator Futsrient. Senator Aiken ? 


LATIN AMERICA IMMIGRATION 


Senator Arken. I would like to know what Latin American States 
are doing with regard to immigration. Are they taking any refugees 
from Eastern Europe. Is there immigration from other parts of the 
world into Latin America or are there possibilities of it? 

Do they encourage it? Do you have any other information ? 

Mr. Ruzorrom. | think it is safe to say that Latin America has ex- 
pressed considerable interest in immigration. Immigration is a very 
costly type of program to carry out, as you undoubtedly found out 
from your investigations into it in other places of the world, and I 
think their interest is coupled with a desire to pass as muc h of the 
expense of immigration as possible to those being emigrated or to some 
other agency to help in that cost. There was some expression of in- 
terest on the part of Latin America in accepting Hungarian refugees 
immediately after that problem arose last winter. 

Actually I am not sure that any of those projects have reached frui- 
tion yet. I think there has been one really outstanding example which 
Colonel Hanford may be able to address himself to ‘if you want the 
details of the Okinawa immigration project into Bolivia where after 
at least two unsuccessful starts, they finally on the third try got them- 
selves into a piece of land that has turned out to be productive and 
climatewise suitable to their needs and where, on the basis of a recent 
inspection by one of the inspectors general of the Army, it was found 
that this project was moving along very satisfactorily and I believe 
you now have another one in the mill with the prospect of bringing 
some additional Okinawans there to Bolivia. 

We have, of course, a rather outstanding ex: umple of a small but 
very well-tailored private enterprise project into Costa Rica called 
the SICA project, which has I think been able to obtain a loan which 
it is pay ing off, and the size of which I think they hope to increase. 

Senator ArkEN. Do Latin American countries have barriers to im- 
migration q 

Mr. Rusorrom. I don’t think their barriers are unusual or partic- 
ularly high. seul ,; 

Senator Arken. Is the reason they don’t have more immigration 
that there is no incentive to migrate there under present conditions ? 

Mr. Ruzorrom. Argentina has recently expressed quite a bit of in- 
terest in having some additional Italian immigration. 

As you know, there is already a large unit of the Argentine pop- 
ulation of Italian extraction. I think Brazil has also expressed an 
interest, and I don’t know, but I have the feeling that some of those 
projects may eventually materialize, but they are very expensive to 
carry out. 

Senator Arken. The immigrant wants to be reasonably sure that 
that he is going to make a living before he migrates. 

Mr. Rusorrom. Yes, sir. Otherwise, it is a burden on the country. 

Senator Arken. With the general overall situation and the pres- 
sure of population in eastern Europe being responsible for a good deal 
of the world’s trouble, and the continent of South America, as well as 
Africa, being largely undeveloped, I wondered whether there was 
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any likelihood of the overpopulation in the underdeveloped areas get- 
ting together in any way. 

Mr. Rusorrom. Latin America has one of the fastest growing pop- 
ulations of any region in the world, between 214 and 3 percent a year. 

Senator Arken. But that is native production, isn’t it? 

Mr. Ruvortom. Yes. They are concentrated, of course, in the arable 
areas and where the good climates are. When you take the vast 
reaches of the Andes and the Amazon Basin of Brazil, for example, 
out of the place where people can work productively, that does not 
leave you as much territory as you might think. 

Senator Arxen. Aren’t the native Indians of Bolivia interested in 
settling those areas? 

Mr. Ruzorrom. I am not sure. 

Mr. Arwoop. They are settling. There is some internal migration 
in Bolivia into that same general area as the Okinawans. 

Senator Arken. I have no more questions. 


UNITED STATES EXPORTS TO AND IMPORTS FROM LATIN AMERICA 


Senator Futsricur. The Senator from Indiana. 

Senator Carenartr. You may not have these figures, but you can 
put them in the record here. What is the total export from the United 
States in the last 12 months, or the last period you have figures avail- 
able, for all of Latin America ? 

Mr. Rusorrom. Our total exports in 1956 to Latin America 

Senator Carenart. What year is that; fiscal or calendar? 

Mr. Rurorrom. Calendar year 1956, I think, was $3.8 billion. 

Senator Caprnart. That was the amount of the exports ? 

Mr. Rusorrom. Yes, sir. 

Senator Carenarr. What were the imports? 

Mr. Rueorrom. $3.6 billion. 

Senator Careuarr. In other words, they bought $200 million more 
from us. 

Mr. Rusorrom. They bought $200 million more than we bought 
from them. It is roughly balanced. It is pretty close to three and 
a half. 

Senator Caremart. How does that compare with a year ago? 

Mr. Rusorrom. That is an increase. The year before it was almost 
perfectly balanced at $3.3 billion in each direction. 

Senator Carenart. What was it the year before that? 

Mr. Rusorrom. The year before that it was a little bit balanced 
in our favor again, $3.4 billion against 

Senator Carrnarr. Was last year the biggest export year in our 
history ? 

Mr. Rvsorrom. The biggest in our history. 

Senator Carenart. Both exports and imports? 

Mr. Rusgorrom. Yes, sir, though the 1947 export boom was about 
as large. 

Senator Carruart. When is your economic conference in Buenos 
Aires? 

Mr. Rusorrom. It is scheduled to start on the 15th of August. 

Senator Capenart. The 15th of August ? 

Mr. Rusorrom. Of this year; yes, sir. 
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QUESTION OF ADVANTAGE OF EARMARKING DEVELOPMENT LOAN FUNDS 
FOR LATIN AMERICA 


Senator Caprnarr. Would it be an advantage to us, psychologically, 
if a portion of this $500 million fund was earmarked to be loaned in 
Latin America? 

Mr. Rusorrom. Senator, I don’t doubt 

Senator Carenart. I am talking about psychologically. 

Mr. Runorrom. I don’t doubt but what certain elements in Latin 
America would be pleased to have some of the fund earmarked for 
Latin America, but I should say that it does run contrary to the posi- 
tion taken by the administration. 

It cuts down on the flexibility of the program. Also, to the extent 
that whatever amount in the way of this type of aid or assistance is 
made available for Latin America, it tends to take away from the 
emphasis that I think we, with validity, are continuing to place on 
the utilization of private enterprise and private en and trade 
primarily to develop Latin America. And then for the bulk of that 
remaining gap in their requirements to have them rely on the Export- 
Import Bank and the World Bank and the private lending institu- 
tions, Latin America has a very unusual position of access to our 
market and we in turn to their market which is fortunate for both 
of us, although that area, of course, is yet not as greatly developed 
as we are. Any country or group of countries that can sell its prod- 
ucts or that can establish the conditions to attract nvertnant is ina 
far better position, we all know, than those who have to seek and 
obtain aid in order to stand on their feet. 





ECONOMIC DEPENDENCE ON ONE PRODUCT 


Senator Carenarr. Their biggest weakness, of course, is that most 
of these countries depend upon one product, and if that one slips, they 
are in trouble. 

Mr. Rugsorrom. Yes. 

Senator Carprnarr. Brazil is coffee; Colombia pretty much coffee; 
Chile is certainly copper; Argentina is certainly food products; and 
Bolivia is tin, or was. Outside of that, aren’t they just about as bad 
off as these Middle East countries would be if it were not for this one 
specific thing in each country ? 

Mr. Rusorrom. They do have one thing, though, and those things 
are very important. 

Senator Carenart. Yes; they do have it. 

Mr. Rurnorrom. We buy more than a billion dollars a year of coffee, 
for example. 

Senator Carenartr. They are beginning to lose that market to 
Africa ? 

Mr. Rusorrom. They have not lost very much of it yet, Senator. 

Senator Carenarr. They are worried about it. 

Mr. Runorrom. They are worried about it. On the other hand, 
[ think, if you take into account increased consumption and economic 
recovery of Western Europe, which has always had an insatiable 
appetite for coffee—— 

Senator Capenart. I can agree with everything you said. I think 
they are very, very fortunate in being near us, and I think we are 
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very fortunate in being near them; at least their behavior up to the 
present time indicates that. If they were behaving like Russia and 
their satellites and some of these Middle East countries, we would 
be pretty much concerned. 


WHAT PSYCHOLOGICAL SUPPORT CAN WE GIVE? 


You are going to have this conference down there in August, and 
my best judgment is you are going to have a pretty rough time. I 
am just thinking. Is there anything phychologically we can do, 
because Latin American countries feel pretty deeply over the fact 
that we give so much away to other parts of the world and seem to 
be more generous with other parts of the world than we are with them ? 
I don’t think they are justified in every instance in feeling that way, 
I am not taking that position, but they do feel that way nevertheless. 
Is there a specific plan that we might write into this program that 
would be beneficial to both Latin America and the United States, 
both from an end result basis and likewise a phychological basis? 

Your problem of course is to keep peace everywhere and not play 
favorites. 

Mr. Rusorrom. Senator, I think that there are many ways that 
we can demonstrate our belief in and our identification with the prin- 
ciples and the ideals which the Latin Americans believe in, and obtain 
both political and psychological support there. 

It is true, if you offer the chance for aid, I think you will have takers, 
and I don’t deny the fact there is some real need for it in places. 

We have stated in Mr. Saccio’s statement today that Latin America 


will have access to the fund in those cases where it is necessary and 
where they do not meet the criteria for the public lending institutions 
and the private lending institutions. 


ACCESS TO DEVELOPMENT LOAN FUND 


Senator Carrnarr. There is no question is there in anybody’s mind 
but what they do have access to this $500 million ? 

Mr. Rusorrom. No, sir. 

Senator Carenartr. And they will be loaned a portion of it? 

Mr. Rusorrom. I think that is a fair assumption on your part, 
yes, sir. There is no reservation on my part on that. 

Senator Carenarr. And they will definitely understand that? 

Mr. Rusorrom. I think so. There has been a query I believe already 
from the Inter-American Economic and Social Council and we 
answered affirmatively just as we are to your questions. 

Senator Futpricur. May I say to the committee we have scheduled 
Mr. Francis Wilcox and Robert McCollum between now and 4 o’clock. 

I was going to submit to the witness a series of questions prepared 
by the staff to develop certain aspects of the testimony to which we 
will ask you to reply in writing, if you will. 

We won’t take the time to do it now. The staff will talk to you 
about it. 

(The information subsequently submitted for the record was classi- 
fied and is in the committee files. ) 
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TRAINING OF TECHNICIANS AT UNIVERSITY OF PUERTO RICO 


Senator Mansrievp. Mr. Chairman, may I make one request? Mr. 
Rubottom, could you furnish a rather detailed résumé of the activities 
of the University of Puerto Rico in the training of technicians from 
all parts of the world ? 

I think they have announced a program down there which ought to 
get recognition, and it should serve as a model for other contemplated 
training centers, if they are contemplated, as to how the job should 
be done, and furthermore its recognition of people who are associated 
with us and who are well known culturally, linguistically and other- 
wise, throughout Latin America. 

(The following information was subsequently submitted for the 
record :) 


ICA-sponsored training in Puerto Rico is provided through a 3-year contract 
with the Commonwealth of Puerto Rico. The present contract is due to expire 
on June 24, 1957, and negotiations are now in process to continue technical 
assistance under another 3-year contract. 

The Commonwealth of Puerto Rico has made evident its desire to cooperate 
with the United States Government in furthering the technical cooperation 
program. In the words of Governor Luis Munoz Marin: 

“The program has been highly successful. It has demonstrated our joint 
conviction that Puerto Rico’s experience in raising its standard of living, 
through its own efforts, within a democratic framework, can be of much useful- 
ness to other underdeveloped areas and provide a better understanding of the 
spiritual values of United States democ racy in its dealings with a people of 
different cultural and economic background.” 

The statement of Governor Munoz is reflected in recent actions by the Com- 
monwealth to assume a larger share of the administrative costs of the program. 

The Puerto Rican training falls into four broad categories: 

1. Short-term observational visits in the fields of education, public admin- 
istration, housing, social welfare, police administration, public health, and 
various fields of industry and agriculture. These participants come from 
the Near and Far East, Europe, and Latin America. Their training is 
usually supplemental to training in the United States and is, for the most 
part, arranged through the University of Puerto Rico. 

2. One-year vocational training exclusively for young men and women 
from the English, French, and Dutch Caribbean areas. Training is provided 
in six schools throughout the island in the fields of auto and airplane 
mechanics, carpentry, diesel mechanics, dressmaking, plumbing, masonry, 
furnituremaking, and other trades. In addition, long-term training in trade 
and industry is provided at the university for shop supervisors, vocational 
agriculture teachers, cooperative and farm teachers, home economics, social 
work, and community education specialists. 

3. Long-term training in public health. Since the inception of ICA’s 
support of the school of public health at the university, it has become ac- 
credited by both the American Public Health Association and the American 
Medical Association. Its enrollment has risen from 86 to 154 students dur- 
ing this 3-year period. These achievements are due largely to the stimulus 
of ICA support. In effect, our contract has stimulated the creation of a 
first-class educational facility for graduate public health instruction in the 
Spanish language. 

4. Labor training at the labor institute of the University of Puerto Rico. 
Each year the university conducts three 3-month seminars in labor relations 
and trade unions for ICA-sponsored participants from Latin America. 

For the 12-month period ending June 30, 1956, 946 participants were trained 
in Puerto Rico. Of these, 649 were sponsored by ICA, 110 by U. N., and 187 
through other sponsorships. For the first 10 months of fiscal year 1957, ICA has 
sponsored 746 trainees in Puerto Rico, U. N. 136, and 155 by other sources. 

The Commonwealth has inauguarated a nontechnical assistance exchange pro- 
gram in addition to the long existing program of technical assistance. The legis- 
lature has made available a small appropriation for expenses of a staff to work 
exclusively on nontechnical assistance, educational exchange activities, and is 
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giving financial support to IES leader programs. The University of Puerto Rico 
is serving as the focal point for these nontechnical assistance programs. 


LOAN FUND 


Senator Carenart. Mr. Chairman, I presume it will be made crystal 
clear in the report that we write that this fund will be available. 

Senator Fursriegur. It certainly will. I will instruct the staff to 
do that. 

( Off the record.) 

Senator Fuisrieut. Thank you, Mr. Rubottom, and Mr, Saccio. 
We will probably be in touch with you. 

The next witness is Mr. Francis Wilcox, Assistant Secretary of 
State, and Mr. Robert S. McCollum, Office of Refugee and Migration 
Affairs. 

(Mr. McCollum was not in attendance. Mr. Clement Sabotka testi- 
fied in his stead. ) 

Mr. Secretary, we are very happy to have you. 

Have you got a statement you would like to make to the committee, 
a short one, I hope? 

Mr. Saccro. I have a brief one. I am trying to give briefly a cover- 
age of the program and then the witness will answer the questions and 
I will subside. 

Senator Futsricgutr. You may proceed. 


UNITED STATES PARTICIPATION IN UNITED NATIONS PROGRAMS 


Mr. Saccro. The administration proposes the continuation of United 
States participation in, and contribution to, three significant programs 
under the auspices of the United Nations: 


UNITED NATIONS EXPANDED TECH NICAL-ASSISTANCE PROGRAM 


1. The amount of $15.5 million is requested for fiscal year 1958 as 
the United States contribution to the United Nations expanded techni- 
cal-assistance program for calendar year 1958. This is the same amount 
as was appropriated last year. Language is requested in the authoriza- 
tion bill which will modify a proviso in last year’s appropriation act 
so as to permit the United States to contribute 45 percent of the total 
program. 

The proviso in last year’s bill would limit the United States contribu- 
tion for 1958 to 3314 percent, which would make a reduction in the 
United States contribution of about 16 percentage points in 1 year. 
This would mean a substantial reduction in the dollar amount of the 
United States contribution, and a serious cut in the total program. 


UNICEF 


The fiscal year 1958 request for UNICEF (United Nations Chil- 
drew’ s Fund) is $11 million. While this represents a a $1 million in- 
crease over the fiscal year 1957 appropriation, it amounts to a reduc- 
tion in the percentage of the United States contribution from 55 
percent in fiscal year 1957 to 52.5 percent in fiscal year 1958. 

UNICEF is devoting the bulk of its resources to assist countries in 
Asia, Africa, and Latin America to develop permanent child health 
and welfare services and to eradicate debilitating diseases. 
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UNITED NATIONS REFUGEE FUND 
3. The United Nation’s Refugee Fund, which is administered by the 
U. we High Commissioner for Refugees, has a 4-year, $16-million tar- 
get program which is scheduled to terminate on December 31, 1958. 
The purpose of the program is to find permanent solutions for persons 
who have had the status of refugees for many years. 

The fiscal year 1958 request for UNREF is $2,233,000 for an 18- 
month period ending December 31, 1958. This compares with the 
fiscal year 1957 appropriation of $1,900,000 which also covers an 18- 
month period. 

U. N. TECHNICAL ASSISTANCE 


I would now like to introduce into the record a statement by Dr. 
Francis O. Wilcox, Assistant Secretary of State for International Or- 
ganization Affairs, who is available to answer questions on these pro- 
grams. 

Senator Fursrienr. Th: unk you, Mr. Saccio. 

(Mr. Wilcox’s prepared statement on . the U. N. expanded program 
of technical assistance follows. His statement on the United Nation’s 
Refugee Fund begins on page 351, and his statement on the United Na- 
tion’s Children’s Fund on page 365. 


STATEMENT OF FRANCES O. WiLcox, ASSISTANT SECRETARY OF STATE FOR INTER- 
NATIONAL ORGANIZATION AFFAIRS CONCERNING THE UNITED NATIONS EXPANDED 
PROGRAM OF TECHNICAL ASSISTANCE 


Authorization of the amount of $15.5 million from fiscal year 1958 funds is 
requested as the United States contribution to the United Nations expanded 
program of technical assistance for calendar year 1958. This is the same 
amount as the Congress appropriated for fiscal year 1957. 

I realize that it is difficult to measure the effects of our various aid programs. 
Many times the results are of an intangible nature. It is my personal convic- 
tion, however, that the United States gets more per dollar from this program— 
both in terms of practical results and good will—than we do from any other aid 
program in which we participate. 

The United Nations technical assistance program is carried out by the United 
Nations and the specialized agencies: Food and Agriculture Organization, 
World Health Organization, United Nations Educational, Scientific and Cul- 
tural Organization, International Labor Organization, International Civil Avia- 
tion Organization, International Telecommunication Union, and World Meteoro- 
logical Organization. These agencies provide experts, training, and a limited 
amount of equipment to underdeveloped countries at the request of the coun- 
tries. Primary emphasis in the program is in the fields of health, education, 
and agriculture. Assistance is also provided in general economic surveys, in- 
dustrial development, aviation, and telecommunications. 

As of January 1 there were approximately 1,500 experts assigned to various 
projects in 74 countries. Of these, 198, or 13 percent, were Americans. I 
should like to see that number substantially increased, but the task of finding 
qualified Americans who are willing to accept technical assistance assignments 
of this character is extremely difficult. 

The program is financed by voluntary contributions from governments to a cen- 
tral fund. Governments announce their pledges for the following calendar year 
at a pledging conference held annually. The Congress has stipulated that 
United States pledges should be made only on the basis of funds which have 
been appropriated. In order for a United States pledge to be made in October 
1957 for calendar year 1958, an authorization and appropriation of $15.5 million 
for fiscal year 1958 is therefore requested. 
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REASONS FOR UNITED STATES SUPPORT 





We have strongly supported the United Nations program since its inception. 
Our continued support of the United Nations program is important for several 
reasons : 

1. Technical assistance to newly developing areas is in our national interest. 
It was established by the 8ist Congress as a major instrument of United States 
foreign policy in June 1950, in the Act for International Development. It was 
reaffirmed by the 83d Congress in the Mutual Security Act of 1954. These acts 
authorized United States contributions to technical assistance programs carried 
out by the United Nations and the Organization of American States as one 
means of implementing the policy established in the act, ‘“* * * to aid the efforts 
of the peoples of economically underdeveloped areas to develop their resources 
and improve their working and living conditions by encouraging the exchange 
of technical knowledge and skills * * *.” Both the bilateral and multilateral 
programs have the same objectives, and although they are different means, the 
ultimate goal is the same. 

2. Our role of leadership in the United Nations is strengthened by our con- 
tinued strong support of the United Nations technical assistance program, The 
program was undertaken at United States initiative and the United States has 
exerted a strong influence on the program from the beginning. Our willingness 
to make substantial financial contributions has been interpreted by other coun- 
tries of the free world as evidence of our good faith in desiring to promote the 
economic development and well-being of underdeveloped countries. 

3. The U. S. S. R., after ridiculing the program for several years as an instru- 
ment of “United States imperialism,” apparently decided in 1953 that it was 
losing a valuable propaganda advantage because it did not support the program. 
It therefore offered 4 million rubles, equivalent to $1 million, to the United 
Nations program, but attached conditions which made its pledge unacceptable. 
These conditions were removed, and the first Soviet contribution was accepted 
in March 1954. The Soviets have contributed the same amount each year since, 
and their satellites are now likewise contributing. A total of approximately 
$6,400,000 has been contributed or pledged by the Soviet Union and its satellites 
from 1953 to 1957. The international organizations involved were not able to 
utilize any of these contributions until 1955, when approximately $300,000 was 
obligated ; approximately $1,700,000 was obligated in 1956, and projects have 
been approved which will utilize the balance of the Soviet and satellite con- 
tributions. The bulk of these contributions is being used for supplies and equip- 
ment. In the light of Soviet participation, it is more important than ever that 
the United States continue to support the program. 

4. Multilateral programs are less costly to the United States than bilateral 
programs because other governments share a part of the cost. In this program 
every dollar we spend goes roughly twice as far as it would if it were spent in 
bilateral assistance. 

5. The multilateral technical assistance program contributes to unifying and 
strengthening nations of the world through concrete, constructive and fully 
cooperative activities. 

6. Multilateral technical assistance in some fields is sometimes more accept- 
able politically to underdeveloped countries than bilateral assistance. This is 
especially true in some countries where the people and their governments are 
sensitive of their newly won independence. 


COORDINATION OF UNITED STATES AND UNITED NATIONS PROGRAMS 





Procedures have been developed for coordination of the bilateral and multi- 
lateral programs both at headquarters and in the field. There is close collabora- 
tion between the recipient countries, the United Nations Mission and the United 
States Operations Mission in each country both at the planning and operating 
stages of technical assistance projects. Coordination arrangements are flexi- 
ble and adapted to local conditions. In the countries in which the United 
Nations is furnishing the largest amount of aid, resident representatives have 
been appointed as coordinating officers to insure contact with both the host 
government and the United States Mission. These resident representatives do 
not have authority over the technical activities being carried out by the various 
United Nations agencies, but their responsibilities for coordination and overall 
planning have improved relationships in countries where they have been desig- 
nated. The small size of the United Nations program precludes the appointment 
of resident representatives in all of the countries requesting technical assistance. 
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THE UNITED STATES CONTRIBUTION 


A proviso was included in the Mutual Security Appropriation Act for fiscal 
year 1957 that the United States contribution for calendar year 1958 should not 
exceed 3314 percent of the total program. The administration is requesting in 
the authorization bill language which will modify this proviso so that ihe United 
States can contribute 45 percent of the total program for 1958, rather than 3344 
percent. 

In this connection, I would like to quote a portion of the report of your Sub- 
committee on Technical Assistance Programs, headed by Senator Mike Mansfield, 
of Montana. This subcommittee has prepared a number of reports which have 
proven very valuable to the administration. With reference to the United 
Nations technical assistance program, the subcommittee concluded that a re- 
duction in the United States share to 33.33 percent in one year “would in- 
evitably have deleterious effects on the program.” The subcommittee stated in 
its report: 

“The subcommittee believes that the United States should continue to support 
the U. N. program. Any increase in the absolute amount of the United States 
contribution to that program might be justified, if the President and Congress 
so determined, provided that other countries also increased their contributions 
and that the United States contribution did not increase percentagewise from its 
present level of approximately 50 percent. In time this percentage might be re- 
duced still further, but precipitous action to this end should not be taken. The 
subcommittee notes with approval that in recent years while the percentage of 
the United States contribution has gradually decreased, the total size of the U.N. 
program has gradually increased.” 

The United States has been a strong supporter of the multilateral technical 
assistance program since its beginning in 1950. In the early years of the pro- 
gram the United States contributed 60 percent of total contributions to the 
central account. For 1950-51 this amounted to $12 million. After the program 
was established we began to reduce our percentage gradually and for 1956 our 
contribution was $14.5 million, or 50 percent of total contributions. For 1957 the 
United States has pledged a maximum of $15.5 million. The final amount of 
our contribution for fiscal year 1957 will be about 49 percent. 

We can and should continue to reduce our share of the program, but we 
should do it gradually rather than precipitously. A reduction to 33% percent 
for 1958 will mean a substantial reduction in the total program. On the other 
hand, if the United States reduces its percentage share gradually over a period 
of several years, we can expect other governments to continue to increase their 
contributions steadily, so that the program can continue to operate at its present 
level. Even the current level will not adequately meet the requests for multi- 
lateral technical assistance from underdeveloped areas or such newly developing 
countries as those of Africa. There are urgent needs for such assistance which 
are unmet because requests exceed the financial resources of the program. Be- 
cause of this continuing backlog of unmet needs it seems important to the execu- 
tive branch that the program should not be cut back but should be permitted to 
continue to operate at least at its present level. In order for this level to be main- 
tained, it will be necessary for the United States percentage to be reduced grad- 
ually over a period of years rather than in 1 year. 

I would like to emphasize that recipient governments make contributions to 
the local costs of projects which are estimated at more than twice the amount 
financed from the central fund. When these contributions are taken into ac- 
count, the United States contribution is about 15 percent of the total program. 

The United Nations technical assistance program is one of the most popular 
action programs of the United Nations system, and is supported by contributions 
from 80 countries. Continued adequate support for this enterprise is an im- 
portant part of United States foreign policy. I believe that the program should 
be continued at a level which will permit a more effective meeting of the most 
pressing technical assistance needs of underdeveloped countries. Authorization 
and appropriation of the amount requested, $15.5 million, as the United States 
contribution for the calendar year 1958 and modification of existing legislation 
to permit a United States contribution at 45 percent will make this possible. 
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PERCENTAGE OF U. 8. CONTRIBUTION TO U. N. TECHNICAL ASSISTANCE AND 
UNICEF 


Senator Futsrient. Mr. Secretary, we have this same old prob- 
lem before us. We are increasing our percentage of the contribution. 
It sounds like the old broken record ; doesn’t it ? 

How do you justify that ? 

Mr. Wixcox. No, sir. I am not asking for an increase. It is a 
decrease but not quite as large a decrease as that provided by the 
Appropriations Committee last year. Senator Fulbright, the story 
is simply this: In the last 3 years—you are referring now to the 
techaledbectidaads program ; aren’t you ? 

Senator Fursrient. That is right. 

Mr. Witcox. During the last 3 years we have been able to bring 
about a reduction in our contribution from 60 to 50 percent. We 
think we can continue to reduce the percentage gradually over a 
period of 3 or 4 years to bring it down to the suggested 3314 per- 
cent, which is what the Congress approved last year. 

Senator Smrru. That is your ultimate goal. 

You are working towards that as a goal ! 

Mr. Wicox. Yes, Senator Smith, that is right, but if we were to 
reduce it in 1 year from 50 to 3314 percent, the reduction would 
be so drastic as to eliminate a number of projects which are now 
underway, and would decrease the program to the extent that, for 
example, all that which had been planned for Africa and for the 
Middle East would have to be eliminated. 

Senator Funisrieut. Why would you pick out the two most critical 
places in which to eliminate projects? What would you keep? 

Mr. Wixcox. This would be the equivalent amount. 

You could eliminate what is being done in Latin America or what 
is being done in Asia, but it would be about the equivalent of the aid 
that would be planned for the Middle East. 

Senator Fursrieur. I just wondered why you picked out the most 
critical areas in which to eliminate projects. 

Mr. Witcox. We could pick out Asia and Latin America. The 
amount is the equivalent, that is all. 

Senator Fuusrient. Then it is fair to say you would be decreased 
a certain amount of dollars but not necessarily for projects in Africa o1 
the Middle East ? 

Mr. Wiucox. That is correct. We would have to decide which 
areas should be cut the most. 

Senator Smirn. Isn’t the reason that you mentioned those areas 
because the projects there are newer? 

Mr. Witcox. They are to a certain extent newer. 

The amount involved is the reason we picked those two. I would 
just add one thing, Senator Fulbright, to what I have said, and that 
is that at the present time a number of states, Canada, Norway, 
Sweden, and Denmark are contributing more per capita to this pro- 
gram than the United States does, which is something I think most 
people of the United States hadn’t realized. 

When the Senate Committee on Technical Assistance explored this 
problem and went pretty carefully into the whole technical assistance 
program, as you will recall it came up with a report which recom- 
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mended a decrease in the percentage contribution but a possible in- 
crease in the total amount of the program. 

Senator Fursricut. That does not offend me. I think these are 
good programs and I have had no objection to a substantial increase 
in the overall program, 

I object to our continuing the large percentage when every index 
I have seen indicates a relatively increasing productivity in the rest 
of the world, in Europe and practically every place. That is the only 
point I make. 

I am not trying to cut down the total program. As long as we 

varry all the burden the others say “Why should we do it?” 

Mr. Wucox. I think that is true except that the United States still 
has about 45 percent of the world’s production. If you are calculating 
the contribution on the basis of capacity to pay, we would still con- 
tribute about 45 percent. We are not at all out of harmony with 
your recommendatior that we cut the percentage. The question is 
the speed with which you can do it and get the other countries to take 
up the slack. If we were to cut it from 50 to 33 in 1 year, we simply 
could not get the other countries to take up the slack and we would 
have to reduce the size of the program rather substantially. 

That is our problem, and we are asking you if you would be good 
enough to give us a little time in which to work this out, in which 
to negotiate it out with other countries. 

That is the only difference I think in our point of view. We have 
done it successfully with the Children’s Fund. We have come down 
from 72 to 52.5 percent, and we have come down 10 percent in the 3 
years in this program, and we think we can continue to do that if you 
will give usa little bit of time. 

Senator Smiru. In the case of the Children’s Fund, it has been ar- 
gued by some people that when you add what the countries themselves 
contributed apart from the children, taking the total our percentage is 
down to somewhere around 12 or 15 percent, when you look at the 
worldwide contributions. 

Does that apply to technical assistance / 

Mr. Witcox. Yes, sir. 

Senator SmirH. Do the local countries put their money into the 
pot for their own technical assistance 4 ' 

Mr. Wircox. That is correct. 

Senator Smirn. If you can make an argument there to reduce the 
percentage, it is more poquenn te than saying you drop it from 50 
to 49 and you hope to get it to 3 

Mr. Wiicox. If you count the contributions of the recipient coun- 
tries, we would be contributing about 15 percent of the total technical 
assistance program. That applies to the technical assistance pro- 
gram. 

Senator Smiru. Is it misleading to present it that way ? 

Is it a fallacy to present it that way 4 , 

Mr. Witcox. No, sir; but we have caleulated our contribution in the 
past on the total contribution to the central fund, and I think it would 
be somewhat misleading to come up now and ask Congress to calculate 
our 3314 percent on the basis of the total contributions including the 
local contributions of the recipient countries. I think that would be 
misleading. 
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Senator Smirx. I would not ask a change in doing it but in pre- 
senting it so people understand it better. To people who say we 
contribute the great mass of what is contributed, if you show the 
participation of all the countries, it is not nearly as staggering as 


what is pictured otherwise. 
RECIPIENT COUNTRIES’ ASSUMPTION OF INCREASED PROPORTIONS OF COST 


Mr. Witcox. Senator, this is one of the things that encourages me 
about both the technical assistance program and the Children’s Fund 
program, that in each of these cases we are getting the countries that 
receive the aid to move ahead to take care of the projects once they 
are launched, to assume a larger proportion of the cost. 

Senator Smrru. That is my point. 

Mr. Wiicox. And a greater part of the responsibility. This is one 
of the things that really encourages me about the program. 

Senator Smiru. And then ultimately we move out 4 

Mr. Wrcox. We move out and let the recipiert countries take over 
the job and go ahead and do it on their own. 

Senator Smrrn. I think that is a more impressive way to present 
the matter certainly than to say we gave 75 percent, and then we gave 
70 percent, and then we gave 60 percent, and we hope some time to 
get it as far down as 30 percent. 

We hope some time to eliminate it entirely if we get it on a solid 
basis. {Lam just suggesting that as the way to present it. 


COORDINATION OF U. N. AND UNITED STATES BILATERAL TECHNICAL 
ASSISTANCE PROGRAMS 


Senator Futsricut. Senator Mansfield ? 

Senator Mansrietp. What, if any, instruments of coordination exist 
to see to it that our representatives on the United Nations agencies 
use their influence to see to it that technical aid carried out by the 
United Nations agencies does not overlap and duplicate our own 
bilateral programs? 

Mr. Wiicox. Senator, there is in many of the recipient countries a 
United Nations resident representative. 

It is his job to work with the representatives of the specialized 
agencies in the recipient country together with the head of our tech- 
nical assistance mission in order to see that what is being done in 
these countries does not overlap, or duplicate. 

I have talked with the officials of the United Nations at various 
times about this and I have talked with our own ICA people, and 
we constantly stress the fact that the need is so great that it would 
be a shame to waste the resources and the funds of either the United 
States or the United Nations, and they must make every effort to 
coordinate the programs effectively. 

Senator Mansrietp. You are aware of the fact, though, that many 
of our own people in the technical cooperation program in many 
countries throughout the world complain of the competitive nature 
of the United Nations in the technical assistance program ? 

Mr. Wixcox. Yes. 

Senator Mansrtevp. There is duplication and overlapping? 

Mr. Wircox. I think you will find examples of that, Senator Mans- 
field. I think the reports we get back from most countries indicate 
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that the cooperation is pretty good and, as I recall the report of your 
committee, indicated that generally speaking the cooperation be- 
tween the United States and the United Nations was reasonably good. 

Senator Mansrrevp. But there are differences and there is that 
competitive spirit, which may be all right in certain lines of endeavor 
but which I would certainly think would not be too good in under- 
takings of this kind, where you do have parallel developments in the 
same field. 

That is all, Mr. Chairman. 

Mr. Wicox. I think you are 100 percent right, and you can be 
assured that we will do everything we can to see to it that proper co- 
ordination does take place, Senator Mansfield. 

Senator Arken. I have no questions on this particular subject. I 
assume that we are to hear about the refugee situation next. 

Senator Futsrieut. That is next. 


PERCENTAGE OF UNITED STATES CONTRIBUTIONS 


I want to ask you for purposes of encouragement to the Senate, 
would you be opposed to our saying in the report or in the bill, at 
least in the report, that while this is 45 percent for the fiscal year 
1958, we would expect our contribution in 1959 to be, say, 40 percent or 
35 percent ? 

In other words, set out a goal of some kind in this bill ? 

Mr. Wuicox. No, Senator; I think that would be quite appropriate. 
Certainly as long as I am in the State Department I would do every- 
thing I could to work in that direction. 

Senator Fu.sricut. In view of the congressional attitude, you can 
well imagine that unless something of this kind is done, it is going 
to be rough to maintain anything above 3314 percent. 

Mr. Witcox. Yes; I should think the committee report would put 
the executive br anch on notice as to what the Congress expected, and 
it would be quite adequate, but I do hope that you 

Senator Futsricut. How about putting it in the bill as legislation? 

Mr. Witcox. You are a better judge of this than I am. It isa 
question what you can do to bind future Congresses as to a precise 
percentage. 

Senator Futsricut. It can always be increased or changed. I have 
a feeling, at least from what little experience I have had up to now, 
that this is the worst year with regard to appropriations that I have 
experienced, at least in many years. 

You know what has already happened with a number of appro- 
priations. Iam just calling your attention to a fact. 

Mr. Witcox. Yes, sir. 

Senator Arken. This won’t lend itself to supplemental appropria- 
tions. I have strong suspicions that some of the reductions in the 
other departments of Government might be fortified by supplemental 
action. 

But this program does not lend itself to that type of legislation. 

Senator Fu.sricut. I think you might think over what would be 
the most acceptable way from the administration’s point of view in 
order to maintain your program as well as you can. 
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Mr. Wucox. If this would help the situation on the floor and in 
the committee, I would certainly have no objection at all. 

Senator Smiru. You would be perfectly safe in indicating that that 
is the policy now, wouldn’t you ? 

Mr. Wixcox. Yes. 

Senator Smarx. Let me ask you what the difference is in dollars 
for our contribution from the 15.5 that you are asking for to what 
it would be if we went all the way down to 33 percent, which is talked 
about for next year? What is it in dollars from our standpoint and 
what does that reflect as to the contributions of others ? 

Mr. Wixcox. This is a hard question to answer because we do not 
know how much we could get out of other countries under the 
circumstances. 

I think this committee and the House committee always have said 
they don’t mind the amount we contribute so much as they object to 
the percentage. 

Senator Smiru. That is the big argument. 

Mr. Wiuicox. If we come down to 3314 percent, I don’t know how 
much we could expect to get out of other countries. So that the 
total of the program would be probably about $8 million or $9 mil- 
lion. 

Senator Smiru. I don’t mean the total. 

What would our reduction be from 15.5, which you are asking for, 
to 3314? 

Mr. Wixcox. If we got $18.9 million from other governments and 
$9.5 million from the United States, it would mean a reduction of 
$6 million in United States contributions, That would put the total 
program a little less than the present level and that would mean a 
3314 percent contribution for us, but as I said, it would not happen 
that way. 

What we would see would be a rather considerable decrease in the 
total size of the program. 

Senator Sarru. That is what I would like to argue in your favor. 
It would inevitably decrease the total size of your program, and 
therefore you would have to do away with some important project, 
as the chairman said, in an area like the Near East or Africa, or some- 
thing equivalent to those areas ? 

Mr. Wiutcox. Yes. We figure it would bring about a reduction of 
about a third of the total number of experts used in this program, 
which is a rather sizable cut in the activities of the technical assist- 
ance program. 

SUBMISSION OF QUESTIONS 


Senator Smirxn. Have we the time for these questions or do you 
want to have him submit answers to them as well ? 

Senator Fursrieut. I think on the multilateral program we will do 
thesame. We will ask you to give us replies in writing on that because 
I want at least something on these refugees in which I know the Sen- 
ator from Vermont is interested. 

Then if we have any time left we can come back to that. 
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(The following information was subsequently submitted :) 


Unitep Nations BExpaNpED TECHNICAL-ASSISTANCE PROGRAM 


1. The total amount requested for the U. N. technical-assistance program is 
the same as last year’s but there is a change in the ceiling on the percentage. 
In the Mutual Security Appropriations Act last year, this language was inserted : 
“Provided, That the United States contribution to the 1958 calendar program 
shall not exceed 33.33 per centum of the United Nations program.” That admin- 
istration proposes the repeal of this proviso by the language in the Mutual Se- 
eurity Act as follows: “Provided, That, notwithstanding any other provision of 
law, the United States contribution to this program for the calendar year 1958 
may constitute as much as, but shall not exceed 45 per centum of the total amount 
contributed to the program for that period.” 

What is the reason for this change? 

Do the words “total amount contributed” include local contributions or mean 
cash contributions to the central fund? 


Answer: The administration is proposing a change in legislation in order to 
permit a gradual reduction in the United States percentage, over a period of 
several years, rather than a reduction of approximately 16 percentage points in 1 
year. 

A 33144 percent limitation on the United States contribution to the U. N. 
technical assistance program for 1958 would have the following effects: 

(a) Because other governments will not raise their contributions rapidly 
enough to make up the difference it will reduce the resources available for 
the program by about 20 to 25 percent, from a total program of $31.5 million 
to about $24 million. Such a drastic reduction would be equal to eliminating 
the entire program in the Middle East and most of Africa, or of reducing 
by one-third the number of technicians working in underdeveloped countries : 

(b) A great Many projects now underway would have to be canceled and 
no new projects could be launched although the need is great; 

(c) A drop from 49 percent to 3314 percent in 1 year will be viewed by 
other contributing countries as unreasonable, and may be interpreted as a 
withdrawal of United States support for multilateral technical assistance 
in favor of bilateral programs. This may also cause governments such as 
Canada and the Scandinavian countries, who have announced their strong 
continuing support of the program, to reconsider their position ; 

(ad) It will seriously affect the United Nations Children’s Fund. About 
250 technicians serving on United Nations Children’s Fund projects are 
paid out of U. N. technical assistance funds, since U. N. Children’s Fund 
funds are used primarily for the provision of supplies. 

For these reasons, the executive branch believes that a reduction of our 
share to 3314 percent in 1 year would be contrary to the best interests of the 
United States. It is believed that a wiser method of achieving the desired 
results would be a reduction of the United States percentage gradually over 
several years toward the goal of 3314 percent, with a United States contribu- 
tion of about 45 percent for 1958, and further percentage reductions in subse- 
quent years. (From 1955 to 1957 we were able to reduce our share of the pro- 
gram from 60 to 50 percent without reducing the size of the program.) This 
would permit a continuation of the program at about its current level. 

The words “total amount contributed” means contributions from governments 
to the central fund, and does not include local contributions. When local con- 
tributions are taken into account, the United States contribution is about 15 
percent of the total program. 

MALARIA CONTROL 


2. How much U. N. technical assistance is presently given for malaria control? 
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Malaria-control projects, 1957 program 
Total project Total project 
Country costs Country costs 
Mexico 45, 940 
Nicaragua 6, 272 
North Borneo 


Cameroons (French) 


China (Taiwan) Rhodesia and Nyasaland, Fed- 
Colombia eration of 


Dominican Republic 
Ecuador 39 | Somaliland Protectorate (Brit- 


ish) 
Ethiopia Somaliland (Italian adminis- 
Gold Coast tration) 


Sudan 


COORDINATION BETWEEN BILATERAL AND MULTILATERAL PROGRAMS 


3. What coordination, administrative and operating exists between the U. N. 
technical assistance program and the United States technical assistance program? 


Answer: Coordination between U. N. and United States technical assistance 
programs has been unsuccessfully developed at both headquarters and in the field, 
and both the United States and the U. N. are constantly alert to projects which 
might create problems of conflict. 

In early 1957, for example, ICA supplemented the day-to-day coordination 
process with an exhaustive survey—at headquarters and in the field—of U.N. 
and ICA projects to ascertain any cases of actual or potential duplication. This 
survey covered all countries in which both programs coexist and revealed only 
five instances of potential conflict. These cases, and others as they arise, are 
immediately acted upon. 

Although contact between Washington agencies and U. N. agency headquarters 
has proven effective in averting or solving problems of coordination, the pri- 
mary point of coordination has been, and must continue to be, the field. Here 
the recipient government’s responsibility for coordination and the avoidance 
of duplicatory requests is exercised. Furthermore, only in the field is detailed 
knowledge of the local situation brought to bear and only in the field can the 
coordination process take place at the vital early planning stages. 

Headquarters coordination, between Washington and New York or other 
U. N. agency headquarters cities, involves: (@) exchange of program papers 
and reports; (0) two-way visitation by officials and experts on the way to and 
from field assignments; (c) ad hoc consultation as necessary on specific prob- 
lems. 

The visits of field officials and experts to each other’s headquarters has con- 
tinued to be a prominent feature of the coordination mechanism. It is cur- 
rently estimated that a dozen international agency officials and experts con- 
sult in Washington each month, and at least as many United States officials 
consult at the headquarters of international agencies. Such consultations are 
arranged wherever the situation makes it appear useful, and both United States 
and U. N. headquarters officials have cooperated excellently. 


SOVIET BLOC CONTRIBUTIONS 


4. What is the Soviet Union’s present attitude toward and extent of partici- 
pation in the U. N. technical assistance program? 


Answer: The U. 8. 8. R. did not contribute to the United Nations expanded pro- 
gram of technical assistance until the summer of 1953. At that time, it offered 4 
million rubles, equivalent to approximately $1 million, to the United Nations pro- 
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gram, but attached conditions which made its pledge unacceptable. These con- 
ditions were later removed and in March 1954 the first U. 8. 8S. R. contribution 
was accepted. The Soviets have since contributed a similar amount to the 
program for 1954, 1955, 1956 and have pledged the same amount for 1957. Its 
satellites are likewise now contributing. A total of $5,700,000 in contributions 
and pledges has been available to the program from all ruble sources. In 
addition, Czechoslovakia has contributed $69,444 a year since 1954, or a total 
of $277,776. Poland has contributed $75,000 each year since 1953, a total of 
$375,000. Bulgaria and Rumania pledged $14,706 and $16,667, respectively, for 
the first time for 1956 and have pledged the same amounts for 1957, making a 
total of $62,746. Albania pledged $2,000 for the first time in 1957. This makes 
a grand total of the equivalent of $6,417,522 contributed or pledged to the pro- 
gram since its inception from all Soviet bloc sources. 

Like the contributions of some other countries, the Soviet bloe contributions 
to the United Nations technical assistance program are “nonconvertible” except 
as shown below. There are three ways in which these contributions can be 
used: Salaries of experts from the Soviet bloc countries: training grants for 
United Nations fellowships within these countries; and supplies and equipment 
purchased in these countries. Nonconvertible contributions are permissible 
under the rules of the program. 

Experts employed in the program are compensated in the currency of their 
nationality or place of residence when recruited, except for a portion of the 
salary and allowances which are paid in the currency of the country where the 
expert is serving. Thus, American experts receive their basic salaries in dollars, 
British experts in pounds, and Soviet experts in rubles. The ruble contribution 
may be converted to other currencies for purposes of defraying travel costs of 
experts and fellows, allowances and expenses of experts, and transportation 
costs of equipment. Otherwise, the ruble contribution may not be converted 
to other currencies. No payments would be made to Soviet bloe experts from 
the United States contribution to the United Nations technical assistance 
program. 

About 93 percent of the Soviet contribution is being used for equipment. Of 
the $5,700,000 available in rubles, $204,590 was obligated in 1955. This covered 
the cost of 2 coal experts in Burma, 4 fellowships, 2 study tours involving 28 
fellowships, the subsistence of a WHO delegation while on a visit to Moscow, 
and equipment costing $56,950. 

In 1956, $1,478,157 in rubles was obligated for project costs. Of this amount, 
$1,104,604 was spent for equipment. During the year there were 14 Soviet 
experts assigned to 6 projects; 1 meteorology expert was in Afghanistan; 2 ex- 
perts worked on a mineral resources development project in Burma; in India, 
2 experts worked on a statistics project, 6 experts were employed at the Western 
Institute of Technology in Bombay, and 1 expert worked on a national maternal 
and child-health program; and 2 short-term experts accompanied a study tour on 
electric power. As of December 31, 1956, only the meteorology expert and the 
WHO expert were in the field. There were 119 fellowships awarded and 3 study 
tours were conducted in 1956. 

An additional amount of $2,668,689 worth of equipment was ordered in 1956, 
but was not delivered prior to December 31, 1956. 

For 1957, projects totaling $2,090,000 in rubles have been approved, but only 
$1,340,600 has been allocated. The additional projects amounting to $749,400 
will not be carried out unless funds become available through savings. Of the 
$2,090,000, approximately $1,460,000 is programed for equipment. In addition, 
it is estimated that 58 experts will be employed, 55 fellowships will be awarded, 
and 2 study tours are planned. Of the 58 experts programed, 16 are for Burma 
(15 in mineral resources development and 1 lecturer in geophysics at Rangoon 
University) ; 32 are for India (8 in statistics, 6 installation engineers in indus- 
trial development and productivity, and 18 professors and specialists for the 
Western Institute of Technology in Bombay) : 3 are programed for Afghanistan 
to work on meteorology, farm machinery, and in university science teaching; 1 
agricultural statistician is programed for Chile; 3 experts for industrial develop- 
ment and productivity and 1 sugar processing expert are programed for Israel; 
and 2 short-term experts will participate in 2 FAO study tours in Yugoslavia. 
As of March 31, 1957, there were 15 Soviet experts working on 3 projects: 1 WHO 
expert in India in the maternal and child-health program: 15 UNESCO experts 
in India at the Western Institute of Technology in Bombay ; and 1 WMO expert in 
Afghanistan on a meteorology project. There were no experts from satellite 
countries. 
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Of the total Polish contribution of $375,000, $19,955 was obligated for equip- 
ment in 1955 ; $128,730 for equipment and $6,500 for 3 fellowships were obligated 
in 1956; orders for equipment not delivered prior to December 31, 1956, totaled 
$143,774; and projects totaling $75,000 for equipment have been approved for 
1957. 

Of the total Czechoslovakian contribution of $277,776, $53,417 was obligated in 
1955; $122,198 was obligated in 1956, and orders for equipment not delivered 
prior to December 31, 1956, totaled $35,390. All obligations are for equipment. 
In 1957, the Czechoslovakian contribution was added to other currencies handled 
asa pool. With the exception of amounts required to cover contractual commit- 
ments carried over from 1956, no funds in Czechoslovakian currency were ear- 
marked for specific projects in 1957. 

Under the rules and procedures of the United Nations technical-assistance 
program, no experts can be sent to a country or training grants awarded or 
equipment provided without the consent of the recipient country. 


Utilization of Soviet bloc contributions 
[Expressed in United States dollars] 
AVAILABLE 
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UTILIZATION 





Obligated, | Obligated, 


1956 for- | 
ward con- 





1957 ap- 








1955 1956 tractual proved Total 

| commit- program | 

ments ! | 

| 

: ieee Loar vy at 
Rubles ‘ . $204, 590 | $1, 478, 157 | $2, 668, 689 |°$1, 340, 600 $5, 692, 036 
Czechoslovakian korunas. 53, 417 122, 198 35, 390 211, 005 
Polish zlotys.........------- ee 19, 955 | 135, 230 143, 774 | 75, 000 | 373, 969 
iemeneiniiaile eeeeinee ceceeneemenneemenn| ener a asa 
Total utilization..................... 277,962 | 1,735,585 | 2,847, 853 | 1,415,600 | 6,277,000 





1 These are orders placed for equipment in 1956 which had not been delivered by Dec. 31, 1956. They 
will be recorded as 1957 obligations if delivery is made in 1957. 

2 The figure shown is the total allocated for projects in 1957. Additional projects amounting to $749,400, 
or a total of $2,090,000, have been approved, but these additional projects will not be earried out unless 
funds become available through savings. 


UNITED NATIONS REFUGEE FUND 


Would you like to make the presentation on the refugee program? 

Mr. Saccro. Yes, sir. 

We have here two witnesses, Mr. Lawrence Dawson from the Office 
of Refugee and Migration Affairs, Department of State, and Mr. 
Clement Sobotka, who will answer questions on the Hungarian 
refugees. 

Mr. Witcox. Mr. Chairman, before I retire, I have very brief state- 
ments on the United Nations Children’s Fund (see p. 365) and on the 
United Nations Refugee Fund, which I would like to submit for the 
record. 

Senator Futsriant. Yes, indeed; they will be received. 
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(Mr. Wilcox’s prepared statement on the United Nations Refugee 
Fund follows :) 


STATEMENT BY FRANCIS O. Witcox, ASSISTANT SECRETARY OF STATE FOR INTER- 
NATIONAL ORGANIZATION AFFAIRS CONCERNING THE UNITED NATIONS REFUGEE 
FUND 


This testimony is given in support of the request for an appropriation of 
$2,233,000 to enable the United States to continue its participation in the United 
Nations Refugee Fund. 

This fund, which is administered by the U. N. High Commissioner for Refugees, 
has a 4-year program directed toward finding permanent solutions to the problems 
of the unassimilated refugees within his mandate. It deals particularly with 
those who, for one reason or another, cannot qualify for normal emigration, and 
who have had refugee status for a number of years. 

The total number of unassimilated refugees in need of assistance in Western 
Europe, and needy European refugees in the Middle Hast stood at 288,500 on 
January 1, 1955. According to the High Commissioner’s figures, this number 
had been reduced to 188,900 on January 1, 1957. The greater part of this reduc- 
tion was effected by continuing emigration and resettlement programs dealing 
with the more easily assimilable refugees. UNREF, which was established to 
assist the residual group of refugees whose members generally require a much 
greater amount of individual attention than has been possible under other pro- 
grams, directly benefited 26,542 persons during this period. Of this number. 
8.115, including 420 difficult cases, were firmly settled as a result of UNREF 
programs. Since the program has actually been underway for only a year and 
a half, it is expected that the rate at which firm settlements are effected will 
continue to increase during the coming year. 

Many of the people on the UNREF caseload, their initiative sapped by years of 
living in camps, require painstaking, tedious individual counseling before they 
are prepared to take up once again the responsibilities of normal life. However, 
with the proper guidance and material assistance, many of the ablebodied can 
still be returned to useful membership in society. Others, even more pitiable and 
more problematic to settle, are the so-called “difficult cases.”’ These are the aged, 
the sick, and the incapacitated who have no actual or potential usefulness for 
any country. The plight of this group, hitherto condemned to a monotonous Rist- 
ence in shabby camps, has stimulated the sympathy of some of the smaller Euro- 
pean nations who have generously provided a number of places in their existing 
permanent institutions. At best, however, the placement of these difficult cases 
is a time-consuming and expensive process. 

The integration and settlement of these people who have been refugees for a 
number of years is the particular concern of UNREF. The program does not 
conflict or overlap with the work of the Intergovernmental Committee for Euro- 
pean Migration, which is principally interested in the movement of migrants, 
including refugees. Nor does it conflict with the United States escapee program. 
which deals with more recently arrived refugees. Other witnesses are on hand 
to present testimony concerning escapees, including the recent refugees from 
Hungary. 

UNREF, like other U. N. voluntary agencies, operates on a calendar year 
basis. Congress appropriated $1,900,000 in fiscal year 1957 to finance the UNREF 
program for the 18-month period ending June 30, 1957. An appropriation of 
$2,233,000 is now being requested for fiscal year 1958 to cover the 18-month 
period ending December 31, 1958. If authorized, this appropriation would 
enable the United States to bring its total 4-vear contributions to $5,333,000, or 
one-third of the UNREF target program of $16 million. 

Contributions received thus far from other countries for use in calendar year 
1957 amount to $2,111,409, and are expected to total about $3 million by the end 
of the year. This is an encouraging increase in the rate of contributions from 
other countries, who, during the 2 years, 1955 and 1956, made cash contributions 
totaling $4,518,025. 

The UNREF target program for 1957 is $7,096,303, which includes $4,400,000 
for the 1957 plan of operations, and a carryover of $2,696,303 for projects in the 
1956 plan of operations which could not be implemented for lack of funds. The 
programs for 1957 and 1958 will concentrate on promoting the integration of 
refugees who still reside in camps. Projects will cover housing, vocational train- 
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ing, rehabilitation of the handicapped, student aid, small loans, employment 
counseling and placement, and language training. A maximum effort will also 
be made to place as many difficult cases as possible in institutions. 

Wholehearted United States support of the UNREF program is important 
because it gives clear proof to the world of our sincere and traditional interest 
in the welfare of the victims of political and religious persecution. The political 
interests of the United States are also served by UNREF. To the extent that its 
program succeeds in firmly integrating refugees and giving them a sense of 
belonging to the countries in which they reside, it reduces their political insta- 
bility. It renders them more immune to the current Soviet redefection campaign 
which seeks to discredit the free world by encouraging the return of refugees 
to their former homelands. 

Despair and disillusionment have understandably crept over many of these 
unfortunate people, and we must not slacken our effort to help them to become 
as well integrated in their countries of asylum as is humanly possible. 


ASSISTANCE TO ESCAPEES AND TO HUNGARIAN REFUGEES 


Mr. Saccio. The executive branch requests authorization to con- 
tinue in the fiscal year 1958 the program for assistance to escapees, 
instituted in 1952, and of a special program for Hungarian refugees 
begun last fall. 

or supplemental care of recent escapees from behind the Iron 
Curtain and for assistance in establishing them as self-supporting 
members of the free world, it is proposed that $5.5 million be author- 
ized for continuation of the United States escapee program in fiscal 
year 1958. This figure represents a slight reduction from last year, 
resulting from an anticipated decrease in the caseload. 

The Teaepite exodus of tens of thousands of Hungarians begin- 
ning last November presented a challenge to the free world. As part 
of the United States contribution to the costs of providing food, 
shelter, transportation, and resettlement of the refugees, about $32 
million was programed in fiscal year 1957 from the President’s 
special fund. 

For continuation of assistance to Hungarian refugees in fiscal year 
1958, $10 million is requested within the appropriation of $300 mil- 
lion for special assistance. 

Mr. Lawrence Dawson, Office of Refugee and Migration Affairs, 
Department of State, is available to answer questions on the escapee 
program, and Mr. Clement Sobotka, of the same Office, is available 
to provide information on the Hungarian refugee program. 

Mtr. 1 waegpigie prepared statement begins on p. 361, Mr. Sobotka’s 
on p. 363. 

natas Foutsricut. Does this have anything to do with the refu- 
gees in Palestine, or is that a separate program ? 

Mr. Dawson. No, sir; it has nothing to do with it. 

Senator Foursricut. What does this cover; the special program for 
escapees ? 

r. Dawson. The United States escapee program is a strictly uni- 
lateral United States program to supplement the resources available 
from local governments and from hee sources in order to provide 
reception, interim care, and maintenance assistance, and, above all, 
resettlement assistance for those who break through from behind the 
Tron Curtain, the Soviet and satellite controlled areas. 

It is done in behalf of the United States interests in the recent 
escapees specifically as a demonstration of western concern for the 
people who seek asylum. 
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COULD NOT HUNGARIAN REFUGEES BE HANDLED UNDER EXISTING 
PROGRAMS? 


Senator Fursricut. Let’s talk about the escapees. The program 
this year contains $10 million for a Hungarian refugee program. 
This makes the fourth program for refugees. Could not the problem 
of Hungarian refugees be handled under 1 of the 3 existing programs, 
the escapee program, the United Nations refugee fund, or the Inter- 
governmental Committee for European Migration ? 

Mr. Sosorka. In effect, that is what is involved in this proposal of 
$10 million for the Hungarian refugees. 

We are proposing to provide, through the United States escapee 

rogram, through the Intergovernmental Committee for European 
Migration, and through the United Nations High Commissioner for 
Refugees, a total of approximately $10 million for the specific purpose 
of assisting the Hungarian refugees during 1958. 

Senator Smirx. Then you are handling it under these three pro- 
grams? 

Mr. Sozorka. Yes, sir, but there is one other item which has been 
separated out and not assigned to a specific program but would prob- 
ably be broken up between the three organizations. 

Senator Futsricur. Why? I am just curious. Why can’t all of 
those be under one administration, sotospeak? Aren’t they somewhat 
similar in the problems? 

Mr. Sozorka. Yes, sir, but the Hungarian refugees are all techni- 
cally recent escapees, and, therefore, they all fall under the normal 
work and functions of the United States escapee program. 

At the same time, the Intergovernmental Committee for European 
Migration is the one organization which is engaged primarily in the 
movement and transport of the refugees, and, therefore, they are 
carrying the burden of doing that part of it, and the United Nations 
High Commissioner for Refugees has the function of local integration 
in countries in Europe, and will be primarily concerned with helping 
to assist those Hungarian refugees who prefer to remain, or who must 
remain, in Austria. 

This follows the normal breakdown between the three programs. 


REPORTED SUICIDES AND LARGE-SCALE RETURNS OF HUNGARIAN REFUGEES 
TO HUNGARY 


Senator Fursricur. There have been reports in the newspapers 
about suicides and large-scale returns of Hungarian refugees to Hun- 
gary. What are the facts about this? 

Mr. Sororka. As far as the suicides are concerned, there may have 
been some few suicides, but we have been unable to determine that any 
of them have been directly related to the problems of their emigration 
or overseas resettlement. There have been, also, approximately 6,800 
Hungarian refugees who have been repatriated to their countries 
voluntarily. 

HUNGARIAN REFUGEES IN AUSTRIA 


Senator Futsricur. I understand that, if housing is provided in 
Austria, the Austrians are quite willing to accommodate many more 
refugees ; is that right ? 
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Mr. Sozorka. I think the Austrian Government would prefer to 
have some assistance on housing, but we are not proposing to do that 
directly by the United States funds requested here. 

Senator Futsricur. Wouldn’t it be cheaper to help provide housing 
than it would to resettle them somewhere else in the world? 

Mr. Sosorxa. No, sir; I think that the resettlement elsewhere would, 
in the long run, be the cheaper arrangement. 

Senator Futsrieur, Senator Smith, do you have any questions? 
Senator Smiru. No. I have none. 







HUNGARIAN REFUGEES IN YUGOSLAVIA 


Senator Futsrienr. Senator Aiken? 
Senator Arken. The discussion relates to the refugee situation in 
Austria. What happened as to the ones in Yugoslavia? 

Mr. Sozorka. They are being assisted through the United States 
under a special program for which the President allocated up to $3 
million, primarily for the purpose of moving Hungarian escapees 
out of Yugoslavia into other overseas countries and some into other 
European countries. 


HUNGARIAN REFUGEES ADMITTED TO UNITED STATES 


Senator Aiken. What criteria were used in determining eligibility 
for Hungarians that were admitted to this country ¢ 

Mr. Sosorka. There have been a total of about 32,000 brought into 
this country, of whom 6,200 came in under regular Refugee Relief 
Act visas. The remaining approximately 26,000 came into this coun- 
try under the parole exception provision of the Immigration and 
Nationality Act, and, in bringing those people in, they were origi- 
nally carefully screened in terms of meeting the general criteria of the 
Immigration and Nationality Act, and now, at this point, we are 
bringing in primarily only those people who represent either a hard- 
ship case, such as a broken family where some of the people are in 
the United States, or some people who have exceptional skills. 

Senator Arken. Are the parolees mostly students? 

Mr. Soporka. No; they represent a wide gamut of people. 

Senator Aiken. What is their future ? 

Mr. Sororka. The parolees? Their status at this point cannot be 
regularized until there is some further legislation. The President 
has proposed legislation. On January 31 he presented a proposal 
for legislation which would regularize the status of the parolee and 
permit additional parolees to be admitted to the United States. 


ESCAPEES FROM IRON CURTAIN COUNTRIES OTHER THAN HUNGARY 


Senator Atken. What is the answer to those folks who say, if an 
escapee can come out of Hungary and get to the United States, why 
can’t an escapee from Poland or Czechoslovakia or from some other 
Iron Curtain country get in, also? 
I was wondering, what do we tell them when they ask those 
questions ? 
Mr. Sosorxa. Actually, the parolee provisions have been invoked 
rimarily to relieve the terrific burden on the Hungarians in Austria 
cause there are so many thousands there, and other than that, in the 
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absence of other special legislation, there is not any provision for 
bringing these other people in except under the regular quotas under 
the Immigration and Nationality Act. 

Senator Arken. From what I have seen of them, the United States 
has been the gainer from this program, because they seem to be even 
higher than average quality immigrants. 

Mr. Sozorxa. In terms of skills I think the Department of Labor 
believes that we have gotten a much higher proportion than we have 
with most refugee groups. 


USE OF LAST YEAR’S MSA FUNDS FOR HUNGARIAN PROGRAM 


Senator Smiru. How much of last year’s mutual security funds 
went into this Hungarian program ? 

Mr. Sosorka. Approximately $32,500,000. We have here in our 
presentation $39,500,000, but that amount on a more careful examina- 
tion has been reduced to $32.5 million. 


FURTHERING EDUCATION OF ESCAPEES 


Senator Arxken. Are there any Federal funds devoted to helping 
these escapees continue their education in this country ? 

A high percentage of them were students, I am quite sure of that, 
nearly all students ¢ 

Mr. Sonorka. As far as I know, there are no Federal funds being 
directly used for that purpose, although a number of private founda- 
tions have set up scholarships. 

Senator Arken. Then they will have to depend on the private as- 
sistance for what scholarships they can get and their own earning 
power ? 

Mr. Sosorka. Yes, that is right, but the American public did con- 
tribute a great deal for the benefit of Hungarian refugees through 
private sources, and I think as far as we can tell that should be sufli- 
cient. 


UNITED STATES FUTURE ACCEPTANCE OF HUNGARIAN REFUGEES 


Senator Arken. Then all we plan to accept now will be those who 
will join families or relatives that have already arrived here? 

Mr. Soporxa. Or who represent some other serious form of hardship 
or who have some outstanding professional or technical skill that is 
needed in this country. That is as far as the present parole proce- 
dure is concerned. 

Senator Futsrient. The 10 million here, are they the additional 
Hungarian refugees from Austria to the United States? 

Mr. SosorKa. No, sir. This does not contemplate bringing addi- 
tional ones to the United States. ‘ 


ACCEPTANCE OF HUNGARIAN REFUGEES BY OTHER COUNTRIES 


This primarily is concerned with the assistance in moving them to 
other countries in the world. 

Senator Futsrienr. Other countries ? 

Mr. Sosorka. Yes. 
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Senator Arken. And we are rendering that assistance in the case 
of some of those who got into Yugoslavia ? 

Mr. Sosorka. Yes, sir, we are helping to move them. 

Senator Arken. And Australia is accepting some ? 

Mr. Soporka. Yes. 

Canada is taking approximately 21,000 from all areas including 
Yugoslavia. 

Senator Arken. None of them is going to Latin America ? 

Mr. Sosorka. Yes, a number of thousands have gone to Latin Amer- 
ica, and more are expected to go, but they have not moved as rapidly 
as in the case of the Canadians and of Australia. 

Senator Arken. They could not be put to work as quickly as they 
could by coming here because actually their services were needed in the 
United States at this time ? 


TOTAL COST TO UNITED STATES OF REFUGEE PROGRAMS 


Senator Fursricnut. What is the total amount from all United 
States sources which will go into all refugee programs ? 

Mr. Sozorka. There is a total proposed of approximately $30 mil- 
lion for 1958. 

Senator Futsrient. Is that all of it? 

Mr. Sonorka. Yes, sir. 

That is the total that would be involved in the mutual security pro- 
gram. 
~ Senator Furerieut. Is that governmental and private ? 

Mr. Sozorxa. No, that does not represent private resources. We 
have no way of knowing exactly what the private contributions will 
be. 

Senator Futsrient. You don’t know about that. This is just the 
United States Government ? 

Mr. Sosorga. Yes, sir. 


PALESTINE REFUGEES 


Mr. Saccro. Palestine refugees is separate. 

Senator Funsricut. Does it include that? 

Mr. Sozorka. No; this figure does not include the Palestine refu- 
gees. This includes primarily the Iron Curtain refugees. 

Senator Futsrient. How much is the amount for Palestine refugees 
just for the record ? 

Mr. Saccio. We are asking for a reappropriation of $23.8 million. 
The actual program itself does not contemplate the use of that full 
amount. It is probably $2 million less than asked, but that has been 
our practice in connection with this appropriation, to continue over 
from 1955. 


UNITED NATIONS HIGH COMMISSIONER FOR REFUGEES 


Senator Fursricut. It is proposed to raise our contributions to 
the United Nations Refugee Fund from $1.9 million te $2.3 million. 

What is the reason for this increase? 

Mr. Sosorka. I believe, Senator, that the principal reason for that 
is that the United States contribution will represent a third of the 
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program the High Commissioner is attempting to operate this coming 
year in order to close out as much of the old refugee problem as 
possible. 

(The following additional information was subsequently sub- 
mitted :) 

It is proposed to raise our contributions to the United Nations refugee fund 
from $1.9 million to $2.23 million. What is the reason for this increase? 
Answer 

UNREF is a 4-year program which is scheduled to terminate on December 
31, 1958. It has a target program of $16 million to which the United States 
proposes to contribute 3314 percent er $5,333,000. Im fiscal year 1956 a sum of 
$1.2 million was appropriated. In fiscal year 1957 a sum of $2.3 million was 
requested for the 18-month period ending June 30, 1957, but the Congress only 
appropriated $1.9 million (a $400,000 reduction). We have now contributed the 
$1.2 million and the $1.9 million for a total of $3.1 million. If the current 18- 
month request for $2,233,000 is approved we will be able to contribute a total of 
$5,333,000, or one-third of the 4-year program. 

For political and humanitarian reasons it is important that the UNRBEF pro- 
gram achieve maximum success. If the full amount of our request is not ap- 
proved it will mean that certain parts of the UNREF program cannot be carried 
out. 

There has been no increase in the 4-year $16 million target program nor in 
the proposed total United States contribution of $5,833,000. The slightly larger 
proposed contribution for fiscal year 1958 is due to the reduction in the fiscal 
year 1957 request. 

Senator Futsricut, What refugees are handled by that particular 
program ? 

Mr. Sosorka. The United Nations High Commissioner for 
Refugees? 

Senator Futsricut. The United Nations refugee fund. 

That is still separate from the other ? 

Mr. Sogorka. Yes, sir. 

Senator FutsrieaHtr. What do they do? 

Mr. Sozorka. In the first place the United Nations High Commis- 
sioner for Refugees has a Facenion of giving legal protection and 
generally working with the various countries, asylum countries in 
the world in assisting refugees, and secondly he is embarked on a 
program of attempting to integrate locally into the European econ- 
omies those refugees who cannot be moved to other parts of the world. 

Senator Fu.srient. Is it fair to say his function is not the resettle- 
ment but the dealing with legal and technical problems that. are asso- 
ciated with refugees ? 

Mr. Sororka. Yes, sir. 

Senator Futsrienr. He does not really engage in the resettlement, 
is that right? 

Mr. Soporka. Only to a limited extent. 

Senator Fursrient. I think it would be useful in this program, I 
guess you would be the proper ones, to give a concise analysis of every 
one of these programs and relate one to the other, because this is going 
to get rather confusing to anybody trying to explain it. 

Too many of them are too similar. Take every one of them, and 
I mean every one including Palestine, all of it, and give a concise 
analysis as to how much we give to each one and what each one does, 
so we can make a rather clear statement as to what we are doing in 
this field. 

Will you see that that is done? 

Mr. Saccro. I shall, Senator. 





358 MUTUAL SECURITY ACT OF 1957 


(The following information was subsequently submitted for the 
record :) 
PROGRAMS FOR REFUGEES 


There are 4 programs of assistance to refugees in Europe and 1 in the Middle 
East for which congressional action is requested. Of the 4 programs in Europe, 
3 are in support of the United Nations refugee fund, the Intergovernmental 
Committee for European Migration and the United States escapee program. The 
Hungarian refugee program presents in one request the funds which are pro- 
gramed especially for Hungarian refugees, although the expenditures under the 
program will be made through the three listed operating agencies in support 
of services in addition to their normal programs. 

Of the three agencies dealing with refugees in Europe, the United Nations 
refugee fund and the Intergovernmental Committee for European Migration are 
international or intergovernmental and the United States escapee program is 
unilateral. Although engaged in related services the three programs are distinct 
and separated and are well coordinated. The United Nations High Commissioner 
for Refugees has overall responsibility for coordination. Coordination is also 
achieved through United States membership on the two intergovernmental or- 
ganizations and United States direction of the escapee program. 

The United Nations refugee fund is an organ of the United Nations Office of 
the High Commissioner for Refugees. The High Commissioner has responsibility 
for the legal protection of refugees and through the administration of the refugee 
fund concentrates on securing the integration and resettlement of those refu- 
gees who must remain in their present countries of asylum in Europe because 
they desire to do so or cannot qualify for emigration overseas. United States 
support of this program is requested in the amount of $2,233,000 in 1958. 

The Intergovernmental Committee for European Migration (ICEM) is com- 
posed of 27 Government members concerned with migration. ICEM concen- 
trates solely on the movement of migrants and refugees from Europe to overseas 
countries of immigration. Section 504 (a) of the Mutual Security Act of 1954 
provides for continuing authorization for appropriation for ICEM. The appro- 
priation request for 1958 is $12,500,000. 

The United States escapee program provides reception, temporary care and 
maintenance, and assistance in securing opportunities for emigration and 
resettlement overseas for recent escapees from Soviet and satellite countries in 
Eastern Europe and for limited numbers of escapees from Communist China. 
The escapee program serves direct United States interests in those who flee from 
communism by assisting them to achieve self-dependence as soon as possible in 
the free world. The amount requested in support of the escapee program for 
1958 is $5,500,000. 

The 3 agencies stem from 3 different fountainheads of interest and financial 
resources, UNREF reflects the interest of the United Nations as a whole, ICEM 
the interests of 27 governments particularly concerned with the movement of 
migrants and refugees, and the escapee program United States interests in recent 
escapees who constitute a focal point of concern in the struggle against com- 
munism. United States purposes are served by support of all three organiza- 
tions. Through United States support of UNREF and ICEM contributions from 
other governments are secured for the programs. Through support of the 
escapee program, governments which for geographical reasons provide asylum 
to escapees in the first instance are encouraged to continue to grant asylum 
to the constant flow of refugees from communism. 

The funds planned for assistance to Hungarian refugees in 1958, $10 million are 
presented in a separate request in order that the total requirements for this 
purpose may be separately identified as the continuing United States participa- 
tion in meeting this problem which arose in 1956 and will require substantial 
efforts in 1957. Of the $10 million, $6,900,000 will be utilized by the escapee 
program, $1,500,000 by the Migration Committee, $1 million by the High Com- 
missioner for Refugees, and $600,000 for special assistance to youths among the 
refugees. Permission is requested that these totals may be used flexibly to secure 
the maximum results possible under changing circumstances. 

The United Nations Relief and Works Agency for Palestine Refugees deals 
with an entirely separate problem of Arab refugees in the Middle East which is 
différent in many important respects from the problem of refugees in Europe. 
This agency is an integral part of the United Nations organization. The resettle- 
ment of Arab refugees is an important factor in the achievement of peace and 
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order in the area which is one of the prime political objectives of the United 
Nations. The congressional action requested for 1958 is the reappropriation of 
$23,800,000 previously appropriated for contribution to UNRWA in support of 
the agency’s 2 programs of relief and rehabilitation of Arab refugees. 


WHO COORDINATES REFUGEE PROGRAMS? 


Senator Futsricutr. Who coordinates these refugee programs? 

Do you or who does it? 

Mr. Saccro. That is done in the State Department. 

Senator Futsricur. Who does that? 

Mr. Sosorka. We have now established in the State Department 
an Office of Refugees and Migration under the direction of the Direc- 
tor, Robert McCollum, who is unable to be here today because he is 
attending a meeting in Geneva. 

The Office of Refugees and Migration has as its principal assign- 
ments the operations of the United States escapee program, the United 
States representation on the Intergovernmental Committee for Euro- 
pean Migration and a general coordinating function within the 
Department of State with regard to refugees. 

However, the United Nations functions concerning refugees specifi- 
‘ally come under the direction of Dr. Wilcox, who has just appeared 
before you. 

Mr. Saccro. I am sorry he left under the assumption that he was 
through. 

Senator Fursricut. That is all right. You can furnish the an- 
swers to these other questions. 

Mr. Saccto. We have attempted to do that in the presentation 
book but will make sure it is absolutely clear. 

Senator Futsrient. What I would like is to have it concise and 
in one spot. I have no doubt that it is found somewhere in this total 
mass of statistics and information. 

Mr. Saccio. On page 75 we tried in one paragraph to give the in- 
formation that you requested. 

That is under the nonregional programs where the entire $30 
million is shown. 

Senator Futsricutr. We just found that $30 million is not all of it. 

Mr. Saccro. Except for Palestine refugees that is true. 

Senator Futsricut. Those statistics are not enough. I wanted a 
very concise paragraph saying exactly what they do. Who qualifies 
and soon? Is that explained over here? 

Mr. Saccto. The last paragraph on page 75 goes into each one of 
these organizations and explains what their main purpose is. 

If you would care to look over this and see whether this should 
not be further clarified. 

Senator Futsricutr. It may be. You see what I mean. It is con- 
fusing to the people that have not followed it too closely. 

I think you have probably clarified it. That may be sufficient. I 
had not read all of that. 

Any questions ? 
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RETIRED MILITARY OFFICERS HOLDING UNITED NATIONS POSITIONS 


Senator MANsFIEeLp. One question. 

I wonder if you could furnish, for the record, on the United Na- 
tions agencies being provided for in this bill, a list of retired Army, 
Navy, Marine Corps, and Air Force officers who are holding down 
positions in the United Nations. 

Senator Futsrient. You said any? Do you mean just the refu- 

e? 

Senator Mansrtievp. Any of those that are covered in this legis- 
lation before us. 

Mr. Saccio. Right, sir. 

Senator Mansrrevp. Does this take in our appropriation to the 
United Nations itself? 

Mr. Saccto. No. This is just for the United Nations technical- 
assistance program. 

Senator Mansrrevp. The refugee program ? 

Mr. Saccro. Refugee program. 

Senator Mansrievp. Just those two. 

Mr. Saccro. That is right. 

Senator Mansrretp. Do we make an appropriation each year to 
the United Nations? 

Senator Futsrient. Yes. It is in the State Department, isn’t it? 

It is about $15 million. 

Senator Mansrretp. Could you ask Assistant Secretary Wilcox to 
furnish that information covering all subsidiary organizations of the 
United Nations as well as the United Nations itself as to the retired 
Army, Navy, Air Force, and Marine officers who have positions in 
the organization and its subsidiaries ? 

That is all, Mr. Chairman. 

Senator Furerient. Is it clear what is wanted ? 

Mr. Saccro. Yes, sir. 

(The following information was subsequently submitted :) 

Following is a list which has been supplied by the United Nations of retired 
United States military officers employed by United Nations agencies: 

United Nations: 
Lt. Gen. Raymond A. Wheeler, in charge, Suez Canal clearance operations 
Col. Ole W. Danielson, personnel officer 
United Nations Korean Relief Agency: 
Lt. Gen. John B. Coulter, agent general 
Brig. Gen. Harold E. Eastwood, deputy agent general 
Col. Andrew E. Forsyth, executive officer 
Brig. Gen. Andrew C. Tychsen, chief, division of procurement 
ao Relief and Works Agency for Palestine Refugees in the Near 
ast : 
Col. Edward C. Miller, Jr., field common services officer for Jordan 

Information with regard to retired officers employed by specialized agencies 
is being requested from the headquarters of these agencies, and will be furnished 
to the committee as soon as it is received. 

Senator Fursrient. All right, thank you very much. 

We have another meeting at the moment. 

(The prepared statements of Mr. Laurence A. Dawson and Mr. 
Clement Sobotka, and the prepared statement of Mr. Francis O. Wil- 
cox on the United Nations Children’s Fund, are as follows :) 
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STATEMENT OF LAURENCE A. DAWSON, CHIEF, ESCAPEE PROGRAM, OFFICE OF REFU- 
GEES AND MIGRATION, DEPARTMENT OF STATE, ON THE UNITED STATES ESCAPEE 
PROGRAM 

HISTORY AND PURPOSE OF ESCAPEE PROGRAM 


The United States escapee program, strictly a United States unilateral pro- 
gram, has been carried on since March of 1952 to provide reception, interim 
care and maintenance, and resettlement assistance to recent escapees from 
Soviet and satellite countries in Europe, and to selected escapee groups or indi- 
viduals in other areas of the world. Since 1953, the program has assisted limited 
numbers of selected Chinese escapees from Communist China, primarily in Hong 
Kong and Macau. Its purpose is to serve specific United States interests in 
recent escapees from behind the Iron and Bamboo Curtains by demonstrating 
the concern of the West for those who flee Communist oppression and seek 
asylum in the free countries of the world. This assistance supplements the 
considerable programs of local governments of asylum, of international agencies 
and of private religious and nationality voluntary relief agencies engaged in 
refugee work. 


OPERATION THROUGH CONTRACTS WITH VOLUNTARY AGENCIES 


The program operates primarily through contracts with the nonprofit volun- 
tary agencies. Under these contracts, actual expenses incurred by the agencies 
for individually approved projects which implement the policy objectives of the 
program are reimbursed after the services are rendered. No grants-in-aid are 
made. The operations are closely supervised by the USEP staff through the 
development of programs and projects, the negotiation of contracts, the control 
of registrations, the review of vouchers, field inspection of activities in progress, 
and end-use audits. First emphasis is placed on projects to secure the earliest 
possible permanent reestablishment of the escapee in some free world country, 
under terms and conditions affording opportunity for the escapee to achieve 
dignity and self-dependence. These projects, carried out on an individual case 
basis, provide registration, counseling, and assistance in documentation and 
securing visas, vocational and language training, and assistance in overseas 
transportation. Other projects provide supplementary food, improved camp 
facilities, clothing, special feeding programs for mothers and infants, local 
employment and urgent medical care not available from other resources. USEP 
(United States escapee program) assistance is afforded only to those escapees 
who are anti-Communist and thus are potentially good citizens of the free world. 
To insure this, careful investigations are conducted on each escapee registered 
including examination of all pertinent records in the countries of asylum and 
elsewhere and additional investigation as necessary and indicated. 


PROGRAM'S ROLE OF MAINTAINING OUTFLOW OF REFUGEES FROM ASYLUM COUNTRIES 


Primary responsibility for the care of refugees rests with the governments of 
the countries in which they seek asylum. USEP aid supplements but does not 
replace either the basic assistance provided by these governments, or that avail- 
able from other sources. This supplement is designed to maintain the morale 
and health of escapees to enable them to qualify for admission to resettlement 
countries, and therefore to become self-supporting. In thus removing escapees 
from the countries offering asylum, the program helps to assure the continua- 
tion of asylum for those who may in the future seek haven. In the light of 
continuing political ferment within the Soviet orbit, which may well bring an 
increased influx of escapees, the role of the program in helping to maintain a 
commensurate outflow from asylum countries primarily through overseas re- 
settlement takes on added significance. 

By March 31, 1957, 102,116 escapees (excluding recent Hungarians) had been 
registered for assistance in Europe. Of these 39,890 had been assisted to 
emigrate to more than 27 countries, primarily the United States, Canada, 
Australia, and countries of South and Central America; 8,796 had been per- 
manently established in European countries of asylum, and 22,435 remain under 
coneern. The rest, 30,976, have been dropped as ineligible, no longer in need of 
assistance, or for other reasons. 

Barring any unforeseen developments during calendar year 1958 which might 
affect the flow of refugees, an estimated 13,200 nationals of the Communist 
countries of Eastern Europe will flee their homelands seeking asylum in the free 
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countries of Europe and the Near East. 
countries by USEP. 

In the interest of placing operations in behalf of new refugees on a more 
current basis, a concentrated effort will be made during fiscal year 1958 to find 
satisfactory disposition for the less recent escapees, i. e., those who fled their 
homeland more than 3 years ago. To accomplish this, special effort will be 
made toward reestablishment of the difficult-to-resettle and handicapped cases 
that constitute the bulk of the older caseload. At the same time, priority em- 
phasis on overseas resettlement will continue including the further pursuit of 
efforts to develop substitute resettlement channels in other areas necessitated 
by the termination of the RRA on December 31, 1956. An increasing number of 
local placements through institutional care or permanent integration arrange- 
ments in asylum countries will be carried out. 

The Congress authorized $7 million for USEP for fiscal year 1957 of which 
$6 million was appropriated. Exclusive of the Hungarian program, it is pro- 
posed to continue the escapee program during fiscal year 1958 at the reduced 
level of $5,500,000 of which $4 million would be for Europe and $1,500,000 for 
the Far East. In Europe it is estimated that during calendar year 1958, 13,200 
new escapees will be registered, while 9,800 will emigrate, 2,500 will be estab- 
lished in European countries of asylum, and 5,699 will be dropped for other 
reasons. This should reduce the caseload from 17,700 to be registered as of 
January 1, 1958, to an estimated 13,000 under care as of December 31, 1958, 
exclusive of recent Hungarian escapees. 

The United States escapee program is requesting $6.9 million for supple- 
mental care and resettlement services for Hungarian refugees for 1958 which 
is included under the Hungarian refugee program budget. 


They will be assisted within asylum 


MEASURES TAKEN BY SOVIET AND SATELLITE GOVERNMENTS TO PRECLUDE ESCAPE 


In prior years, the committee has been informed in detail of the extreme 
measures taken by the Soviet and satellite governments to preclude escape and 
to repatriate, victimize and discredit those who do escape. Such measures, which 
continue in full force, are vitally related to the broader effort of the Soviet orbit 
governments to consolidate their controls over the nearly 900 million captive 
peoples within those countries in Europe and Asia. Thus, the Communists seek 
to destroy all hope for eventual freedom and to convince the captive peoples of 
the inevitability of communism. To this end, the Communists deny the humanity 
of Western policies, including both the right and existence of friendly asylum. 

The escapee program poses a challenge to this Communist doctrine. It may 
be recalled that in last year’s presentation to the committee, this point was 
illustrated through quotation of a letter from a Hungarian escapee thanking the 
program for assistance received. Events during the ensuing 12 months have 
given added relevancy to that letter, which stated, “Dark ages have descended 
on Europe and it is only because of the moral force and example of the United 
States that more than a hundred million people do not lose faith. In my country 
the people are hungry for bread, but they are starving for freedom.” 


FAR EAST ESCAPEE PROGRAM 


In the Far East the escapee program serves the same national objectives as 
it does in Europe. The Chinese refugees in the Hong Kong and Macau area, esti- 
mated at well over a million, constitute the largest single bloc of anti-Communist 
refugees in the world. Most of them are living under conditions indescribably 
had and highly susceptible to Communist exploitation. The Communists, realiz- 
ing that these refugees stand as a symbol of massive anti-Communist resistance 
for the Chinese people both at home and among the 12 million overseas Chinese 
in other countries of Asia, are increasing their efforts to undermine the morale 
of the refugees in Hong Kong and free China. This endeavor is particularly 
directed toward the leadership elements with emphasis on securing their repatri- 
ation by any means possible. 

The escapee program in the Far East is necessarily selective in relation to the 
enormous refugee problem in Hong Kong and Macau. Nevertheless, this pro- 
gram—carried out as it is by the voluntary agencies which have historically 
stood for American humanity in China—is an important symbol of United States 
concern for the enslaved Chinese people. It rejects persistent Communist propa- 
ganda allegations that United States interests are circumscribed by considera- 
tions of race and tend to favor Europeans over Asiatics. First priority is directed 
toward the rehabilitation of professional, intellectual, and other leadership 
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elements. Assistance projects in behalf of other persons are also carried out 
under a criteria of selection designed to further United States interests. All 
United States Escapee Program operations, as in Europe, are aimed toward the 
complete reestablishment of a refugee assisted. 

The program also serves as a significant token of cooperation with the govern- 
ments with which basic responsibiilty for the refugee rests. As such it has 
undoubtedly been influential in stimulating the development and continuing 
momentum of extensive programs by these governments to improve refugee 
conditions and to create opportunities for integration and resettlement. 

Up to December 31, 1956, 16,488 escapees had been resettled from Hong Kong 
and Macau, mostly to Taiwan. During the same period, the program assisted 
in integrating selected Chinese refugees locally in Hong Kong. In accomplish- 
ing this integration and in providing corollary medical care, the program pro- 
vided services for 195,845. An important result of the integration projects was 
that they provided a demonstration that led the Hong Kong government to 
establish integration projects of its own. 

In calendar year 1958, it is proposed to continue this program at a level of 
1,500,000 placing emphasis on resettlement, with renewed efforts in behalf of 
intellectuals and students including some currently escaping. At the same 
time, medical-assistance projects on a highly selective basis will be continued 
in recognition of the acute shortage of medical facilities in Hong Kong. Local 
integration projects will be pursued with maximum utilization of the $42 
million housing and integration projects of the Hong Kong government com- 
menced in 1954, of which approximately $9,200,000 has already been expended 
to house over 200,000 persons. 





STATEMENT BY CLEMENT SOBOTKA, SPECIAL ASSISTANT, OFFICE OF REFUGEES AND 
MIGRATION, DEPARTMENT OF STATE, ON THE HUNGARIAN REFUGEE PROGRAM 


Ll am presenting this statement to the committee in the absence of Mr. Robert 
S. McCollum, Deputy Administrator for Refugees and Migration, Bureau of 
Security and Consular Affairs, Department of State. Mr. McCollum, who is 
attending a meeting of the United Nations Refugee Fund in Geneva, has asked 
me to express to the committee his regrets that he is unable to be present at 
this hearing. 

As a result of the great influx of Hungarian refugees into Austria and Yugo- 
slavia last winter, $10 million is requested for the needs of Hungarian refugees 
in 1958, 

The total exodus of refugees from Hungary has now reached approximately 
193,000 of whom 136,900 have been moved to countries of temporary or perma- 
nent asylum. Of this number 32,224 have been brought to the United States, 
34.405 have gone to other overseas countries, and 70,271 to Western European 
countries. 

Throughout the period of emergency when large numbers fled their homeland, 
freedom-loving governments, international organizations, and private agencies 
provided generous contributions and services particularly to the Austrian Gov- 
ernment which received over 90 percent of the refugees. Through June 30, 
1957, the United States Government will have provided approximately $45.5 
million in services, cash, proceeds from sales under Public Law 480, and com- 
modities toward the emergency care and resettlement costs of the program. 
Of this amount approximately $32.5 million was provided in cash for the pur- 
chase of services, transportation, food, ete. The funds were used principally 
through the United States escapee program, the Intergovernmental Committee 
for European Migration, the United Nations High Commissioner for Refugees, 
the League of Red Cross Societies, the International Red Cross and voluntary 
agencies. In addition, various departments of the United States Government 
performed services in connection with the processing, transportation, and recep- 
tion of those Hungarian refugees who came to the United States. The balance 
of the cost, amounting to approximately $13 million, was provided in the form 
of commodities of which $10 million worth of wheat was transferred to the 
Austrian Government under Public Law 480 making local currency available 
through proceeds of sales. 


MOVEMENTS OF REFUGEES FROM AUSTRIA 


The United States escapee program contributed substantially to meeting the 
emergency in Austria. An experienced USEP staff organized and directed the 
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efforts of contract employees brought into Austria to handle the increased 
workload. USEP helped to equip camp installations, distributed 120,000 amenity 
kits, and provided medical care, bedding, stoves, food, and warm clothing. 
These services were provided by USEP on a strictly emergency basis until the 
Austrian Government, the Red Cross, and other organizations were able to 
provide continuing assistance. 

In addition to its normal activities, the Intergovernmental Committee for 
European Migration organized and assisted in the movement of over 136,000 
Hungarian refugees from Austria between November 1, 1956, and May 17, 1957. 
The United Nations High Commissioner for Refugees issued joint appeals with 
the Secretary General of the United Nations for financial and resettlement 
assistance, and provided funds to the Austrian Government and to the League 
of Red Cross Societies for the care and maintenance needs of the refugees. 

Considering the number of refugees still awaiting resettlement, the present 
rate of exodus from Hungary, and the current rate of resettlement, it is esti- 
mated that approximately 40,000 Hungarian refugees will remain in Europe on 
January 1, 1958, who will require resettlement or some other form of assistance. 
Through the combined efforts of international organizations, private voluntary 
agencies, and individual countries, including the United States, it is estimated 
that this number can be reduced to approximately 12,000 by the end of that 
year. 

The estimated requirements for this program are based on meeting essential 
needs consistent with United States interest in the relief of human suffering and 
in reducing the political and economic tensions resulting from the eontinued 
presence of large numbers of unassimilated Hungarian refugees. The estimate 
includes $6.9 million for the United States escapee program, $1.5 million for the 
Intergovernmental Committee for European Migration, $1 million for the United 
Nations High Commissioner for Refugees, and $600,000 for special assistance to 
the youths among the refugees. 

The amounts requested are over and above the requests for the normal require- 
ments of these programs and above the amounts which will be supplied by other 
governments or private agencies. It is unlikely that these sources of assistance 
combined will do more than partially offset the deficit which the burden of 
the Hungarian refugees will impose upon the economies of Western European 
countries. 

EXPECTED 1958 CASELOAD 


Under the United States escapee program, an average caseload of approxi- 
mately 27,500 Hungarian escapees is anticipated for the first 6 months of 
calendar year 1958, and an average of approximately 17,000 for the remaining 6 
months. During this period, USEP will provide supplemental feeding and med- 
ical care to assist refugees to qualify physically for overseas resettlement, 
assistance in documentation, advice in locating opportunities abroad, and other 
services, including payment for costs of transportation and placement in receiv- 
ing countries as required. It is estimated that approximately 20,000 escapees 
will be moved from Austria and other Western European countries to places of 
resettlement overseas by ICEM, which will call for an additional United States 
contribution of $1.5 million. Exclusive of projects for youth, the United Nations 
High Commissioner estimates that approximately $3 million will be required 
by his office for Hungarian refugees. The program, which will provide essential 
local integration services for refugees, including the aged and incapacitated 
persons who remain in Austria, includes housing, small loans, counseling, job 
placement, language and vocational training, and other services which will 
permit the refugees to become self-sufficient. Consistent with our normal basis 
of contribution to the UNREF program, the United States will contribute one- 
third to the total requirement. 

Based on the number of youths fleeing to Austria, it is expected that approxi- 
mately 1,200 unaccompanied youths in 1958 will need continued education, 
supervision, and training to counteract the idleness and frustrations of refugee 
life. Until solutions to their resettlement can be found, these young people 
must be kept occupied and prepared as far as possible to meet the responsibili- 
ties of life in new, demoeratic countries. It is estimated that the cost of such 
assistance through placement in schools and centers will average $500 per 
person. 

It is not possible to predict with certainty the total requirements of assistance 
to Hungarian refugees. The political atmosphere in Hungary could cause a 
greater number of new escapees to seek asylum in the west than we have esti- 
mated. The ability of the free-world countries to absorb the Hungarian refugees 
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may prove to be less than has been predicted. The deficit of the Austrian 
Government may not be adequately met through the local currencies which 
have been authorized for this purpose. There may be shifts in the types of 
services required which would affect the dollar requirements. For this reason, 
the estimate has been proposed as a single requirement which can be admin- 
istered flexibly to meet changing program needs without sharp limits on the 
amounts to be used for specific purposes. It is possible that $10 million may 
not meet the actual requirements, but it is hoped that the United States share 
in this assistance can be held within this amount. In any event, it is believed 
that the $10 million proposed represents the minimum figure which the United 
States should be prepared to provide in assisting the group whose revolt has 
provided the world with a demonstration of the continued opposition of freemen 
to the restrictions of the Communist system. 





STATEMENT BY FRANCIS O. WiLcox, ASSISTANT SECRETARY OF STATE FOR INTER- 
NATIONAL ORGANIZATION AFFAIRS, CONCERNING THE UNITED NATIONS CHILDREN’S 
FUND 


This statement is submitted in support of the request for an authorization of 
$11 million for contribution to the 1958 program of the United Nations Chil- 
dren’s Fund (UNICEF). 

While UNICEF was originally established to assist in meeting emergency 
needs of children in Europe following World War II, in recent years it has 
devoted nearly all of its resources in assisting countries in Asia, Africa, and 
Latin America to develop permanent child health and welfare services and to 
control and eradicate debilitating diseases. 


INCREASING SUPPORT FOR PROGRAM 


UNICEF is a program to which governments contribute on a voluntary basis. 
Support for the program has grown steadily, both in the number of nations 
contributing and in the amounts contributed. For example, in 1951 the sum 
of $10,400,000 was contributed by 35 countries, while in 1956 contributions of 
$17,400,000 were made by 79 countries. 

The United States has made annual contributions to UNICEF since the incep- 
tion of its program in 1946. In accordance with the 1957 fiscal year authori- 
zation, an appropriation in an additional amount of $10 million has been 
pledged for the calendar year 1957 program. As a result of increased contribu- 
tions from other governments, the United States has been able to reduce the 
percentage of its contribution from 72 percent in 1952 to 55 percent in 1957, 
while at the same time total funds available to the program have increased. 
An additional reduction in the United States percentage to 52.5 percent is pro- 
posed for 1958. At the same time as this reduction is being effected, it is 
important that we demonstrate our interest in the gradual expansion of this 
program by increasing the amount of our pledge for 1958 to $11 million. This 
action will stimulate added contributions from other governments, thereby 
enabling UNICEF to cover additional areas of need. 

In addition to payments to the central account, recipient governments also 
contribute to UNICEF projects in local currencies and in such other forms as 
local personnel, services, transportation, locally available supplies, equipment, 
and facilities. Of the total funds that go into projects, about two-thirds come 
from local contributions. In 1956, recipient countries committed $40 million in 
such contributions. If we consider these contributions together with payments 
of other governments to the central account, the United States contribution of 
$9.7 million in 1956 represents 17 percent of the total. 

UNICEF works in close conjunction with the World Health Organization 
(WHO) and the Food and Agriculture Organization (FAO), which are con- 
cerned generally with matters of health and nutrition, respectively. There is a 
clear division of responsibilities among these organizations. UNICEF provides 
the supplies and equipment which are not locally available, while the WHO or 
FAO, as appropriate, furnishes the technical assistance and know-how requested 
by the governments in the planning and execution of the programs. This clear- 
cut difference in emphasis simplifies the question of coordination, and assures 
that the resources of the United Nations in health, nutrition, and welfare are 
alined in a unified approach in helping governments meet children’s needs. 
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UNICEF has had remarkable success in stimulating new and expanded work 
on the part of governments and peoples receiving aid. Not only have local 
matching contributions been generous, but many basic accomplishments have 
been attained. As the result of joint UNICEF-World Health Organization ac- 
tivities, there has been a growing awareness of the importance of adequate 
health facilities and health personnel at all levels of government. Public-health 
budgets have been expanded, more competent personnel are entering careers 
in public-health work, and in a number of countries maternal and child health 
divisions have been established within public-health departments; even more 
significant, perhaps, than the record of government action within the assisted 
countries are the desires and the efforts made by people at the community level 
to help themselves. The UNICEF cooperative approach has instilled in people a 
sense of pride and an initiative which has motivated them to voluntary action 
locally well beyond that which could be achieved by government action alone. 


AREAS OF ACTIVITY RECEIVING UNICEF ASSISTANCE 


UNICEF's role is not to assume responsibility itself for instituting and con- 
ducting child health and welfare programs, but to encourage and assist indi- 
vidual governments in developing and expanding their own programs. The prin- 
cipal areas of activitiy receiving UNICEF assistance are: 

1. Basic maternal and child health and welfare services, including the estab- 
lishment of rural health centers and clinics and the training of nurses and 
midwives. 

2. Mass health campaigns against such crippling and killing diseases as 
malaria, yaws, tuberculosis, trachoma, and leprosy. 

3. Activities to improve nutrition, including long-range, child-feeding pro- 
grams and the increased production and use of milk. 

4. A limited amount of UNICEF’S resources each year is used to provide 
emergency assistance for the victims of catastrophes such as earthquakes, floods, 
droughts, and famines, where the welfare of the child population is seriously 
affected. 

Statistics concerning the number of children and mothers benefiting from 
UNICEF programs are most impressive. The following table shows in some 
detail not only the number of beneficiaries in 1956 but the number of target 
beneficiaries for 1957. This is, indeed, a program to which the United States 
should continue to give strong support and leadership. 


United Nations Children’s Fund—Summary of beneficiaries for 1956 and target 
beneficiaries for 1957 


Target, 1957 


Antimalaria campaigns: Children and mothers protected with UNICEF 


| 
| 
Neen eee ee ccamadapeneaeh | $8, 102, 150 | 


BCG antituberculosis vaccination: Children vaccinated___...........-- 14, 262, 000 | 16, 012, 000 
Yaws control: Children and mothers treated 2, 008, 900 | 3, 262, 400 


$28, 447, 000 


Control of trachoma and related eye diseases: Children treated___........... 460, 800 | 
Feeding through school lunches and maternal and child welfare centers: | 
Peak number of children and mothers receiving daily rations._........___- | 3, 567, 320 | 4, 485, 810 


660, 800 


1 28,401,170 | 52, 868, 010 


1 Not included are the many children and nursing and pregnant mothers who receive benefits (other than 
milk) from the over 6,000 maternal and child welfare centers, clinics, and children’s and maternity hos- 
pitals aided by UNICEF. Still more children and mothers benefit from UNICEF assistance for 
vaccine production plants, campaigns for the control of communicable diseases such as diphtheria, 
whooping cough, and leprosy, and milk-drying and pasteurization plants. When all the projected milk- 
conservation plants are in full operation, they will provide free or low-cost milk to some 4.7 million 
children and mothers. Many times this number will benefit from the availability of safe milk. 


(Whereupon, at 4 p. m., the committee adjourned to reconvene at 
10 a.m., Tuesday, June 4, 1957.) 
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TUESDAY, JUNE 4, 1957 


Unirep Srates SENATE, 
CoMMITTEE ON Foreign RELATIONS, 
Washington, D. C. 
EXECUTIVE SESSION 

The commmittee met, pursuant to recess, at 10:15 a. m., in the 
committee room, F-53, United States Capitol Building, Senator 
J. William Fulbright presiding. 

Present: Senators Fulbright, Mansfield, Morse, Smith (of New 
Jersey), Knowland, Hickenlooper, Aiken, and Capehart. 

Senator Futsricut. The committee will come to order. 
ae principal witness is Mr. Leonard Saccio, General Counsel of 
the ICA. 


I presume you will make the initial statement, Mr. Saccio. 


STATEMENTS OF C. BURKE ELBRICK, ASSISTANT SECRETARY OF 
STATE FOR EUROPEAN AFFAIRS; LEONARD J. SACCIO, GENERAL 
COUNSEL, INTERNATIONAL COOPERATION ADMINISTRATION; 
BRIG. GEN. JOHN S. GUTHRIE, DIRECTOR, EUROPEAN REGION, 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR 
INTERNATIONAL SECURITY AFFAIRS; STUART H. VAN DYKE, 
REGIONAL DIRECTOR FOR AFRICAN AND EUROPEAN OPERA- 
TIONS, INTERNATIONAL COOPERATION ADMINISTRATION; COL. 
HARRY H. CRITZ, OFFICE OF THE ASSISTANT SECRETARY OF 
DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS; R. A. 
FEAREY, DEPARTMENT OF STATE; BENJAMIN FORMAN, DEPART- 
MENT OF DEFENSE; AND MARKLEY SHAW, COMPTROLLER, 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR 
INTERNATIONAL SECURITY AFFAIRS 


Mr. Saccro. Yes, Mr. Chairman. 

Senator Futsricutr. You may proceed. 

With you, for the record, are Mr. Elbrick, General Guthrie, Mr. 
Van Dyke, Colonel Critz, and Mr. Shaw. Is Admiral Strauss here? 

Mr. Saccro. No. He will be here at noon. 

Senator Fuisricut. Go ahead. 


MILITARY CHARACTER OF EUROPEAN AID PROGRAM 


Mr. Saccro. The mutual security program in Europe now has, and 
as far as we can presently foresee, will continue to have, an almost 
exclusively military purpose, and consists preponderantly of military 
assistance. There are, of course, exceptions, important ones—the 
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special programs for West Berlin, East Germany, and Yugoslavia, 

efense support for Spain, and residual activities in connection with 
the Hungarian refugees, as illustrations; but these exceptions are few 
in number and utilize only a very small fraction of our aid to Europe. 

The nearly exclusively military character of our European aid pro- 

ram does not mean that our political and economic sbiockines and 
interests in Europe have changed but rather, simply that, unlike the 
situation which we successfully faced in this area during the last 
decade, (a) economic aid to repair the damages of war, to spark and 
assist a process of accelerated development, and (4) defense support 
to enable our Western European NATO allies to meet the costs of 
creating and maintaining much larger and more effective military 
forces, are not required at the present time in order to attain those 
objectives. 

ECONOMIC SITUATION IN AREA 


_ Economic progress generally continues in the area, although the 
Spanish economy has suffered severe pressures and is undergoing 
serious inflation. [Deleted.] The lack of such continuing economic 
requirements is to a considerable extent testimony to the great ef- 
fectiveness of United States assistance during this critical period of 
European rehabilitation and recovery when the economies of most 
European countries have expanded rapidly. 
{ Deleted. | 


AID REQUIREMENTS IN WESTERN EUROPE 


The dominating aid requirements in Western Europe for fiscal year 
1958 are principally three: 


First, military aid to maintain and increase the military strength 
of other members of the NATO alliance, which is, and will remain, 
for the foreseeable future, a cornerstone of our own worldwide mili- 
tary strategy and an essential element in our own vital defense struc- 
ture. 

Second, military aid and defense support to Spain which is de- 
signed to assist [deleted] the effective use of, nearly a dozen air and 
naval facilities which are located in Spain and which are of strategic 
importance to the United States and to plans for the defense of the 
United States. 

Third, assistance required for special purposes in Austria, Yugo- 
slavia, and Berlin, all important to long-range United States interests. 

There is every reason to expect that these same considerations will 
continue to obtain for some time in the future and that it will continue 
to be necessary for the foregoing reasons to furnish, although not 
necessarily at the same level, military and defense support assistance 
of the same type and for the same purposes. 


COST OF MODERNIZING NATO FORCES 


The cost of modernizing NATO forces to reflect the availability of 
new weapons and to conform them with resulting modifications in 
strategic doctrines, while at the same time maintaining the minimum 
necessary conventional capabilities, will be large; and it seems prob- 
able, given the economic capabilities of many NATO members, and 
the prevailing political climate in Europe, that the task cannot be 
achieved without continuing United States military aid. 
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CONTINUING AUTHORIZATION FOR MILITARY ASSISTANCE AND DEFENSE 
SUPPORT 


The enactment of a continuing authorization for military assist- 
ance and defense support appropriations would reflect, insofar as 
Europe is concerned, this continuing need, underline the long-term 
essentiality of Western European strength to the security of the 
United States, and constitute, in effect, a statement that United States 
policy requires, and will continue to require, the furnishing of assist- 
ance when needed for the achievement of that purpose. 


RELATIONSHIP OF MILITARY ASSISTANCE TO UNITED STATES DEFENSE 


Nowhere in the worid, moreover, can it be stated with greater assur- 
ance than here that the costs of military assistance are direct costs of 
United States defense and should be reflected as such in some appro- 
priate way. 

If NATO forces were not in being and Europe still remained free— 
which would be unlikely—the cost to the United States of maintain- 
ing comparable forces in the European area or of otherwise attempt- 
ing to make compensating adjustments in its own defensive capabili- 
ties would be prohibitive and far less effective. 

To emphasize this basic fact, as well as to facilitate joint plannin 
and combined procurement for, and to permit proper phasing of 
modernization of, both NATO and United States forces, it is appro- 
priate and desirable that funds for this purpose should be considered 
in close conjunction with the regular Department of Defense budget. 


AMOUNT REQUESTED 


Of the $3.8 billion in aid which is planned for fiscal year 1958, 
it is anticipated that, apart from any new emergency situations, 
approximately $900 million will directly or indirectly be programed 
for Europe. 

I should say that figure of $3.8 billion is the new obligational au- 
thority being requested. To that should be added $500 million of 
carryover of fiscal year 1957. 

Senator Smith. The carryover is already authorized ? 

Mr. Saccto. Yes. It will have to be carried over because the appro- 
priation terminates at the end of fiscal year 1957. 

Senator Smiru. In other words, a continuing authorization made 
before? 

Mr. Saccto. Well, we will request from this committee a continuing 
authorization for military assistance and defense support. When we 
go before the Appropriations Committee we will request 1.9 for mili- 
tary assistance and $900 million for defense support. The remainder 
of $1.1 billion will be for economic and technical cooperation. 


FIVE HUNDRED MILLION DOLLAR REDUCTION IN MILITARY ASSISTANCE 
REQUEST 


Senator Smirnu. Does this reflect the $500 million reduction in the 
program which the President made to get the figure down from $4.4 
billion to $3.9 billion ? 

Mr. Sacco. That is right. 
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The figure was reduced on new obligational authority because it 
was anticipated that a saving of $500 million would be made in the 
military assistance program, and the request was going to be made, 
and is made now, that there be a carryover of that $500 million. 

Senator Sarru. The figure was first $4.4 billion, and then the 
President stated, in one of his broadcasts, that the program could 
be reduced by $500 million, which brought it down to $3.9 billion. 
Then there was another slight reduction made which brought it down 
a $3.8 billion. 

What I am confused about is this: You are saying that, in addi- 
tion to the $3.8 billion, another $500 million will be needed which is 
the same amount of the President’s reduction. Is that the same 
item ¢ 

Senator Fu.sricur. That is a carryover. It happens to be the 
same amount, but it isn’t the same money. 

Senator Smiru. Then, there is a real reduction in the amount re- 
ferred to in the President’s statement. 

Mr. Saccio. That is right. 

You will recall in that statement, he said clearly that the new obli- 
gation authority request will be reduced to 3.8, with the under- 
standing that there would be a carryover of $500 million from fiscal 
year 1957. 

Senator Smirn. I want to get that clear in the record, because I am 
asked constantly why, on the one hand, there has been a $500 million 
reduction, and then it is said we have a $500 million carryover. We 
don’t want just a juggling of figures. 

Mr. Saccio. It is not a juggling of figures. 

The President’s message to Congress pointed out the fact that the 
$500 million referred to as carryover was an actual saving in the 
program to date. That saving covers a good number of years and 
comes up to fiscal year 1957, and the reduction of the new obligational 
authority for fiscal year 1958 is not intended to reduce the require- 
ments for fiscal year 1958, but to use funds which have been saved in 
previous years. 

Senator Smiru. Then we must admit that there is another point to 
be added to make it clear. If the President had not announced in 
the broadcast that there would be a $500 million saving from the $4.4 
billion figure, then would we have had to consider $4.4 billion plus 
the $500 million. Would it have been 4.9, then ? 

Mr. Saccto. No. We would have asked for 4.4 new obligational 
authority. 

Senator Smiru. Yes. 

Mr. Sacctio. That is all. 

Now, because of the saving periodically up to fiscal year 1957, we 
are reducing the request for | new obligational authority on the basis 
that the $500 million saving, which has been effected up to this 
period, be varried over to fiscal year 1958, and the total will remain, 
new obligational authority plus the 500 million, at 4.4. It would not 
be 4.9. 

Senator Smirn. It would have been $4.4 billion even if that saving 
had not been made? 

Mr. Saccro. That is right. 
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EUROPEAN PROGRAMS CONTEMPLATED 


Of the $3.8 billion in aid which is planned for fiscal year 1958, it 
is anticipated that, apart from any new emergency situations, ap- 
proximately $900 million will directly or indirectly be programed 
for Europe 

(a) About $800 million for military assistance, mostly for Western 
European NATO countries and Spain; 

(d) Defense support in Spain ; 

(c) Technical cooperation in Spain and Yugoslavia ; 

(2) Special aid to (i) cover items essential to the Y ugoslav econ- 
omy, but not obtainable under Public Law 480, for which the Yugo- 
slavs might have to become dependent on the Soviet bloc, and (ii) to 
finance certain technical exchange activities in Western Europe, in- 
cluding a contribution to the European Productivity Agency (EPA) ; 

(e) A program to demonstrate our continued support to West Ber- 
lin, that important jointly administered salient of the free world far 
behind the Iron Curtain, and to finance special programs in East 
Germany. 

Of the total of $800 million for military assistance, only about $340 
million has been programed, even illustratively, for individual coun- 
tries. The balance represents the anticipated [ Jnibed States contribu- 
tions to cover the commonly shared costs of NATO infrastructure, 
NATO military headquarters, and NATO civilian headquarters of 
respectively $109.4 million, $6.55 million, and $2.7 million; most. of 
the $20 million and $40 million which are respectively programed on 
a worldwide basis for facilities assistance and mutu: al weapons develop- 
ment ; a preponderant portion of the approximately $280 million which 
is programed globally for advanced weapons [Deleted.] and, finally, 
the European portion of a variety of miscellaneous costs, such as those 
of packing, handling and crating, and administration. 





DEVELOPMENT LOAN FUND 


The development loan fund, which is not reflected in the figures or 
the chart—those are the charts which show the breakdown in types 
and categories of assistance—is not generally designed to meet the 
needs of the E uropean nations. 

It is expected, however, that in the case of those free European 
countries which might be placed in the lesser-developed category, par- 
ticularly Spain, where the United States does at present contribute to 
economic development, applications for development loans will be 
received and, where the principal criteria of the fund are met, will 
be treated with favorable consideration. Although Yugoslavia would 
be technically eligible for the fund, in view of the other demands on 
the limited sums available from the fund in fiscal year 1958, it is not 
envisaged that Yugoslavia would be considered for large-scale develop- 
ment assistance. 

A few other remarks are appropriate about the European aid pro- 
gram as proposed for fiscal year 1958. 

( Discussion off the record.) 
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TECHNICAL COOPERATION FOR SPAIN AND YUGOSLAVIA 


Mr. Saccto. Second, technical assistance for Spain and Yugoslavia, 
financed in previous years as “technic al exchange” from the appropria- 
tion for “defense support” in E curope, is this year programed for the 
first time as “technical cooperation” and it is to be financed out of the 
single worldwide appropriation for “technical cooperation.” 

I would now like to introduce into the record prepared statements 
by the Honorable C. Burke Elbrick, Assistant Secretary of State for 
European Affairs; Mr. Stuart H. Van Dyke, ICA regional aoe 
for African and European Operations; and Brig. ‘Gen. John S. 
Guthrie, European regional director in the Office ‘of the Assistant 
Secretary of Defense ‘for International Security Affairs. Each of 
these gentlemen is present and prepared to answer questions. 

(The prepared statements referred to are as follows :) 


STATEMENT BY C. BURKE ELBRICK, ASSISTANT SECRETARY OF STATE FOR EUROPEAN 
AFFAIRS, ON Fiscat YEAR 1958 MuTUAL SECURITY PROGRAM FOR EUROPE 


The mutual-security program in the European area is almost exclusively a 
program of military assistance. This assistance is being given not because 
the nations of free Europe are weak, but rather because they are relatively 
strong—strong enough, in fact, to make a major contribution to the total defense 
of the free world. In essence, our assistance to Europe is designed to boost 
Europe’s own defense efforts by helping our allies to meet certain equipment 
and training needs which they cannot meet themselves, and by this means to 
assure the maintenance of a much larger and more economical aggregation of 
defensive power than would otherwise be possible. In other words, our mutual- 
security assistance to Europe is fundamentally an investment in America’s 
own security, no different in purpose from our investment in our own Army, 
Navy, and Air Force. 


THREAT OF COMMUNIST IMPERIALISM 


There is no need to describe in elaborate detail the nature and magnitude of 
the threat to our security which makes these defense measures necessary. 
You know already that the source of this threat is Communist imperialism, 
with the ambition and power of the Soviet Union at its core. You know that the 
Communist empire has already swallowed one-third of the world’s population 
and land area, and is ever alert to opportunities for further expansion. You 
know that the Communist program of aggression proceeds by nibbles as well as 
gulps and that it uses many different techniques—political, economic, and 
psychological as well as military. In fact, the very diversity of Communist 
aggressive techniques sometimes causes people to deemphasize unduly the danger 
of military aggression—to suggest that perhaps we can forget about the mili- 
tary threat for a while and concentrate on countering other types of Communist 
imperialism. 

This idea is potentially very dangerous. I would be the last to underrate 
the importance of being prepared to counteract the various and subtle forms 
of political and economic aggression which the Communist rulers employ. In 
many parts of the world, these forms of aggression present a more immediate 
and more troublesome problem than the prospect of military aggression. At 
the same time, we cannot ignore the fact that the Soviet military threat is 
always with us. Nor has the magnitude of this threat diminished. On the 
contrary, all available evidence indicates that Soviet military power is continu- 
ing to increase, through the introduction of modern weapons and through deter- 
mined expansion of the industrial base which supports its military machine. 
The Soviet Union and its satellites still maintain enormous military forces, 
far beyond any reasonable security requirements. They have an extensive and 
highly dangerous nuclear potential, and are making steady progress in overall 
scientific and technological development. So long as we and our allies maintain 
a strong system of defense, we have reason to hope that the Soviet rulers will 
refrain from using their vast military power—that they will recognize the 
suicidal risks of general warfare and will confine their expansionist efforts to 
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the nonmilitary field. However, this is a hope and not a certainty. Moreover, 
if we should ever let down our defensive guard, we would be handing the Soviet 
rulers an engraved invitation to throw caution to the winds and to reestablish 
military force as the key instrument of their program of conquest. 


APPROACHES TO FREE WORLD DEFENSE 


I believe these facts are generally accepted both by the Congress and the 
public. Virtually no one questions the need for maintaining strong military 
defenses. All of us, however, are properly concerned about the huge cost of 
modern defenses and are anxious to secure the protection we need with maximum 
efficiency and economy. This is one of the main objectives of the mutual 
security program in Europe. 

It became evident some years ago that only two basic approaches to the 
problem of free world defense were available. The first was to let each nation 
try to provide for its protection solely through its own efforts and resources. 
The second was to combine efforts and resources—to share the burdens and the 
rewards of collective action. If the United States had been willing to pay the 
price, we might conceivably have been able to build and sustain a defense 
system which did not involve dependence upon any other country. 

The feasibility of such a defense system has been widely debated, but there 
remains good reason to doubt that the United States could ever survive for an 
extended period of time as an isolated island in a Communist world. In any 
case, one thing is very clear. Even if an isolated defense were feasible, which I 
do not believe is the case, it most certainly would not be cheap. It would be 
about the most expensive kind of defense system we could devise. 

I have occasionally heard people complain about the assistance which the 
United States has given to allied nations, and have heard them ask, “When are 
these countries going to be able to stand on their own feet?” The answer is 
very simple. Most of our allies can stand on their own feet right now, pro- 
vided the United States wants less defense for more money. If the mutual 
security program in Europe should be drastically reduced, it would mean that 
European defense efforts would be much smaller and far less productive, and 
that the total defensive power available for the protection of America and 
Europe alike would be greatly reduced. The only way we could compensate 
for this reduction would be to increase our own national defense expenditures 
by an amount several times greater than the amount of this program. That is 
the story in a nutshell. Those of us who are sincerely interested in achieving 
maximum safety at minimum cost are compelled to recognize that abandon- 
ment of our military assistance programs would not be an act of economy 
but an act of reckless extravagance. 


IMPORTANCE OF FREE EUROPE TO AMERICAN SECURITY 


The special importance of free Europe to American security has long been 
recognized by the Congress. This recognition has been reflected by such meas- 
ures as the Greek-Turkish aid program, the Marshall plan, the North Atlantic 
Treaty, the stationing of American forces in Europe, and our continuing 
programs of military and technical assistance. We have undertaken these 
commitments not merely because of our sincere friendship for the European 
peoples, but primarily because we know that the extension of Soviet control 
over free Europe would be a strategie catastrophe for the United States itself. 

During the last 2 or 3 years, Communist pressures have been more active 
in the Near East and Far East than in Europe, mainly because European 
economic recovery and the development of a strong NATO defense system have 
removed many of the weaknesses which the Soviet rulers once hoped to exploit. 
At the same time, the Soviet rulers are well aware of the fact that free Europe 
remains the most valuable prize that the Communist empire could hope to cap- 
ture. Control of Europe’s factories, mines, laboratories, bases, skilled man- 
power, and worldwide economic interests would give Russia exactly what its 
rulers need most in order to achieve global supremacy. This fact can be vividly 
illustrated by reference to the present industrial ratio between the Western 
World and the Communist world. Today, the United States and free Europe 
combined have a 7-to-2 lead over the Soviet Union and its satellites in industrial 
output. With free Europe under Soviet domination, the Soviet Union would 
immediately gain a 5-to-4 lead over the United States, and this lead would 
tend to increase with the passage of time. I do not know how many Americans 
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are familiar with these figures or their implications, but you can be sure that 
the men in the Kremlin know them. 

Since control of Europe would add so enormously to Soviet strategic capa- 
bilities, our interest in keeping Europe out of Soviet hands is obvious. But 
there is another side of the picture which is not nearly so well understood. 
I refer to the important contribution which the free nations of Europe are 
making to our own strategic capabilities. Too many Americans, I fear, are 
inclined to think of our treaty commitments and assistance programs solely 
as devices for “protecting Europe.” The truth is that we are equally inter- 
ested in the extent to which Europe can help protect the United States. We 
ourselves need many things that Europe has to offer. We need the help of 
its military manpower. We need its strategic bases, which put us 4,000 miles 
closer to the heart of Soviet power than Russia is to us. We can profit from 
European science and technology, which has played so important a part in the 
advance of civilization, including the development of nuclear energy. We need 
to have Europe’s sizable industrial establishment alined with our own. Finally, 
we need the substantial financial contribution which the European nations, 
despite their limited resources, are making to the joint defense effort. 


NATO 


By active participation in the NATO defense system and by providing selected 
military assistance, we have made it possible for our European allies to main- 
tain a truly significant defense establishment. As President Eisenhower re- 
cently pointed out, in addition to our own forces, NATO now has more than 
80 trained divisions, active and reserve, with some 5,000 modern aircraft and 
600 major naval vessels. Equally important, at least from the standpoint of 
the American taxpayer, is the fact that the European governments are bearing 
the lion’s share of the cost of these forces. During the 7 years of the NATO 
buildup, our European allies have contributed 85 percent of the total cost 
of their defense programs and have supplied roughly 60 percent of the materiel 
for their forces. Last year the combined defense expenditures of the European 
members of NATO reached an alltime high of more than $13 billion, compared 
to about $6 billion in 1949, the year NATO was established. 

Even in this modern age of astronomical defense costs, $13 billion is not a 
sum to be lightly dismissed. It represents a very substantial addition to our 
own defense expenditures. At the present time, the European nations are 
contributing almost $8 from their own defense budgets for every dollar’s worth 
of military assistance we are giving them. From our own selfish standpoint, we 
could hardly ask for a better bargain. Moreover, we must remember that the 
particular forms of assistance we are providing are essential in order to make 
Europe’s own defense efforts successful and meaningful, and that the loss of 
this assistance would tend to undermine the entire defense structure that has 
been so painfully erected in Europe. 


DEFENSE PROGRAM LEVELS OF EUROPEAN ALLIES 


It is natural that some Americans will wonder why the relatively small amount 
of American assistance being requested is so important to the total European 
effort. For example, someone may ask why the Europeans can’t increase their 
own budgets and eliminate the need for American assistance altogether. Un- 
fortunately, the problem cannot be solved so simply. In the first place, the 
defense programs of most of our European allies are already near the levels 
which they can sustain without serious political and economic strain. The 
average European taxpayer, despite Europe’s economic progress in recent years, 
still earns only about one-third of the income of the average American taxpayer. 
He is also paying a larger percentage of his income in taxes than the average 
American. His national economy is far more dependent upon foreign trade and 
investment than the American economy, and his nation’s financial structure 
is less stable. He is more easily affected by relatively small shifts in economic 
trends at home and abroad. No nation can have an effective defense system 
without a sound economic base. While we constantly encourage contribu- 
tions by allied governments up to the extent of their economic capacity, it would 
be counterproductive to seek contributions beyond this point. 

Even if our European allies were able to increase their defense efforts sub- 
stantially, American military assistance would remain vital to the effectiveness 
of these efforts. The value of any nation’s military forces depends increasingly 
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upon its possession of modern weapons and its ability to employ modern tech- 
niques of warfare. The importance to our European allies of such items as 
guided missiles, the more advanced types of aircraft, and up-to-date electronic 
equipment can hardly be exaggerated. Unfortunately, most of our allies are 
unable to produce these things for themselves, regardless of the level of their 
military expenditures. Nor can they provide for themselves the highly special- 
ized training that modern weapons and techniques involve. They simply do not 
have the physical resources required for large-scale technological research and 
development. They are, therefore, compelled to look to the United States for 
these things. At the same time, most of them cannot afford to use their limited 
store of dollars to buy the needed items. Most of them suffer a chronically 
adverse balance in their normal commercial relationships with the dollar area 
and do not have any dollars to spend on military equipment and training. Thus, 
United States military assistance is the only feasible way to insure that allied 
nations have certain key items that will make their own defense expenditures 
worthwhile. 

This point is highly significant, both in a psychological sense and a direct 
military sense. Allied governments could hardly be expected to continue spend- 
ing large sums of money, drafting large numbers of young men into the armed 
forces, devoting factories and other facilities to military production, building 
expensive bases and providing valuable real estate for allied bases, and doing 
the other things required for an effective defense program if they should decide 
that all these efforts do not add up to any significant result. Unless they can 
have reasonable assurance that their defense programs will actually be meaning- 
ful under modern conditions of warfare, it is natural that many will feel that 
the game isn’t worth the candle—that they might as well abandon their defense 
programs altogether, or at least limit themselves to a token effort. On the other 
hand, so long as our European allies have reasonable assurance of being able 
to obtain modern equipment and training, they know that their efforts have 
meaning, and they can, therefore, be expected to continue to participate actively 
in the common defense system—a defense system that affords us a degree of 
protection worth many times the amount of our contribution. 








ACHIEVEMENTS OF NATO 


So far, the NATO alliance has been one of the most successful undertakings 
in history. Its success is reflected, not only by the development of the military 
strength already described, but also by other achievements. 

Most important, of course, is the fact that the war which many Europeans 
feared a few years ago has not occurred. Furthermore, the Communist tide 
that was sweeping westward in the early postwar years has been stopped cold ; 
not another inch of European territory has fallen under Communist domination 
since NATO was formed. In an important sense, this tide has actually been 
reversed, because it is evident that NATO exerts a profound psychological in- 
fluence on Eastern Europe. By developing a real position of strength, NATO has 
contributed indirectly to the Soviet agreement to restore independence to Austria, 
and has helped maintain the hope for eventual freedom in the hearts of the 
satellite peoples. If NATO remains a center of strength, there is reason to hope 
that the Russian rulers will gradually come to realize that their own best in- 
terests are served by more reasonable policies. Our chances of obtaining a safe 
and workable arrangement for controlled disarmament, for example, will depend 
in no small degree upon the continuing strength of NATO. 

NATO has also stimulated more active cooperation in various fields among 
the Atlantic nations themselves. Increasing attention, as you know, is being 
given to the pelitical, economic, and cultural relationships among member na- 
tions. Political consultations in NATO during the past year have been more 
extensive and more profitable than ever before. Similarly, NATO has afforded 
a protective umbrella under which the European nations have been able to 
make steady progress toward internal political stability, economic health, and 
integration among themselves. Since 1950, the value of total economic produc- 
tion in Western Europe has risen by an even larger percentage margin than in 
this country. Governments have become more stable. The strength of local 
Communist Parties and fellow-traveling elements has steadily declined and 
has now reached a postwar low in most countries. Meanwhile, the European 
nations have continued their efforts to achieve closer economic and political 
unity ; the treaties now pending for the creation of Euratom and a common mar- 
ket represent an outstanding example of this progress. I would not suggest 
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that NATO deserves principal credit for all these favorable developments, but 
it has contributed significantly to all of them. 

While we have grounds for genuine satisfaction at NATO’s accomplishments, 
it would be a grave error for us to become overoptimistic or complacent about 
the European scene. The Congress is aware that we still face many problems 
and difficulties in that area, and that some of these are serious indeed. 


ECONOMIC SITUATION IN EUROPE 


I have already referred to Europe’s limited economic capabilities. Compared 
to the situation in which it found itself 10 years ago, Western Europe today is 
a picture of economic health. Many observers were agreeably surprised when 
the European nations demonstrated their ability to live through the Suez crisis 
without economic disaster. However, the overall economic situation in many 
parts of free Europe remains precarious. This is inevitable where foreign trade 
is a matter of life and death and where a nation’s population is constantly 
threatening to outrun its basic resources. 

Our mutual security program for Europe, of course, is not directly concerned 
with these economic problems. Economically speaking, our European allies are 
now standing on their own feet. Most of them have received no economic assist- 
ance for several years, and the proposed program for fiscal year 1958 contains 
only a few relatively small items that can be labeled “economic” in any sense. 
Nevertheless, it is essential that we continue to watch economic developments in 
Europe very closely, since these developments obviously affect NATO military 
cooperation as well as other relationships with Europe. 


CURRENT PROBLEMS IN MILITARY FIELD 


Our current problems in the military field can be traced to a combination of 
economic, political, and technical factors. The incredible sweep of present-day 
technology requires constant revision of military plans and constant attention 
to the progressive modernization of defense forces. NATO strategic planning 
is necessarily based on the assumption that Soviet aggression against the 
European area would be resisted with the most modern weapons and techniques 
available. Unfortunately, most of our European allies still have considerable 
distance to go in developing up-to-date forces and thus are not yet in a position 
to make their maximum contribution to the joint system of defense and 
deterrence. 


BRITISH MILITARY CUTBACK 


The military situation in Europe, as you know, has also been complicated by the 
recently-announced cutback in the military establishment of the United Kingdom. 
The reasons for this cutback are predominantly economic. For some years, the 
United Kingdom has been maintaining a higher level of defense spending than 
any other NATO country except the United States, and has been doing this in the 
face of the fact that Britain’s per capita income is about one-half that of the 
United States. In recent months, moreover, the United Kingdom has suffered a 
severe and continuing drain in its gold and dollar reserves—a drain which began 
even before the Suez crisis and was accentuated thereby. In view of these facts, 
it is not difficult to understand Britain’s decision to reduce defense expenditures. 
They have, however, attempted to maintain equal defensive strength, and we 
would hope that any other NATO government which might similarly reorganize 
its defense program would likewise concentrate on maintaining defensive 
strength. 


GERMAN MILITARY BUILDUP 


We are also concerned that the buildup of German military forces is not 
progressing as rapidly as we had hoped. While not denying previous commit- 
ments to NATO for a total of 500,000 men, the German Government has indicated 
that budgetary, political, and technical considerations made it impossible to 
indicate at this time when these goals will be reached. In appraising the delays 
we must nevertheless recognize the real political problems which rearmament 
presents in Germany, where memories of Germany’s bitter experiences in two 
World Wars are still fresh, and where the opposition parties in an election year 
have been able to make a major issue of the rearmament program. We do not 
doubt the German Governmeni’s determination to fulfill its defense commitments, 
much as we regret the delays which the buildup has encountered. 
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NATO’S POLITICAL PROBLEMS 


In addition to its economic and military problems, NATO has also been con- 
fronted with difficult political problems. The political differences which occa- 
sionally arise among the Allies receive a great deal of public attention, sometimes 
more than is justified. However, differences such as those resulting from the 
military action in the Middle East and from the Cyprus dispute cannot be lightly 
brushed aside. The political strains caused by the Middle Eastern crisis have 
now been largely repaired, but we must anticipate recurring political differences 
within the Atlantic family, particularly with respect to issues involving relations 
with non-European areas. The important thing to remember is that we should 
not exaggerate these differences. None of them has impaired the fundamental 
solidarity of NATO. In fact, NATO has often served as a useful instrument 
for minimizing their consequences. 


SOVIET CAMPAIGN TO SOW DISSENSION AMONG ATLANTIC ALLIES 


Another problem that requires special attention is the unceasing campaign of 
the Soviet Union and its political henchmen to sow dissension among the Atlantic 
Allies, to frighten governments and peoples into a state of neutralism and to 
convince Europeans that it would be advantageous to seek an accommodation 
with the Soviet Union on Soviet terms. Recent Russian moves in this direction 
have been rather crude, as exemplified by the warning notes sent to various 
allied governments. The firm replies sent by various NATO countries show that 
the effect was just the opposite of what the Russian rulers hoped for. Neverthe- 
less, We must expect this campaign to continue without abatement, and perhaps 
in a more subtle fashion. Communist influence in Europe was dealt a severe 
blow by the bloody Soviet suppression of the revolution in Hungary and the 
Soviet rulers are now seeking desperately to recover the tactical position they 
enjoyed before the Hungarian tragedy. Someday they will learn that they can- 
not have their dove of peace and eat it too. 


DOING OUR PART IN NATO 


There are many other difficult problems which we must deal with during the 
months ahead. As I told this committee last year, NATO just isn’t the kind of 
operation that we can ever expect to wrap up and forget about. It demands 
constant attention and constant effort by every member, including ourselves. 
However, past experience gives us every reason for confidence in our collective 
ability to solve the problems now confronting us and to move forward steadily 
toward a stronger and more advantageous relationship. So long as the United 
States remains determined to do its part to make the alliance a success, I believe 
the other members will do likewise. 

Obviously, “doing our part” involves a great many things other than the mili- 
tary assistance program. I am thinking of such things as the maintenance of 
our own foreign military forces in Europe, our willingness to consult and deal 
with our allies as equals, and our attitude on various policy issues that affect 
their vital interests. The process of doing our part runs the whole gamut of 
our European diplomacy. However, it is clear that mutual security assistance 
is an indispensable element in this process. 


AID PROGRAM FOR EUROPE 


I will not attempt to describe in specific detail the projected use of the funds 
now being requested. Officials of the Department of Defense will be prepared to 
provide detailed information on this subject. However, I would like to call 
attention to the following key points: 

The bulk of the European program is designed to provide military and defense 
support assistance to European countries, primarily our NATO allies, with 
emphasis again this year on modern weapons. The proposed mutual defense 
assistance programs, when the European share of various global programs are 
included, amount to approximately $908 million out of the total mutual security 
program for Europe of about $945 million. The remainder of the proposed 
program is primarily for special programs in Yugoslavia and West Berlin, plus 
modest but important technical cooperation and exchange programs. 

The defense support program in Spain is, of course, closely related to our 
agreement with that country for the construction and joint use of important 
naval and air bases. We are also proposing a small technical assistance program 


92528—57 25 








378 MUTUAL SECURITY ACT OF 1957 


in the amount of $1 million, funds for which are requested under Title III: 
Technical Cooperation. 
AID TO YUGOSLAVIA 


In the case of Yugoslavia, we are requesting special assistance plus $2.5 
million for technical cooperation. Although Yugoslavia is not allied with the 
United States, we continue to have a very great interest in this country’s ability 
to maintain its independence’ As the only country that has successfully pulled 
away from the Soviet orbit, Yugoslavia exercises a great psychological influence 
upon the entire satellite area, and the maintenance ef its independence is, there- 
fore, of special importance at this time. 

Although our assistance to Yugoslavia is relatively small, there have been 
oceasional objections to this assistance on the grounds that Yugoslavia is still 
a Communist country. There can be no question about the fact that its Gov- 
ernment is founded upon the Communist philosophy and that we have no sympa- 
thy for this philosophy. However, Yugoslavia has successfully resisted Soviet 
efforts to bring it again into the Soviet political and military system. Moreover, 
it is important to remember that Yugoslavia, unlike Russia and its puppet states, 
is not engaged in efforts to force its philosophy upon other countries. It has 
maintained a position of true neutrality. In the meantime, its need for outside 
assistance remains acute, because it is spending a very large portion of its 
national income for defense. The essential question facing the United States, 
therefore, is not whether we agree with Yugoslavia’s political and economic 
philosophy, but whether we want Yugoslavia to be able to stay independent. I 
believe our national interests in this matter are clear. 


AID FOR WEST BERLIN 


Little needs to be said ahout the special economic assistance requested for 
West Berlin. Many Members of the Congress have had an opportunity to visit 
this key western outpost, and fully understand its strategic and psychological 
importance. Because of its isolated geographic position, West Berlin will con- 
tinue to face extraordinary economic difficulties, and we are determined to do 
whatever is necessary to assure its survival. 


ADMINISTRATIVE CHANGES 


Secretary Dulles has already described certain proposed changes in the mutual 
security legislation which are designed to improve the operation of the program. 
Some of these changes, such as the establishment of a development loan fund 
under title II of the act, would have little impact upon the European area. On 
the other hand, the changes which are aimed at a clear-cut separation between 
military and economic assistance should prove highly beneficial to European 
operations. First, we propose that the concept of “defense support,’ which has 
caused some confusion in the past, be redefined to exclude all forms of aid not 
directly related to military purposes of other countries. Next, we propose that 
the funds for defense support, together with the funds for military equipment 
and training, be appropriated to the Department of Defense under a continuing 
authorization. 

These changes would have both psychological and administrative advantages. 
It makes no sense for us to regard our contributions to collective military pro- 
grams as aid, intended primarily to benefit the receiving nation, and as having 
no relation to our own defense needs. There is no logical reason, for example, 
why we should pay the costs of keeping American troops in Europe from Defense 
Department funds and, at the same time, handle in a separate appropriation 
funds to help and train the Allied troops who stand beside them. Our national 
safety depends upon the effectiveness of the whole defense system—not just our 
own part of it—and we should act accordingly. Whenever the executive branch 
finds that military assistance to another friendly nation is an efficient way to 
strengthen America’s total defenses, it should have authority to request appro- 
priations for this purpose, in the same manner as it now requests appropriations 
for strictly national defense programs. By the same token, it is logical that 
funds actually granted for this purpose be treated in connection with the overall 
appropriations of the Defense Department. I am convinced that this arrange- 
ment represents a straightforward and businesslike approach to the problem. 
It will eliminate misunderstanding as to the true function of military assistance, 
will facilitate the coordination of national and international defense activities, 
and will provide a sound basis for long-term planning. 
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RELATIONSHIP OF MUTUAL SECURITY PROGRAM TO NATIONAL SECURITY 


In conclusion, I would like to repeat what I said at the very beginning. The 
mutual security program in Europe is an. investment in our own national 
security. It has proved to be an extraordinarily profitable investment—an 
investment on which the dividend rate has steadily increased. Those of us 
who are aware of the intense interest of the President and the Congress in 
achieving maximum economy in governmental expenditures are anxious to 
cooperate in every reasonable and practical way. But we are equally anxious 
to avoid false economies. In times of budgetary stress, it is a matter of com- 
monsense to cut down on luxuries, but it makes no sense whatever to liquidate 
a paying investment. I am confident that the Congress will agree with this 


principle. 





STATEMENT or Stuart H. Van Dyke, REGIONAL DrREctTOR FOR AFRICA AND 
Europe, INTERNATIONAL COOPERATION ADMINISTRATION 


ECONOMIC SITUATION IN EUROPE 


Europe’s economic situation—The success of our past economic progrmas in 
Western Europe becomes increasingly evident with the passage of time. Dur- 
ing recent years, the European economy has been growing at a rate approxi- 
mating that of the United States. Gross output of the OEEC countries in 
1956 was about one-fourth greater than in 1951. The total volume of imports 
into the OEEC area in 1956 was about 78 percent above 1948 and 44 percent 
above prewar. The corresponding increases in intra-European trade were 
160 percent and 82 percent, reflecting the gradual removal of intra-European 
trade and payments barriers. 

The interrelated advances in Europe’s trade, productivity and output have 
permitted per capita consumption to rise by almost 30 percent between 1948 and 
1956. - These advances have also encouraged Western European nations to take 
an increased interest in the economic problems of the newly developed areas 
of the world—areas whose economic growth is of great interest to the United 
States. In 1955, for example, the flow of public and private capital from 
Western Europe to these less-developed areas is estimated to have been approxi- 
mately $1.4 billion, of which about $600 million came from private sources. 

United States economic cooperation with Europe and the accompanying Euro- 
pean economic growth, have also created a favorable environment for cooperation 
in the defense sphere through NATO and other joint defense arrangements. 

The two most important developments affecting the economy of Europe in the 
past year have been the Suez crisis and the significant progress toward more 
effective European economic cooperation. 


SUEZ CANAL CRISIS 


The heavy economic blow represented by the closing of the Suez Canal was 
successfully weathered because of the increased strength gained by the European 
economies in recent years, and because of the well-ingrained habits of coopera- 
tion developed over the postwar period. The European economy was already 
beginning to show signs of inflationary strain when the Suez crisis erupted. 
Prices were rising at an increasing rate and in some countries, notably France 
and the United Kingdom, heavy pressure on foreign exchange reserves had been 
experienced. The very large surplus position of Germany in the Buropean 
Payments Union was also giving rise to concern about the structure of economic 
relations between Germany and the rest of Europe. 

The closing of the canal and other developments in the Near East and North 
Africa aggravated these problems. Belt-tightening and other self-help measures, 
and cooperative United States-European efforts to coordinate the procurement 
and allocation of oil supplies, served reasonably well to meet the situation for 
most countries. More extensive measures have been necessary for the United 
Kingdom and France. The entire United Kingdom quota in the International 
Monetary Fund has been put at the disposal of that country; the British have 
obtained a fully secured loan of $500 million from the Export-Import Bank: 
and the President has requested and Congress has acted to permit the postpone- 
ment of up to 7 annual payments due under the Anglo-American financial agree- 
ment of 1946, and 1 payment has actually been postponed. Im addition, the 
German Government has made various financial arrangements beneficial to the 
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United Kingdom. France has also been given access to IMF resources and has 
secured a short-term loan of $100 million from United States commercial banks. 


MOVES TOWARD EUROPEAN UNITY AND COOPERATION 


A most encouraging development during the past year has been a series of new 
initiatives taken by European nations, including the United Kingdom, toward 
closer unity and cooperation. These moves were all initiated before the Suez 
crisis, but the crisis gave European governments and peoples a new sense of 
urgency regarding the need for strengthening the basis of both Huropean and 
Atlantic cohesion. 

While these initiatives have been in the economic and technical field, they have 
significant political implications for European and Atlantic unity. Beginning 
with the Marshall plan and the establishment of the OEEC and the EPU, the 
United States has consistently supported programs toward freer, nondiscrimi- 
natory, multilateral trade, and convertibility of currencies. This policy has been 
based upon the conviction that European economic cooperation can help create 
strength and unity of purpose as a bulwark against Communist subversion or 
aggression, and can make Europe a more effective partner of the United States. 
It can also contribute toward expanded levels of trade and material well-being 
in Europe and throughout the free world. 


COMMON MARKET PROPOSAL AND EURATOM 


Significant progress has been made recently in several major areas. The six 
nations already joined in the European Coal and Steel Community (France, 
Italy, Germany, Belgium, Luxembourg, and the Netherlands) have completed 
negotiation of treaties to establish a common market and a community for 
common development of nuclear energy for peaceful purposes (EURATOM). 
EURATOM, in addition to being a step in the direction of European unity, will 
provide for the efficient development of nuclear power on a regional basis. 
During the next decade this arrangement can make a major contribution to 
meeting Europe’s growing long-term energy needs. The same is true of the 
nuclear energy work of the OEEC. Under the common market, substantially 
all barriers to trade among the six would be eliminated over a 12- to 15-year 
period, and common tariff levels would be applied to outside countries. The 
common market will extend beyond the trade field to provide for harmonization 
of economic and social policies among the six. It is hoped that the EURATOM 
and common market treaties will be ratified by national parliaments during the 
course of 1957. 


PROPOSAL FOR FORMATION OF BROAD EUROPEAN FREE TRADE AREA 


A third major initiative is the proposal for formation of a broad European 
free trade area, an important step toward closer relations between the United 
Kingdom and the Continent. Negotiations to establish the free-trade area are 
now beginning in the OEEC in Paris. Under the proposal, the United Kingdom 
and other interested OEEC countries would be associated, on a multilateral basis, 
with the more tightly-linked six-nation common market. The plan contemplates 
elimination of barriers to internal trade among member nations on a wide range 
of products, but, except for the six members of the common market (who would 
constitute in effect a single unit of the free-trade area), member countries would 
be free to vary their tariffs toward nonmember countries, 

The total effect of past economic programs has been to add to United States 
security and to enhance United States economic growth, directly and indirectly. 
The security effect is evident. The economic implications may not be so readily 
apparent. European economic growth and United States growth support each 
other, both through direct trade between these areas and through Europe’s as- 
sistance to the growth of other areas trading with United States. The value of 
commodity trade between Europe and the United States increased by 75 percent 
from 1950 to 1956. Moreover, Europe’s ability to support large defense estab- 
lishments and to assist in the economic development of less developed countries 
tends to reduce the economic burden on the United States. 


AMOUNT REQUESTED FOR EUROPE 


The proposed fiscal year 1958 program.—The proposed fiscal year 1958 pro- 
gram for Europe is, as in recent years, directed at a few specific situations re- 
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lated to United States strategic interests. The proposed fiscal year 1958 total 
of $63.4 million for defense support, special assistance, technical cooperation, and 
joint control areas is a sharp drop from the estimated $115.3 million for the 
comparable programs in fiscal year 1957, the latter having been further increased 
by certain section 401 assistance for requirements that were unforeseen at the 
time of last year’s mutual security presentation. Fiscal year 1957 estimates will 
be still further increased by the proposed program for Poland. Such con- 
tingencies may of course recur in fiscal year 1958, in which case special assistance 
funds would be used to supplement the $63.4 million illustrative program pre- 
sented at this time. 
AID FOR SPAIN 


As in recent years, the largest part of the fiscal year 1958 program is for 
Spain. The Spanish program includes both defense support and technical 
cooperation, the illustrative amounts and program detail being provided in your 
presentation materials. The purpose is to strengthen Spain’s capacity for co- 
operation with the United States in the construction and use of military bases 
and to assist further Spanish economic integration with the rest of Western 
Europe. The defense support program and a Public Law 480 sales program will 
complement each other in bringing essential commodity imports into Spain, 
largely surplus agricultural commodities, and also in generating local currency 
proceeds for Spanish economic development uses and for United States military 
and other uses. A $1 million technical cooperation program will continue prior 
year programs to assist Spanish industry and agriculture to learn improved 
techniques. 

The programs proposed for Spain plus anticipated Public Law 480 sales should 
help substantially to alleviate her currently pressing problems of economic 
instability. The latter take the form of growing inflation and a balance of pay- 
ments deficit. Spain would also be eligible to seek financing from the develop- 
ment fund for sound development projects. 


AID FOR YUGOSLAVIA 


The fiscal year 1958 program includes some special assistance for Yugoslavia, 
as shown in the classified presentation materials. The emphasis will be on 
commodities needed from the dollar area to break production bottlenecks. This 
program, together with anticipated title I, Public Law 480 shipments, is intended 
to enable Yugoslavia to obtain its minimum economic requirements from abroad 
without undue reliance on the Soviets. This and a $2.5 million technical coop- 
eration program would expand the mutually advantageous contracts between 
Yugoslavs and the United States and our European allies. 

I would like to note a technical shift in the funding of technical assistance 
activities in both Spain and Yugoslavia. In line with the rearrangement of aid 
categories, these programs are being shifted from defense support to technical 
cooperation appropriations. The activities involved are like those funded from 
technical cooperation funds in other regions. 


EUROPEAN TECHNICAL EXCHANGE PROGRAM 


The fiscal year 1958 program also proposes to continue the European technical 
exchange program on a slightly reduced scale. This would maintain United 
States support for the highly successful and growing cooperative effort of the 
OEEC countries to strengthen institutions and practices generating increased 
productivity. The European Productivity Agency and national institutions to 
promote productivity have taken root and their programs have won increasing 
support. The economic growth objective of this program will also be supported 
by the other fiscal year 1958 aid programs, and by the various regional coopera- 
tive activities previously mentioned. Aside from the economic advantages to 
the United States of a high rate of growth of European output, which I mentioned 
earlier, this growth is a vital factor in maintaining Western security against 
possible encroachments by the Soviet bloc. 

Similarly, the dual purpose of strengthening the interrelated economies of 
Europe and the United States and also their mutual security will be served by 
some new European initiatives to accelerate the training of scientific and 
technical personnel. The United States has been cooperating in NATO and 
OEEC analyses of western needs and of similar Soviet-bloe activity in this 
field, and the proposed fiscal year 1958 mutual security program includes a 
proposed small United States contribution to European programs designed to 
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help close a widening gap between western requirements and estimated avail- 
abilities of highly skilled manpower. Special assistance funds would be uséd 
to finance training and related activities as illustratively programed in the 
presentation book, including minimal training aids and equipment. United 
States assistance and participation in the development of the proposed scientific 
and engineering manpower activities would help them get off to a strong and 
well directed start. 

Sufficient flexibility is contemplated in the latter program so that funds could 
also be utilized outside the OEEC in the event that Euratom regional training 
programs are developed in time for United States financial consideration in 
fiscal year 1958. The ICA has arranged to work closely with the National 
Science Foundation and other interested agencies in carrying out these program 
activities. 

JOINT CONTROL AREA PROGRAMS 


Finally, it is proposed to continue certain joint control area programs, which 
totaled $18.9 million in fiscal year 1956 and $12.2 million in fiscal year 1957, 
on a slightly reduced scale. This would maintain previous programs in Berlin, 
plus some technical assistance in Austria. Except for the small technical 
assistance portion of this program, the dollars will be used to purchase surplus 
agricultural commodities for sales to West Germany under section 402, and 
the local currency proceeds will be employed in the Berlin programs. Mr. 
Elbrick has already explained the importance to the United States of continuing 
these joint control area programs. 

It is crucial to our interests that Europe remain strong and firmly allied to 
the United States. While this objective, during the immediate future, can be 
achieved without substantial economic assistance, our concern with Europe’s 
economic growth will continue, since Europe remains vitally important to the 
United States as a military ally, a customer, and a source of capital for the newly 
developing areas of the world. 


STATEMENT OF Bric. GEN. JOHN S. GUTHRIE, DIRECTOR, EUROPEAN REGION, OFFICE 
OF THE ASSISTANT SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


Mr. Chairman and members of the committee, as you have heard previously 
from Assistant Secretary of Defense Sprague, the support provided to the 
nations of Western Europe through the military assistance program has enabled 
them to develop, with us, a collective security posture unparalleled in the history 
of the world. The maintenance and strengthening of this powerful deterrent 
to Soviet aggression are essential parts of the free world’s effort to find the way 
to a reliable peace. To this end, continued assistance to the members of the 
North Atlantic Treaty Organization and to other nations of Western Europe are 
important elements of the President’s mutual security program for fiscal year 
1958. 

I should like to discuss with you today the accomplishments of our programs 
of military assistance to the nations of Europe, and particularly to those nations 
which are members of NATO, in terms of both the efforts we have made and the 
results we have to show for them. 

I shall also outline for you the major requirements which our fiscal year 1958 
program for Europe is designed to fill. I will limit my remarks to the ma- 
teriel and training portions of the military assistance program. 


COMMUNIST THREAT 


This is a particularly critical time for consideration of the problems which 
the mutual security program is designed to help solve. About a year ago, the 
possibility appeared that the Soviet Union had abandoned its technique of overt 
aggression and undisguised threat in favor of greater emphasis on economic 
penetration. However, its cleverly designed campaign of soft words and smiles 
soon gave way to overt action in Hungary, as well as open threats against NATO 
members which had indicated their willingness to accept for their own defense 
weapons with an atomic capability. 

This course of events has shown us two things which we must always keep 
firmly in mind: First, we know that we must be flexible enough to meet Com- 
munist-inspired attacks which may take a wide variety of forms and may come 
in any of a great number of places. Second, we know that there is no essential 
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change in the ultimate Communist goal of world domination. We must recog- 
nize realistically the challenge posed by these factors, and we must respond to it 
with all of our imagination and all of our resources. 


NATO’S ACCOMPLISHMENTS 


For the past 7 years, we have been working toward the development of a uni- 
fied force in NATO which would be capable of meeting the growing threat of 
communism. As a result of the combined efforts of ourselves and our European 
allies, we have attained a position of strength which not only involves forces 
very much larger than those we had in 1949 but also tremendously superior in 
quality and effectiveness. When the North Atlantic Treaty Organization was 
created, the forces of the European member nations were weak, ill-equipped and 
poorly organized. They consisted of small national contingents prepared by 
neither training nor experience to participate in a common strategic plan for the 
defense of Western Europe, and indeed, had in common only a mutual fear of ag- 
cression from the east. 

Since that time, by pooling their resources and by working together toward 
common goals, the countries of NATO have achieved much more in terms of 
military strength than any one of them could have obtained solely through its 
own efforts, and they have done this at a fraction of the price that any one nation 
would have to pay for such strength. Contrary to the impression of many of 
our citizens, the United States has by no means footed the entire bill for re- 
arming Europe. Our partners in NATO have made contributions to the com- 
mon-defense effort very much in excess of the amounts we have spent for mili- 
tary assistance to them. 


POSSIBILITY OF REDUCED DEFENSE EXPENDITURES OF NATO ALLIES 


A comparison of the contributions of the European countries and our own 
MAP assistance to them shows that these countries have spent about $6.35 
to help themselves for each dollar we have spent to help them. This com- 
parison was set forth graphically and dramatically in chart III of the presenta- 
tion by Assistant Secretary of Defense Sprague. 

There have been indications that some of our NATO allies may be forced 
by economic circumstances to reduce their defense expenditures somewhat in 
the near future. Also, local political conditions sometimes induce attacks 
upon local defense budgets, especially in smaller countries with no greater 
military tradition or potential. It is not always easy to educate their voters 
as to the wisdom of expenditures for which they can see no immediate and 
tangible return. However, it is anticipated that the overall expenditures of 
the NATO countries will remain in fiscal year 1958 approximately at the same 
level as they were in fiscal year 1957. 


CANADA’S NATO CONTRIBUTION 


It is also proper to point out that the United States is not the only nation 
that is contributing to the support of the European NATO countries. The 
Dominion of Canada has rendered substantial assistance to our common partners 
during the years since the establishment of the treaty organization. In the 
7 years ending in March of this year, Canada has provided almost $11% billion 
in military assistance and training to European NATO countries. Considering 
the size and productivity of our two nations, this compares favorably with the 
almost $12% billion which has been furnished by the United States during 
the same period. 

GERMAN MILITARY BUILDUP 


I should like in this general survey to draw attention to two very special 
developments in the case of the German Federal Republic. 

First, Germany’s outstanding economic recovery has now made possible a 
complete transition from grant aid to direct purchase in the procurement of 
materiel. I shall speak later of the large orders already placed under a 
reimbursable military assistance agreement negotiated last fall. Meanwhile. 
deliveries under the past grant aid commitment made in 1953 and confirmed in 
October 1954 are still being made, phased to the progress of the German buildup. 

Secondly, the point has now been reached that a number of German di- 
visions, with very real although as yet limited combat capabilities, can soon 
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be committed to NATO. This is true in spite of certain delays in the rate 
of buildup. Thus, our grant aid assistance, supplemented by current German 
procurement on a reimbursable basis, has laid the foundation for a sub- 
stantial and increasing contribution to the defense of Western Europe. 


MILITARY ASSISTANCE PROGRAMS FOR WESTERN EUROPE 


The fiscal year 1958 program of military assistance for Western Europe has 
been developed for the purpose of modernizing the forces of NATO, main- 
taining the needed conventional forces, and carrying on our essential aid pro- 
grams in several non-NATO European countries. Our fund request for all of 
these countries, excluding the new weapons program for which country allo- 
eations have not yet been made, is $338.5 million. Of this amount, $282.4 
million is for the support of the NATO countries of Western Europe, less 
Greece and Turkey. 

WEAPONS MODERNIZATION PROGRAM 


In recent months much has been said and written about ‘new weapons” or 
“modern weapons”. What, specifically, do these terms mean? 

As used in the Defense Department, we consider the terms “new weapons” 
or “modern weapons” to refer either to weapons which have a nuclear capability, 
or which include advanced and closely controlled new techniques, generally 
in the field of electronics, such as certain types of early warning or antisub- 
marine detection devices. For the purpose of this presentation, the moderniza- 
tion program for 1957-58 includes Century series aircraft, missiles such as 
the Nike, the Matador, and the Honest John, and other items. 

The new weapons portion of the fiscal year 1958 program is designed to help 
our partners effectively meet their commitments for the NATO field force and 
to provide the deterrent power which is necessary to meet the continuing tech- 
nical advances of the Communists. Within the country programs, which will 
be presented later, there is a total of $18.1 million for the new weapons. Over 
and above this, we are requesting $296.5 million, not yet broken down among the 
NATO countries. 

Also, we feel that much value will accrue to us in the long haul, since to 
acquire modern weapons, as Secretary Wilson has previously stated, nations 
must assume a greater share of the support of conventional forces. 

The maintenance aspect of the proposed program will help our allies to main- 
tain the investment which we and they have already made in the forces of NATO 
Western Europe, and will provide continuity and balance within the forces 
as we proceed with new weapons modernization. We are requesting $118 million 
for this purpose. 

For the third aspect of the program—assistance to non-NATO areas such as 
Spain and Yugoslavia—$s86.1 million is requested. I will discuss these country 
programs a little later. 


DECREASING AID TO EUROPE 


Before I go into a country-by-country breakdown of the overall-aid program, 
it might be well to draw attention once again to the continually decreasing 
percentage of the entire program devoted to Europe. Whereas in 1950, Europe 
received 79 percent of the total military assistance program, now, in 1957, it 
gets only 25 percent. This reduction was made despite the relatively high cost 
per soldier for pay, food, housing, and clothing in the NATO countries—from 
$420 in Portugal to $2,504 in Germany. These figures are much cheaper than 
the annual cost of a United States GI—$3,511—but still expensive when com- 
pared with the soldiers of Mideast and Far East countries whom we equip. 

Thus, as we discuss fiscal year 1958, it is clear that the European part of our 
worldwide military assistance, apart from the modern weapons program, is being 
reduced. Percentage of deliveries of programed items by category is as follows: 

Percent 

Ammunition (small arms) 86 
thn ink etn tictasndteintbenciswisawe thaws sha paccbaaala enn eh phate malate 82 
Aircraft 82 
Tanks 99 
95 

Data showing just how far we have approached our goals in terms of combat- 


ready divisions, air squadrons, and ships can be furnished the committee in 
executive session. 
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Now let us consider on a country-by-country basis, some of the European 
nations: 
AID TO ITALY 


Italy for instance illustrates our programs of military assistance through- 
out the NATO area. 

Italy is a major factor in United States security interests in Europe by 
virtue of its strategic location dominating the Mediterranean Basin, and as a 
result of the numerous facilities it has provided to NATO and United States 
forces. Italy continues to demonstrate its fidelity and dedication to collective 
security by the forces it contributes to NATO and by its strong support of 
United States objectives. 

The Italian armed forces, through the efforts of the Italian people and assisted 
by the fiscal years 1950-57 military assistance programs, have shown substantial 
quantitative and qualitative improvement during and since Italian entry into 
NATO in 1949. The fiscal year 1950-57 programs supplied the majority of the 
military end items required by the Italian forces, which they have been unable 
to provide themselves. These forces have a strong will to resist and constitute 
a valuable increment to the deterrent forces presently available in the European 
area. 

The military assistance programed in fiscal year 1958 will contribute to 
modernizing and maintaining the Italian armed forces as a vital asset to Euro- 
pean defense and provide for attrition replacements, spares, maintenance train- 
ing, and training ammunition. 


AID TO THE UNITED KINGDOM 


United Kingdom forces have advanced substantially in combat quality since 
the beginning of United States military assistance and comprise one of the most 
dependable military assets of the NATO command. A large portion of them are 
assigned to the European Continent in support of NATO. Important elements 
of these forces are deployed in the United Kingdom as well. In both areas, 
United Kingdom forces work in close conjunction with United States forces in 
the interests of combined strength for joint defense as a direct part of or in 
support of the NATO mission. 

United Kingdom support of its own forces reached sufficient magnitude to elimi- 
nate the need for continued United States military assistance funds in fiscal year 
1956, and in fiscal year 1957 programs were undertaken on a reimbursable basis. 
Except for reprograming of prior grant aid for the United Kingdom in order to 
finance new missile projects undertaken at the Bermuda Conference in March, 
future materiel assistance to the United Kingdom will, to the extent possible, 
also be extended on a reimbursable basis. In addition, specific projects will be 
financed under the mutual weapons development and facilities assistance pro- 
grams. 

AID TO YUGOSLAVIA 


It is to the interest of the United States that Yugoslavia remain independent, 
and recent events have confirmed the fact that Yugoslavia is and firmly intends 
to remain independent of the Soviet bloc. The fiscal year 1951-57 military 
assistance programs were devised to help the Yugoslavs equip their armed forces 
at an adequate level commensurate with Yugoslavia’s local defense needs. 

The Yugoslav forces which have been created through MAP have not only con- 
tributed to the preservation of the independence of Yugoslavia but also to the 
general military stability of southeastern Europe. In addition, this program has 
indicated to the world our readiness to help small countries which have demon- 
strated their intention to maintain their independence in face of Soviet pressure, 
but which are not strong enough to deter aggression without assistance. 

The modest fiscal-vear 1958 program is designed to maintain the United States 
equity reflected in deliveries under past programs. 


AID TO SPAIN 


The mutual assistance program for Spain supports the United States-Spanish 
defense agreements signed in 1953. 

In furtherance of the cooperative defensive effort in Spain, a series of military 
facilities for joint usage are being constructed. In addition, Spain is being pro- 
vided military end items which through fiscal year 1957 will total $350 million. 

The Spanish armed forces have shown great initiative in the use of the mili- 
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tary equipment being provided although effective utilization is very low. Heavy 
crop losses in the past 2 years have had a very serious effect on the economy of 
Spain and military budgets have suffered accordingly. 

The Spaniards are strong anti-Communists who, with Portugal, occupy a stra- 
tegic geographic position of great importance. The armed forces of Spain consti- 
tute a valuable increment to the deterrent forces of Europe. 


AID TO GERMANY 


The Federal Republic of Germany presents a substantially different picture 
from other European countries. In view of the development of Germany's 
economic capabilities, no further grant aid, other than limited projects, is 
planned beyond the amounts already committed from previously approved and 
funded programs. The current military assistance program is designed to assist 
Germany in providing time-phased requirements for the buildup of its NATO- 
committed forces, on a cash basis, for military supplies and equipment that can- 
not be obtained in time from European sources. 

The agreed NATO force objectives for Germany are a 12-division army, an 
air force of some 1,300 combat aircraft, and a modest naval force in keeping 
with the missions planned for a balanced German armed force within NATO. 
Progress toward the achievement of these goals has thus far been limited by a 
number of factors, including the necessity, after the transfer of sovereignty on 
May 5, 1955, of legislative enactment of the laws authorizing the military 
buildup; difficulties in barracks and land acquisition; and all the problems in- 
volved in rebuilding armed forces from a state of complete demilitarization. On 
April 26, however, approximately 90,000 men were in uniform, including the first 
10,000 conscriptees, inducted in April. 

In view of Germany’s economic capabilities, grant aid will be limited to that 
already officially committed to the Federal Republic on April 7, 1953, and re- 
affirmed in October 1954. This commitment was made in terms of providing cer- 
tain major items of military materiel for certain initial army divisions and air 
force combat squadrons, and former German navy vessels recently modernized 
with MAP funds. The estimated value of this committed materiel is approxi- 
mately $1 billion, of which an estimated 40 percent has been delivered to the 
German forces. 

Other materiel accumulated by the United States in anticipation of German 
procurement requirements, but no longer needed by Germany, will be utilized 
to meet other MAP requirements, to obviate the necessity of expending funds 
appropriated for other priority aid recipients. The funds recovered in this con- 
nection will be accounted for, subject to further disposition by the Congress. 

Discussions with German representatives last year resulted in an agreement 
regulating the terms and conditions for a program of reimbursable assistance. 
Under this program the Germans have entered into firm contracts for the pur- 
chase of materiel in the United States totaling approximately $300 million to 
$350 million. Further contracts of substantial size are pending. 

In addition, an agreement has been made for the loan of a destroyer with all 
expenses of transfer and rehabilitation being paid by the Germans. Legislation 
to permit loan of additional destroyers under the same terms is pending. 

Basic and advanced training is now being given to the nucleus for the planned 
NATO units. It is anticipated that the first divisions will he assigned to NATO 
in the near future, Within the next vear additional units will be assigned 
to NATO in significant numbers as a substantial and important contribution to 
the common defense of Europe. 

CONCLUSIONS 


In summary, I should like to emphasize the following conclusions: 

1. Eight years of collective effort has greatly increased the forces available 
to NATO in 1949, and has tremendously enhanced their effectiveness. 

2. Modern weapons are required for NATO forces to maintain an effective de- 
terrent against the Soviet bloc. 

3. Germany is providing the initial increments of a major force contribution 
to the defense of Western Europe. 

4. Mililtary assistance to NATO amounts to less than 15 percent ($12.3 bil- 
lion) to European NATO defense costs since 1950; at the same time, our partners 
have contributed over 85 percent ($87.2 billion). 

I am prepared to answer any questions which you may have with regard 
to the subjects covered above. 








MUTUAL SECURITY ACT OF 1957 387 


Mr. Saccto. Later this morning and in following sessions, these 
elements of the total program w hich affect Europe but which are not 
programed on a country basis will be separately dealt with—such as 
the special military programs, programs which we have already cov- 
ered affecting migrants, refugees, and escapees. 


YUGOSLAVIA’S NEED FOR COKING COAL 


Senator Futsricut. What do you have in mind where you say in 
your statement : “Special aid to (1) cover items essential to the Yugo- 
slav economy, but not obtainable under Public Law 480, for which 
Yugoslavs might have to become dependent on the Soviet bloc * * *”% 
What is that? What are you contemplating giving Yugoslavia, in 
addition to Public Law 480 aid, under special aid ? 

Mr. Saccro. Mr. Chairman, Mr. Van Dyke can answer that. 

Mr. Van Dyke. Mr. Chairman, the principal item we have under 
that category is coking coal. Yugoslavia traditionally got its coking 
coal from north central Europe. That source is largely cut off now, 
and there are only two areas from which to draw—the Soviet Union 
and the United States. [Deleted.] More than half of the proposed 
total would be devoted to coking coal. 

Senator Futsrientr. Why do they want coking coal? Steel plants‘ 

Mr. Van Dyke. Yes, sir, and other industri: al ¢ enterprises. 

Senator Futsrieut. Can’t they get coal from Turkey ? 

Mr. Van Dyke. I don’t believe that Tur key’s coal is of the quality 
that is necessary for this particular purpose. 

Senator Futsricur. No countries other than the United States and 
Russia could supply it? 

Mr. Van Dyke. West Germany is a producer—— 

Senator Futsricur. How about Germany ? 

Mr. Van Dyke (continuing). But they are importing coal from 
the United States at the present time 
Senator Futsricut. They are? 

Mr. Van Dyke (continuing). So I doubt if there is any source of 
supply there. 

Senator FutsriGur. What do they have to pay for that coal in the 
United States? What does that cost them ? 

Mr. Van Dyke. It is, roughly, delivered in Yugoslavia at about $20 
to $25 a ton, depending on shipping availabilities. 

Senator Futsricut. $25 a ton delivered ? 

Mr. Van Dyke. Yes, sir. 

Senator Fursricur. Is that a lot more than they would have to 
pay if they could get it from Poland ? 

Mr. Van Dyke. I haven’t checked comparative prices recently, but 
at the last reading I took, the Polish price was about the same as the 
United States price, laid down. 





AID TO EUROPEAN PRODUCTIVITY AGENCY 


Senator Fusricur. The next item you mention is financing cer- 
tain technical exchange activities in Western Europe, including a 
contribution to the European Productivity Agency. 

Mr. Van Dyke. That is made up largely of 3 items—4 items. The 
first is a contribution to the European Productivity Agency, which 
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is an arm of the OEEC, the Organization for European Economic 
Cooperation. The EPA was established in 1953 and has now become 
a fixtnly established part of the OEEC in Paris. 

Then we have three small bilateral country 

Senator Futsricut. How much of a contribution has been made 
in cash for that? 

Mr. Van Dyke. In 1957 we granted EPA a million and a half dol- 
lars. [Deleted.] 

Senator Fursricut. I don’t quite understand the necessity for your 
continuing to make such contributions as that, in view of the domes- 
tic prosperity of France, Germany, Italy, and the other countries. 
What is the necessity for that ? 

Mr. Van Dyke. We certainly expect this institution eventually to 
pay its own way. 

enator Fursricur. Isn’t it about time that they should be doing 
it? 

Mr. Van Dyke. This year, Mr. Chairman, the European contribu- 
tion to the agency will be quadrupled. Up to the present time most 
of the funds have been coming either from the original United States 
grant or from counterpart funds arising from Marshall plan aid of 
some years ago. 

Senator Furerient. What percentage did we pay of the cost of the 
agency this year? 

Mr. Van Dyke. I will have to get that figure for you. 

(The following information was subse “quently submitted for the 
record :) 

Beginning in fiscal year 1958, the annual contribution of the European gov- 
ernments to the EPA budget (covering EPA project and administrative costs) 
will increase from approximately $425,000 to $1,700,000. This increased con- 
tribution compensates for reduced financial availabilities as a result of the 
virtual exhaustion of the original EPA capital fund established by joint United 
States-European contributions in 1953. 

In terms of total EPA program costs (including estimated European country 
support costs not counted in the EPA budget), new funds provided by the United 
States represented 25 percent in 1955 and about 20 percent in 1956 and 1957. 
New United States funds would also provide approximately 20 percent of the total 
for 1958, while new funds provided by the European member governments would 
be quadrupled over previous years. 

Senator Futsrient. I can see the original reason for it, but it seems 
to me we ought to move faster to cut off this type of thine where they 
are quite able to do it themselves, as distinguished from the mainte- 
nance or supplying of modern aircraft and modern weapons. That 
may be a little different thing. But I think this sort of thing ought 
to be stopped. 

Mr. Van Dyke. We have sharply reduced the total. 

Senator Fursrient. It served a fine purpose originally and was 
perfectly proper, but I don’t see any reason for continuing this be- 
cause we did do it in the past. You tried to cut out everything else 
in economic assistance. This is not military; this is economic. 

Mr. Van Dyke. Yes, sir. 

Senator Fursricur. I don’t see any reason for giving them this 
money. I think they are quite able to continue this. They are think- 
ing of their own unification, and so on. I don’t know why we should 
do this. 
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Mr. Van Dyke. The justification for this largely revolves around 
own interest in sponsoring multilateral activities in this particu- 

ar area. 

Senator Futsrienr. Originally, I quite agree with you that it was 
justified. But now it is in operation. You don’t think if you with- 
drew our support for the agency that it would stop operating, do you? 

Mr. Van Dyke. No, sir. 

Senator Furerienr. No; it wouldn’t. If we had plenty of money 
and there was no reason for saving money, it would be a fine thing, 
like having a library in every town. That is a fine thing, but there 
are other things that have a call on our funds. I agree that we are 
interested in this agency. 

Mr. Van Dyke. We are encouraged by the spirit with which the 
Europeans have taken this activity on. During the past year the 
OEEC has agreed to continue the EPA for another 3 years, and in 
doing that the members have each quadrupled their own contribution 
to it. 
Senator Futsricur. All of that is good, but I don’t see why we can’t 
say to them, “You carry it on.” Germany is in extraordinarily good 
condition. She not only is in good shape, but she profited from this 
very activity as much or more than anybody, I expect. 

Mr. Van Dyke. Yes, sir. We want to encourage this institution, 
so the things Germany does, for example, to increase productivity 
will be transmitted around Europe in the less developed areas. 

Senator Fursrient. If you withdrew that [deleted], would this 
agency collapse? 

Mr. Van Dyke. It would operate less effectively. 

Senator Futsricut. Why ? 

Mr. Van Dyker. Because we are stimulating it and encouraging it. 
We are contributing the services of United States technicians, and we 
are opening the doors of United States institutions and industries to 
Europeans who want to come here to observe our 

Senator Futsricut. Don’t you believe that there are other parts of 
the world that need those same technicians a lot worse than they do 
in Germany, France, and England? Don’t you think there are other 
places to put your efforts where the needs are greater ? 

Mr. Van Dyke. These questions are all relative. 

Senator Fu.sricut. Sure they are relative. That is what we are 
here for, to discuss these matters. We first have to assume that we are 
operating under a limited budget. We don’t have enough money to 
do every nice thing we can think of all over the world. We have 
to come down to a relative comparison of what is the most important. 

Do you mean to say there is not in any place in the world a need 
for these technicians and the money you are putting into this particu- 
lar agency ? 

Mr. Exvpsrickx. Senator, may I say a word on that, just a moment ? 

Senator Futsrient. Certainly. 

Mr. Exericr. I think, in the first place, what was definitely en- 
visaged, as you know, was that we should not continue indefinitely 
to contribute to this EPA. I think that, at the outset, of course, our 
contributions were very important. 

Senator Futsricur. I agree with that, and we sponsored it, and I 
was for the whole concept of the European Productivity Agency. 
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Mr. Exsrtick. I think at the present time the contribution, while it 
is important, is more important psychologically than anything else. 
I don’t think that the actual dollars and cents are nearly as important 
as the psychological effect. of our continuing to participate directly 
in this organization. 

There may be—certainly, I don’t know about this—but there may 
be certain dollar costs also in connection with this which the European 
countries may find it difficult to meet. This isa problem Mr. Van Dyke 
would know more about than I. 

Senator Smirn. Is this an outgrowth of the OKEC? 

Mr. Exvsrick. That is right. It is the Marshall plan, the OKEC. 

Senator Smrru. Is this a successor ? 

Mr. Exsrick. It is a part of it, not a successor, set up by the OKEC 

Senator Surrn. Then you are suggesting that if we do not con- 
tribute to this program, we would be out of the picture and wouldn't 
have a say in the joint venture? 

Mr. Exsrick. Yes, we would be, slightly, but we still would have 
something to say. We have a lot of contribution to make in addition 
to the dollars and cents that we contribute to this organization. Our 
particular interest here was to try to increase and to improve produc- 
tion methods in the European countries. 

I was going to get around to this point because the chairman said 
something about getting out, because it is possibly more important 
that we devote our time, money, and energy to other areas of the world 
at,this time. 

Of course, I am not in a position, really, to compare Europe with 
other areas, but one of the primary factors that we considered always 
in connection with the EPA is that the purpose of this thing is to in- 
crease productivity of the European countries to the point where they 
are able to swim by themselves. 

This is a very fine, I think, objective, very laudable one, because 
ultimately we certainly hope it will lead to a reduction of our aid pro- 
grams all across the board, once this has been achieved. 

And I think that the amount of money that we are spending, or 
asking for in this budget is certainly very little if we can acc -omplish 
this purpose eventually of increasing their productivity and tech- 
nological methods, and whatnot, to the point where the Europeans 
themselves are able to take on at least a larger load, if not the whole 
load, that we are now carrying in our programs, 

Senator Smirn. Speaking of the NATO area, I thought that our 
contribution to Europe was practically going to be only our par- 
ticipation militarily in the NATO setup, and that we had figured that 
during the first few years in the Marshall plan we had taken care of 
the economic needs of Europe, and therefore we would be out of that 
end of it. 

I tell people that is what happened, and then I am very much 
embarrassed to find we still feel we have to furnish economic aid. 

We weren’t a member of the OKEC, as I remember. We were sim- 

‘ply an observer. Now we have become a participant. We put in a 
million dollars or so in it. That is embarrassing to me, if we are still 
furnishing aid there. I want to tell the people in my State what we 
are doing. 

Mr. Exsrick. This is a small program, but the effort here is directed 
toward helping the Europeans to help themselves. 
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Senator Smrru. That is what you are doing all over the world. 

Senator Futsriant. Precisely what do you do in this program? 
For what is this [ Deleted. ] going to be spent? 

Mr. Van Dyxe. Mr. Chairman, this institution, the EPA, takes 
the United States contribution and merges it with contributions from 
the member governments of the OEEC, and with that money finances 
visits by U nited States technicians to European areas, visits within 
Kurope from country to country, seminars on important topics deal- 
ing with economic development. problems, such as automation, labor- 
management relations, and so on, and maintains a continuous inter- 
change of information among the member governments through 
printed materials. 


(The following additional information was subsequently submitted 
for the record :) 


The proposed United States contribution to the EPA program recognizes that 
it is in the United States security and economic interest to encourage and support 
friendly European countries in maximizing their efforts to promote economic 
growth by multilateral cooperation and in emphasizing special factors in that 
growth. Unlike United States technical assistance programs in other areas, the 
primary objective of the EPA and other European technical exchange programs 
is not to finance technological development which the country is unable to finance 
itself, but to encourage certain psychological attitudes and institutional develop- 
ments that experience has proved are conducive to growth and the retention of 
maximum individual freedom in an advanced economy. 

This objective is reflected in the terms of the United States grant which would 
define the special fields and criteria governing the use of the funds for BPA 
activities. Among these activities would be management improvement and edu- 
eation, trade union training, elimination of restrictive business practices, and 
applied research techniques. These activities are aimed at promoting better 
understanding between management and labor and on the part of both toward 
methods for increasing productivity and sharing the benefits of such increases. 
The United States technical specialists engaged from time to time to advise in 
these advanced fields are not of the kind now required in the underdeveloped 
areas. Moreover, United States support: of the joint approach to productivity 
problems by the European countries through EPA contributes to European inte- 
gration in which the United States is interested. If the common market and free 
trade area developments are to proceed effectively, for example, it is important 
that increased productivity be brought about in Greece, Turkey, Italy, and other 
countries with underdeveloped areas. 

In the absence of United States encouragement and support of EPA through 
the proposed grant, there would be no assurance that the productivity programs, 
even though continued at a lower level of activity, would be either in the direc- 
tion of United States interests or on the integrated basis sought through Euro- 
pean regional organization. Indeed, at the stage of development thus far reached 
in some activities, as in the case of the elimination of restrictive business prac- 
tices, it is quite possible that further efforts would cease if United States support 
were withdrawn at this time. 


Senator Smrrn. When did we begin to participate in that way? 
As the OEEC started, we were an observer, not a participant. At 
what point did we begin to participate? 

Mr. Van Dyke. The original contribution to this particular insti- 
tution was made in 1953, pursuant to a specific congressional authori- 
zation. 

Senator Sanrim. In 1953? 

Mr. Van Dyke. Yes, sir. 

Your statement, Senator Smith, that we are out of the OKEC area, 
is true in terms of commodity assistance. There is no longer com- 
modity assistance, in the Marshall plan sense, in the OEEC area. 

Senator Futprient. Last year what percentage of the budget of 
of the European Productivity Agency did we pay ? 
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Mr. Van Dyxr. I will get that figure from my documents. 
(See p. 388 for information subsequently submitted on this point.) 


NATURE OF EUROPEAN PRODUCTIVITY AGENCY PROGRAM 


Senator Futsrieur. It is a smal] matter, and I don’t like to quibble 
over it. I am unable to see any justification for our contribution to 
this. 

You have been talking about the psychological effect on the Euro- 
peans. It also has a bad psychological effect on the Congress to never 
be able to stop one of these things, even if it is little. I ‘don’t see any 
need for our contribution to this program, when you consider the 
extraordinary prosperity in Germany and Italy, which is much 
greater than anybody expected. France, except for her political 
system, is in good shape. This doesn’t help her politics. The French 
don’t.need to be told how to make an automobile or a steel mill. They 
know how. 

I don’t get the point of what we are doing in this program at this 
stage. 

Mr. Van Dyke. We have reduced this activity tremendously in the 
last: several years. 

Senator Futsrienr. Percentagewise, what are we paying? Twenty- 
five percent ? 

Mr. Van Dyxr. For this kind of services, the maximum annual 
expenditure in the European area was in the neighborhood of 15 to 
18 million dollars. Now we have cut that back quite sharply, as you 
can see, 

Also, I would like to make the point that the kind of things we are 


doing in the European area are onan different from the kinds 


of things normally done in the underdeveloped areas. We are not 
teaching Frenchmen how to build automobiles. 

Senator Futericur. What are you doing? 

Mr. Van Dyke. We are concentrating on the techniques of modern 
management, which we have perfected so well in the United States, 
and which are still a problem to Europe—labor-management relations, 
for example. 

There is a tradition in European industry that labor and manage- 
ment must always be apart, that there is a class struggle between them. 
We are trying to introduce such ideas as labor-man: igement coopera- 
tion in the production of more goods. We are trying to convince them 
that production is not a fixed “thing, a ple which has to be split up 
among a given number of people; we are trying to increase the size 
of the pie, and bring other free enterprise ideas, which we think are 
peculiarly American, to bear on the European economic scene, 

Senator Fursrienr. Is it an educational program, not for tech- 
nological improvement; is that right ? 

Mr. Van Dyke. The technological aspects are in cost accounting, 
improved management-labor relations, scientific management, and 
so on. It is not technological in the strict sense of the word, in the 
sense of how to produce steel or automobiles. It is more sophisticated 
than that. 

Senator Futsrientr. Are you making any progress ? 

Mr. Van Dyxe. I think so; very much. The record of Europe in the 
past few years indicates that. 
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Senator Morse. How much money are you talking about? 
Senator Funsrienr. [Deleted.| It is not very much. The EPA 
is @ subsidiary of the OKEC, and I thought our contribution to it had 
been liquidated. 
AIRCRAFT ROCKETS 


I notice you say we are supplying our European allies with 2.75 
aircraft rockets. I understood we had stopped making those rockets. 
Are they still current equipment ? 

Colonel Crrrz. Yes, sir; they are still current equipment. We have 
a newer type, sir, 

Senator Futpricur. Where are you making it? 

Colonel Crrrz (continuing). Which is in progress now. We are 
still providing those, sir, out of United States stocks. 

Senator Futsrient. Out of stocks? 

Colonel Crirz. Yes, sir. 





TECHNICAL COOPERATION PROGRAMS IN SPAIN AND YUGOSLAVIA 


Senator Futsricutr. Of what does our technical cooperation pro- 
gram with Spain and Yugoslavia consist ? 

Mr. Van Dyxr. That consists of a series of projects similar to those 
undertaken in the less developed areas of the world. 

Senator Futsrienr. I notice that on your chart it looks as if you 
transferred about the same amount out of defense support over to 
military assistance. The amount that you reduced defense support 
[deleted] i is almost the same amount that you have increased military 
assistance. Isn’t that so? Has that been done by shifting the defense 
support amount to military assistance / 

Colonel Crrrz. No, sir. That is an actual increase in military 
assistance, sir. 

Senator Fuisrianr. What is the justification for an increase in 
military assistance? Is there some added military exposure or danger 
over last year / 

Colonel Crrrz. It is primarily in the field of modernization of 
equipment, sir. 

Senator Futsricur. In the cost of modern equipment ? 

Colonel Crirz. Yes, sir. 

Senator Futsricutr. Does that account for it ? 

Colonel Crrrz. Yes; that is the primary reason. 

Senator Futsricut. So the level is about the same? 

Colonel Crirz. There is no increase, Mr. Chairman. 

Senator Futpricutr. Any questions, Senator Smith ? 

Senator Smiru. I wondered, Mr. Chairman, if you were going to 
follow through on the questions which the staff prepared in memo- 

‘andum form yesterday. ‘Those are very valuable questions. 


INCREASED MILITARY ASSISTANCE TO EUROPE 


Senator Futsriant. I shall do that, if you want me to. 

Military assistance to Europe is to be increased from $261 million 
in fiscal year 1957 to $338.5 million in fiscal year 1958. 

(Discussion off the record. ) 
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AID PROGRAMED FOR FRANCE USED IN ALGERIA 


Senator Fursrienr. How much of the aid for France goes into 
Africa, into Algeria ? 

General Gururie. It would be difficult for me to say. You mean, 
the equipment itself, the hardware ? 

Senator Fu.srieut. Yes. 

General Gururim. Everyone knows that a good deal of the hard- 
ware we have delivered in the past has gone to Africa, and even France 
reports that it cannot determine exactly which rifle or truck it ac- 
quired as a result of the aid program, but I am safe in saying it 1s a 
substantial portion of the equipment in Algeria. 

Senator Fu.srient. It is the policy of the Defense Department to 
assist France in putting down the'troubles in North Africa ¢ 

General Gururte. No, sir. 

Of course, the troops who are carrying that out are, in most cases, 
NATO-committed forces and, as you know, the French regard Algeria 
as a part of metropolitan France and, to them, it would be equivalent 
to moving troops within their own country, as it would be, say, in the 
United States from North to South. 


REASON FOR INCREASED MILITARY ASSISTANCE TO FRANCE 


Senator Mansrrevp. May I ask a question here ? 

Senator Futsrieut. Certainly. 

Senator Mansriecp. How much is France getting in military assist- 
ance this fiscal year ? 

[ Deleted. ] 

Senator Mansrretp. What is the reason for it? 

General Gururie. The increase ? 

Senator Mansrieitp. What is the reason for the increase ? 

General Guturim. Primarily P2V aircraft, modernization of cer- 
tain other aircraft already delivered, to bring it up to our standards. 

Senator MansFIeLb. What isa P2V aircraft? 

General Gururiz. A P2V is a maritime-type aircraft, sir, for anti- 
submarine warfare, primarily. 

Senator Mansrrevp. Aren't the French pretty good producers of 
aircraft themselves? Haven’t they got a pretty good aircraft com- 
plex of their own? Don’t they produce good jets, like the Mystere? 

General Gururiz. This particular type maritime aircraft, [ don’t 
think they make over there. Some of their aircraft have measured 
up to acceptable standards, and some have not. 

Senator Mansrietp. What other European countries are slated for 
an increase in military assistance over last year? 

Senator Futsrieur. I named them in the question. [ Deleted.] 

Senator Mansrietp. Thank you. 

Senator Fursrient. You stated that the principal explanation is 
the increased cost of modern weapons, in modernizing the existing 
forces ¢ 

General Gurnrie. That is correct. 

Senator Arxen. Mr. Chairman, I am wondering if we might ask 
how much military assistance, or its equivalent, France has transferred 
to other countries. Has France transferred some equipment or lent 
equipment, possibly, to other countries like Israel ? 
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General Gururim. We had evidence that she lent them some air- 
craft, which were subsequently returned, and as far as I know, there 
were no other cases. 

Senator Arkren. Was it limited to aircraft? 

General Gurnriz. Yes. 

Senator Arken. I wondered what indirect assistance we were giving 
to other countries. 

Incidentally, is France making progress in bringing Algeria under 
order? Is that a job which will ‘last forever ? 

General Guturie. Mr. Elbrick can answer that. 

Senator Morse. May I ask a procedural question? I should know, 
but. I don’t know. 

Are those figures of increases in military aid to these countries, in 
the course of the-debate in the Senate, to be public information ? 

Senator Futsricnt. These are secret figures up to the present, and 
I presume you expect them to be continued. In the past, as to spe- 
cific amounts for specific countries, both in military and economic 
assistance, they have sought to have them kept secret in order to 
remain flexible in their plans, 

Senator Morse. I understand that. I shall keep them secret, but I 
couldn’t possibly sit here and have it oonionell without filing my 
protest. 

It is further evidence of government by secrecy, and further evi- 
dence of the deceit of the American people. It is a shocking thing. 


EXTENT OF FRENCH AID TO OTHER COUNTRIES 


Senator ArkeNn. I am not quite satisfied with the answer to the 
question as to what extent France is helping other countries. I 
understand that she let Israel have some of her planes, which were 
subsequently returned. 

Hasn't France sold military equipment of her own manufacture to 
other countries? Unless I have bean misinformed, she produced 
some of her own airplanes and sold them, which perhaps she couldn’t 
have done had it not been for our assistance. 

General Gururiz. We have encouraged all the countries, who are 

capable of doing so, to manufacture equipment. 

Senator A1ken. For sale? 

General Gurnee. Including sale to other countries. They have to 
have a market somewhere. 

Senator Aiken. And France has made sales to other countries? 

General Gururtr. I believe they have. So has England. 

Senator Arken. And then they expect us to contribute to their 
supplies ¢ 

General Gururiz. We are contributing other hardware, sir, that 
they don’t produce. 

Senator Mansripip. Senator Aiken, would you allow me to inter- 
rupt ¢ 

Is it true that while we wouldn’t sell any planes to Israel, and we 
express no opposition, perhaps surreptitiously we may have encour- 
aged proposals made by Canada and France to sell planes to Israel, 
and stated, in effect, we would have no opposition to their going ahead 
with deals of that kind there ? 

Mr. Exerick. That is correct, sir. 
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Senator Mansrievp. And if my memory serves me correctly, some- 
thing in excess of 30 Mystere fighters were sold by the French Gov- 
ernment to the Government of Israel. 

Mr. Exsricx. I remember. [ Deleted. | 

Senator Mansrrevp. Your figure is probably more accurate. 

Did the Canadians sell any ? 

Mr. Exsrick. I believe they did; yes, sir. 

[ Deleted. ] 


INCREASED MILITARY ASSISTANCE TO AUSTRIA 


Senator Futsricutr. What is the explanation of the increase in 
Austria, just for the record? [ Deleted. | 

General Gurnrre. I don’t believe that is an increase. [ Deleted. } 

Colonel Crrrz. No; it isn’t. May I answer that? 

( Discussion off the record. ) 

Senator Futsrient. What will that be in ? 

Colonel Crrrz. In hardware only. 

Senator Futsricut. What kind of hardware ? 

Colonel Crirrz. For infantry units, sir. [ Deleted. | 

( Discussion off the record. ) 

Senator ArkeNn. In effect, is that surplus hardware ? 

Colonel Crrrz. In some instances, Senator, but it is standard equip- 
ment. By that I mean, it is conventional equipment. It is not the 
newest type, like rockets or missiles. 

Senator Arken. We replaced such part of it as we need for our 
own forces in Europe ? 

Colonel Crirz. That is correct. 

Senator Futsrienr. Any other questions on this particular subject ? 

Senator Morse. Yes, I have some questions. 

Senator Fursrient. I don’t wish to occupy all the time. If you 
are ready to ask questions, you go right ahead. 

If you care to ask questions, please do it now. 

Senator Morse. I will wait until you finish asking your questigns. 

Senator Fursrianr. These are questions prepared by the staff, which 
are intended to give a fairly complete explanation of the items. 


PRICING FORMULA 


Senator Aiken. I have one other question in connection with the 
last one I asked. 

When we deliver surplus hardware, small arms, and anything of that 

nature, in one of these programs, are the costs of that charged to the 
appropriation which is made? Is that charged up at a sur plus price 
for what it would sell for in the open market, or how is that accounted 
for ? 

Colonel Crirz. Senator, when it is straight surplus—in other words, 
when there is no requirement in the United States forces—it is not 
charged to the appropriations. It is given to the country concerned 
at the cost we must pay to have it rehabilitated. That is the only 
charge. 

Senator Aiken. Rehabilitated or replaced ? 

Colonel Crrrz. Rehabilitated, sir, if it issurplus. It is not replaced. 
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Senator Aiken. If it is not charged up to anything, why is it in- 
cluded here as programed? Why don’t we just authorize it to be 
given away ¢ 

Colonel Crirz. It is not all surplus here. 

Senator Arken. The military-assistance figure for Austria is [de- 
leted |, in addition to surplus arms which may be given away. 

Colonel Crrrz. [Deleted.] Sir, it is equipment which we must buy 
from the military departments. In other words, it is not surplus. 
They will either sell it to us out of their stocks or we will buy from 
new production. 

Senator Aiken. You buy it from the military departments ? 

Colonel Crirz. Yes, sir. 

Senator Arken. When you buy it from them, what do you pay for 
it¢ Is it purchased at cost or what would it sell for through a cut- 
rate store?) What do they charge for it? 

Colonel Crirz. The mutual-security legislation of last year, Senator, 
authorized us to put a price on this equipment based on age, use, and 
condition, and that is the price which we are charged. 

For example, suppose a tank has been used by United States forces 
for 2 years. We are permitted to write off a part of that cost against 
the age, use, and condition. For example, if a tank costs a hundred 
thousand and it has been worn pretty badly and we have set a standard 
pricing procedure and the Army 1s authorized to sell us that tank 
for $65,000. 

Senator Arken. And if it had not been used ? 

Colonel Crirz. It would be full price. 

Senator ArkEN. You would charge it at full price ? 

Colonel Crirrz. Yes, sir. 

Senator Futsricut. To what use is it subjected? Just training use? 

Colonel Crirz. Yes, sir. 

In other words, be in the hands of our own forces for actual use, 
for 2, 3, or 4 years, sir, or something of that sort. 

Senator Aiken. Has some of it been in the hands of our forces for, 
say, 10 years ? 

Colonel Crirz. Some of it has, particularly artillery and heavier 
equipment of that sort. 

Senator Arxen. And if it has not been used, can it be charged off for 
considerably more than it would sell for in the market ? 

Colonel Crirz. If it is brand new equipment, we sell it for what we 
paid for it. 

Senator FutsrignHt. Do you have a schedule of prices for these 
standard items ? 

Colonel Critz. We have the schedule of prices, sir, for a large 
number of items. 

Senator Futsrient. Is it in this book? 

Colonel Crrrz. It is in here only by lump sums, as opposed to unit 
prices. 

Senator Futsricut. The committee might be interested in having a 
schedule of prices that Defense charges ICA for the conventional 
weapons. Is that what you had in mind? 

Senator AIKEN. Yes. 

[Classified information on this point subsequently submitted is 
contained in the committee’s files. | 

Senator AtTkEN. Suppose it sold a rifle that is 10 years old, but has 
never been used—a standard make, I presume they change. But 
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assume it has not changed for 10 years. Ten years ago it was bought 
new for $50 but today it would cost $80. Which price is charged off 
against this appropriation, the original $50 that it cost—if it were 
wheat and oats, we would include carrying charges—or what it would 
cost if it were bought today, assuming that it is still standard 
equipment ? 

May I ask you to answer that? 

Colonel Crrrz. May I ask Mr. Forman to answer that? It is on the 
legislation. 

Mr. Forman. My name is Benjamin Forman. Iam Deputy Assist- 
ant General Counsel of the Department of Defense for International 
Affairs. 

Last December, pursuant to the amendment made by the Congress 
last year in the Mutual Security Act to section 545 (h), which author- 
izes the Secretary of Defense to issue new regulations on pricing, 
directive was issued by the Secretary of Defense. I believe a copy of 
that directive has been furnished to the committee. It was furnished 
at the time it was issued pursuant to a request, I believe, in the com- 
mittee’s report of last year. 

The statute, section 545 (h), provides that the military assistance 
program shall pay the military services the same price which obtains 
in interservice sales. For example, if the Marine Corps were buying 
a truck from the Army, the military assistance program would pay 
the same price that the Marine Corps pays the Army. 

The statute also provides that in the absence of a price between the 
services, if the material is not dealt with in interservice transactions, 
the price shall be based on gross cost to the United States as adjusted 
by age and market value. 

The directive that has been put out is far broader than the mere 
problem of military assistance program pricing. It covers all pric- 
ing for the services, and sets a standard price for all items in inventory 
in the services, not only that bought by the military assistance program 
but bought by the services. 

That standard price is to be adjusted at periodic intervals to reflect 
current market prices. For example, if a tank cost $100,000 originally 
and its current reproduction cost or market price were higher, the 
standard price would be higher; if it were lower, the standard price 
would be lower. 

Then, over and beyond the standard price, there is a sales price 
prescribed by the directive based on age and condition. The direc- 
tive, of course, is very general in its terms, and requires implementing 
instructions and the recataloging of all prices. 

That is now being done, and implementing instructions are being 
prepared to prescribe various formulas for the percentage we will 
deduct, depending on how old the particular item is. 

Senator ArkeN. What is done with the money received by the Mili- 
tary Establishments from the sale of this hardware to the mutual- 
security program ? 

Mr. Forman. The money paid by the mutual-security program to 
the services is credited to the current applicable appropriations of 
the services, and they use that to replace the particular items that 
they have sold, or to buy other items that they may need. 

Senator Arken. Do they deduct it from the current appropriations 
in the services, then ? 
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Mr. Forman. No. 

Senator Futsrient. It is added? 

Mr. Forman. Added to their appropriations, but it is taken into 
account by the Department of Defense in preparing its budget when 
the Department goes up to the Congress for appropriations for the 
military procurement of the military services themselves. We take 
into account the anticipated reimbursements on the sale of items to 
the mutual-security program in calculating how much will be needed 
by the services in new appropriations for procurement for military 
needs. 

Senator Arken. If the money received for the sale of surplus con- 
templates that it is equipment that is not needed 

Mr. Forman. It is not necessarily surplus, Senator. It may be 
anything. 

Senator A1rkeEN. How much does that amount to in the course of a 
year? How far did the armed services go in supplying such equip- 
ment ¢ 

Mr. Forman. I don’t have the figures with me. 

Senator Arken. Last year, for instance? 

Mr. Forman. They are presented in the hearing before the Ap- 
propriations Committee. The tables are there. I will be glad to 
supply it. 

Senator ArkeNn. It is a matter of record before the committee? 

Mr. Forman. It is a matter of record in the hearings before the 
House Appropriations Committee, which are already published—the 
amounts of reimbursement by fiscal years, and what is anticipated. 

It is my understanding that the percentage of surplus, to get to that 
point, is approximately 5 percent. The word “surplus,” T may add, is 
not the legal word used in the Mutual Security Act. The word used 
there is “excess” to mobilization reserve requirements. “Excess” 
material, as defined in the act, may be purchased by the military-assist- 
ance program at rehabilitation costs. 

If “surplus” within the meaning of the Federal Property and Ad- 
ministrative Services Act is involved, there is an entirely different 
formula. 

Senator Arken. If it were surplus, it would not be replaced ? 

Mr. Forman. Presumably, it would not be replaced by the services 
at all. 

BASE RIGHTS IN ICELAND 


Senator Fuitsrteut. What is the present situation with regard to 
United States base rights in Iceland ? 

Mr. Evericx. Mr. Chairman, I can tell you something about this. 

As you may recall, the Icelandic Parliament passed a resolution last 
vear calling for a reexamination of the situation, looking to withdraw- 
ing of the United States forces in Iceland. We subsequently had a 
meeting with the Acting Foreign Minister here in Washington last 
October, and as a result of our meeting and conversations that were 
then undertaken we had further negotiations in Teeland, and the 
Tcelandic Government withdrew its request and we still occupy the base 
at Keflavik under the same conditions as before. In other words, 
the situation is unchanged. 

Senator Futsricut. How many personnel do you have in Teeland ? 


[ Deleted. ] 
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Senator Futsrientr. Do they have any trouble with the local people ? 

Mr. Exverickx. They have had in the past. I was in Iceland est 
2 weeks ago, and I believe the reports I had were that matters were 
certainly much better than they have been in the past. There are no 
local incidents to speak of. The troop relations are much better now. 
It is, of course, difficult for such a large force in such a small place. 
There are only 160,000 people in all of Iceland to have our troops go 
unnoticed. 

Senator Funpricut. Yes. 

Mr. Exsricx. But this has been a problem from the very beginning. 
I think that we have made a lot of progress here, and that the relations 
of the troops to the local population is satisfactory. 


PROGRESS OF GERMAN REARMAMENT PROGRAM 


Senator Futsrigur. What are the possibilities of speeding up the 
German rearmament program ? 

Mr. Exsricx. There are possibilities, Mr. Chairman. We have 
had a number of conversations with the Germans about this, have had 
them very recently, in fact, and over a long period of time, but more 
importantly, in Bonn, during the North ‘Atlantic Council meeting, 
and here in Washington when the Chancellor visited here just last 
week, 

[ Deleted. | 

The Government has assured us that the build-up will proceed. 
They have laid plans. I think they are very methodical about these 
things. They have laid plans for the organization of the divisions 
called for by the North Atlantic Council, ‘the NATO planning. 

However, there has been delay in actual recruiting of the men and 
establishing full divisions. They tell us that by the end of this year 
there will be five divi isions organized, and they expect to proceed with 
the rest in the next 2 or 3 years. 

Senator Smiru. What is the total of the rest there ? 

Mr. Exsrickx. Twelve divisions all together. 

Senator Smirn. Twelve altogether ? 

Mr. Expsricx. Yes, sir. I think you will find, however, in this 
period prior to the elections that the German Government will be 
unable to make or give any particular guaranties about the organiza- 
tion of these divisions or the recruiting of men such as we would 
like to hear but after the election you may find an acceleration of the 
process. 

Senator Fuipricur. Assuming the right outcome? 

Mr. Exerrck. Assuming the right outcome. 

Senator Funsricur. Supposing the opposition is returned, do you 
think they are going to continue their oposition to NATO and ‘in- 
creasing their forces? 

Mr. Exprick. This is a question, Mr. Chairman, but we also had 
the leader of the opposition here not very long ago and it is true that 
the opposition party, the Socialist Party, is unwilling, reluctant, to 
see the buildup of a large German force, but I have the feeling that 
having talked to this man here that once the party is in power, that is 
if returned in the elections in September and the party itself has 
assumed responsibility for the governing of the country that this 

responsibility will cause them to take another look at the situation. 





MUTUAL SECURITY ACT OF 1957 401 


In other words, there does not seem to be a way out of this predica- 
ment short of agreement with the Soviet, disarmament agreement and 


a European security treaty which does not seem to be the possibility 
in the immediate future. 


This is an opinion. 


QUESTION OF AID FOR POLAND AND YUGOSLAVIA 


| Deleted. | 

Senator Arxen. Mr. Chairman, may I ask a question, because I am 
interested in negotiations with Poland in connection with the Agricul- 
ture Committee. I notice that Yugoslavia is buying large quantities 
of coal from us, or is being helped with lar ge quantities of coal. The 
only other plac e she might get coal would. be from Poland, and she 

‘cannot get it from there. 

Why can’t she get it from Poland now? 

Mr. Van Dyke. The Polish production of coal has slumped rather 
seriously in recent years. 

Senator Aiken. That is what I expected you to say, that the Polish 
production of coal has slumped because they have nothing with which 
tomine it. [Deleted.] 

If we help Poland to a reasonable amount of mining equipment, 
would she then be in a position to supply some coal to Yugoslavia, 
and wouldn’t we be better off, say to furnish Poland with a million 
dollars worth of mining equipment, and that is purely a figurative 
amount, than to have to keep on supplying Yugoslavia with $5 mil- 
lion worth of coal? Couldn’t it make sense from our point of view 
to make it possible for Poland to furnish that? 

Aren’t they in a better position to trade with each other than we 
are? 

Mr. Van Dyke. Certainly it makes economic sense, Senator, and 
in the proposed loan to Pols ind which is now being worked out, there 
isa small amount for coal-mining equipment. 

Senator KNownanp. Where does that come from ? 

Where do the funds for that come from? 

Mr. Van Dyke. That is a transfer under the section 401 authority, 
the President’s emergency authority. 

Senator Know1nanp. So then there is money in here for the 
Polish 

Mr. Van Dyke. That was from fiscal year 1957 funds. I might 
add that the deterioration in Polish coal production has been gradual, 
and it will take time to get it back on its feet. We don’t expect any 
very immediate result from the small amount of money that is in the 
proposed loan. 

Senator Arken. And coal is about the only thing which they have 
to export, aside from things such as hams. 

Mr. Van Dyke. Coal has been their big export item; yes, sir. 

Senator Futpricut. Will they agree to pay for their loan, we will 

say, by exporting coal to Yugoslavia? 

Mr. Van Dyke. The terms of that loan escape me for the moment. 
The loan has not been completed yet. It is now being negotiated. 

(Additional classified information on the Polish loan was subse- 
quently received and is in the committee files. ) 
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Senator Arken. It has not been finally completed, I understand 
that, but Poland apparently is in about the same position that Yugo- 
slavia was 10 years ago. Poland has been stripped of everything 
worth while and morale is at an extremely low point. There is no 
possibility of getting income from exports, other than from what 
few hams she ships out of the country, and no possibility of gaining 
any further degree of independence either from her system of gov- 
ernment or from her larger neighbor. 

Senator Morsr. I would like to go back to Senator Knowland’s 
question. I think it is very pertinent. He referred to the use, as 
I recall, of emergency funds, and the witness testified those were 
1957 funds that were of aid. [Deleted.] You will have emergency 
funds in 1958; won’t you? 

Mr. Van Dyke. Yes, sir; and we might well consider Poland as 
2 contingency against the emergency fund in 1958. 

Perhaps Mr. Elbrick would care to make a comment on that. 

Senator KnowLanp. How much is the total emergency fund in 
the bill, that you have the latitude to finance Communist governments? 

Mr. Saccro. It is the same amount, Senator, as we had in 1957. 
There is the 401 authority, which gives us the right to use $150 mil- 
lion in any of the appropriations in the act except the development 
loan fund, and $100 million which will be directly appropriated under 
section 400. There is a $30 million limit on allocations to any one 
nation in 1 fiscal year that would still apply. 

Senator Know.anp. I don’t happen to have my Polish folder down 
here today, but can you supply the committee with information as to 
what statistics show during the last 10 years as to what Polish coal 
exports have been to the Soviet Union, what price they paid for the 
coal, what the world market price was during that period of time, and 
what the deficit was against the Polish economy the exportation 
of coal and other commodities to the Soviet Union? 

Mr. Saccto. We will get that. 

Mr. Van Dyke. Senator, we will do the best we can, but some of 
those statistics are rather hard to lay our hands on. 

(The available statistics are included in an insert on p. 411.) 

Senator Knowtanp. I don’t expect you to perform miracles, but I 
think it is going to be a pertinent matter of discussion in the Senate, 
if not in the committee, before we make the final decision. 

Senator Morse. Mr. Chairman, I don’t want to go ahead of any of 
my colleagues on this question other than to say that the Senator from 
California has raised a problem that concerns me very much, and I 
am interested in some of this testimony. 

May I say, in passing, members of the committee know that along 
with the rest of them I shall always religiously abide by the proce- 
dures of this committee in regard to classified documents, but I would 
not want it ever said that I sat in the committee—— 

Senator Fuisrieut. The committee did not classify them. The 
Department classified them. 

Senator Morse. I understand that, but I am bound by it, as we all 
are; but I would not want it ever said that I sat in this committee and 
did not protest it. I simply want to say that if the American people 
knew the facts that we have heard here this morning, you would have 
a very fast change in the sacred cow of American aid, which is the 
defense budget, and which, in my judgment, in terms of history, is 
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‘going to threaten America if we don’t change it. As I said earlier, 
it is a very shocking thing. As long as I am bound by the procedures 
of the executive branch, I can’t publicly disclose the figures, but I shall 
continue to protest publicly this kind of government by secrets which 
you can’t reconcile with our constitutional system. We are develop- 
ing a military junta in this country which I think is exceedingly dan- 
gerous, and these figures are proof of it. 


YUGOSLAV AID 


But to get to the point I want to raise, will somebody on this witness 
list tell me what assistance you think we would get from Yugoslavia 
if you got into a war with Russia tomorrow? 

Mr. Exsrick. Senator, the Yugoslavs, on the one hand, have assured 
us, and have given every indication that they are prepared or prepar- 
ing to defend their own frontiers. 

(Discussion off the record.) 

Senator Morsr. This is not the place for me to argue it. I will 
argue it on the floor of the Senate. 

I have resolved doubts on administration requests in the past for 
aid to Yugoslavia, but 1 have no doubts any more. I don’t trust a 
Yugoslav Communist any more than I do a Russian one. I don’t 
think his word is any better, and I just think it is fantastic that we 
continue this kind of aid. 

Senator Know.anp. Will the Senator yield at that point because 
I was necessarily late, having to be at the White House meeting this 
morning. Has there gone into the t testimony today the precise pro- 
gram for Y ugoslavia military equipment, because if you don’t raise 
those issues I want to do so. 

Senator Fu.pricur. The amounts are up there but not the items. 

Senator Knowtanp. I would like the items. 

Senator Morse. That is what I am going to ask for. I just happen 
to think a jetplane for Yugoslavia in case ‘of a war with Russia would 
soon find itself on a Russian airbase. That just happens to be my 
opinion. 

Senator KNowtanp. I concur with the Senator’s viewpoint on that. 

Senator AIKEN. Would the Senator yield for a short observation ? 

Senator Morse. Yes. 

Senator AITKEN. I would refer to the report which was brought back 
from Yugoslavia by Allan Kline, who I think is generally regarded as 
conservative in his thinking. 

While he considered it an element of risk, while he agreed that we 
probably could not trust the head of the government over there, yet 
he reported that it would be inevitable that Yugoslavia would have 
to go back to Moscow, should we withdraw any support from her. 

Whether we like it or not, he said that was the alternative, as he 
saw it. 

I thought he made a very good oral report. 


PERCENTAGE OF UNITED STATES CONTRIBUTION TO TOTAL DEFENSE BUDGET 
OF EUROPEAN COUNTRIES 


Senator Morse. Rather than take time to draw this out by cross- 
examination, Mr. Chairman, in regard to these appropriations to the 
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military budget by foreign countries in Europe I wonder if we could 
get from these witnesses, if we don’t have it in the record, what the 
ae centage of our contribution is to their total defense budget. I 

ow the importance of statistical base, and I want to be sure that 
we have got a common statistical base of evaluation. 

For example, we increased Denmark. _ [ Deleted. ] 

I may be wrong, and I pray to God I am, but I don’t think I am. 
If we got in a war with Russia tomorrow, don’t expect much help 
from some of these countries. [ Deleted. ] 

I would like to know in each one of these countries what percentage 
of our contribution would be to their total military budget. 

Senator Fursricut, Can you give that? 

Colonel Crirz. We can provide that for the record, yes, sir. 

(The following information was subsequently submitted for the 
record :) 


Europe and European NATO—Percent military assistance is to defens: 
expenditures 


Calendar Estimated 
Country year 1950-55 | calendar year 
1956 
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1 Incomplete. 


Senator Fursrieut. In each of the European countries / 

Senator Morse. Yes, each one we are pouring the taxpayer’s money 
into, that the taxpayers don’t know about, which I don’t reconcile 
with democracy. 

Senator Fursricut. I don’t quite get your point they don’t know 
about this overall program. They may not know the det ails. 

Senator Morse. Sure we tell them about the overall program, but 
the overall program is meaningless unless they get a chance to see 
the details. 

The American taxpayers ought to know specifically. It is their 
money, not ours. It is a long | cry from what the procedure was a 
hundred years ago in America. 


SITUATION IN SPAIN 


But I would like to ask a specific question about Spain. Can any- 
body in this witness group tell me how much help you think we would 
get ‘from Spain, outside of base supply for American planes, if we 
got in a war with Russia tomorrow, from the standpoint of the battle 
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efiiciency of any Spanish troops, the battle efficiency of the Spanish 
Air Force? 

You see, gentlemen, what concerns me is that you are pouring 
this valuable equipment into countries that I think would be exceed- 
ingly weak battlefield allies in case of conflict. 

What in the world do you send jet planes to Pakistan for ? 

You ought to send bread and beat Russia on that front. But can 
anybody tell me what help you think we would get from Spain in 
case of war with Russia? 

Mr. Exsrick. Senator, I can’t tell you of course about the military 
proficiency of the Armed Forces. Perhaps these gentlemen can. I 
can only say that, certainly as far as determination is concerned and 
ideological outlook, Spain is certainly one of the strongest partners 
or friends we have in Europe. 

There is no doubt in anyone’s mind, I think, where Spain stands in 
relation to the Soviet Union and international communism. One of 
the most important elements here in our relations with Spain, the 
most important at this time I would say, is the location of various 
United States bases in Spain. 

This is of great assistance and important to the defense of the 
United States as well as the defense of Europe. We would like and 
we hope to maintain very close and cordial relations with the Spanish 
Government, particularly for that reason. 

Now on the military side, perhaps one of these gentlemen can give 
you a rundown. 

Senator Morsr. Let me say I think the bases are important, but 
it seems to me we are going so far beyond bases in so many of these 
countries by supplying funds for other purposes which I am far 
from convinced will be helpful to us. 

In fact I am scared that the inefficiency of the military estab- 
lishment in many of these countries is such that our equipment would 
probably find its way into the hands of the enemy rather fast, and 
I have seen no military report that leads me to believe that pouring 
money into the military establishment of Spain can be particularly 
helpful to us. 

Building the bases and working out economic contracts with Spain 
I am for, but I don’t know why I should be voting to build up sup- 
posedly a military establishment in Spain when such military experts 
as I have talked to, when they let their hair down, always smile. 

General Gururie. As you can see, I don’t have any hair to let down, 
Senator. The object of our military program in Spain has already 
been mentioned, to primarily protect the Iberian Peninsula itself. 
Perhaps General Norstad when he appears on Friday can enlarge on 
the NATO side of it; although Spain is not a member of NATO, it is 
important in the NATO concept. 

| Deleted. | 

SITUATION WITH RESPECT TO FRANCE 


Senator Morse. What do you think about the assistance we get from 
France in case of war with Russia? 

I raise that question by calling attention to a very disturbing com- 
ment that the Senator from Minnesota, Mr. Humphrey, has made to 
us. and I betray no confidence because it was said to him. 
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On his recent trip to the Middle East and to Europe, he ran into 
this comment, which was rather widespread, from representatives of 
foreign countries. We arid ‘Russia’ seem to be the only two powers 
interested in talking about war. “If you want to fight, go ahead and 
fight, but let us out of it.” 

The Senator from Minnesota said there is great concern on the part 
of some of our Embassy people that that ought to be hush-hush. They 
run into that too, but that idea should not get very far by way of 
circulation, because it gives them very much concern, this expendi- 
ture which is losing us friends, of so much money for military defense 
in comparison with the economic needs of the people whom we have to 
win over to the side of freedom, and that we ought to be stressing 
more the economic side and less the military side. 

I interpreted the Senator from Minnesota to mean that he ran into 
the point of view that we are overplaying our hand in regard to this 
military defense expenditure. I stop referring to him now. 

You get into this French situation and I am constantly being told 
by those whose judgment I have a right to rely upon, we would not 
have any enthusiastic ally in France in case of a war with Russia, 
that we would do the job pretty much ourselves. 

Why should I vote an increase [deleted] for military defense in 
France when I think there is pretty strong evidence that she would 
not be a very strong ally ¢ 

Mr. Exprick. Senator, perhaps some of your misgivings arise from 
the fact that French forces have been withdrawn, some of them, from 
the line in Europe and have been sent down to north Africa. This 
of course has been a source of concern to everyone in NATO. 

Senator Morse. Equipment, too, that we paid for, went down to 
north Africa? 

Mr. Exsrick. Yes, some of the equipment, that is right, sir. 

Senator Mansrrevp. Could you tell the committee, “Mr. Secretary, 
how many French troops thre are in Algeria at the present time ? 

Mr. Exesricx. About 400,000. 

Senator Mansrtebp. I think it ought to be clear in the record that 
Mr. Mollet about 3 or 4 weeks ago made the statement that there were 
in excess of 700,000 troops in Algeria, and I think you can check the 
press. 

Mr. Exsrick. 400,000, Senator, I think are the NATO forces that 
were withdrawn from Europe to go to north Africa. 

Senator Mansrietp. There are no real NATO forces. 

She has replacements, but the cream of the crop is in north Africa. 

Mr. Exsrick. That is right, sir. Senator Fulbright has already 
referred to the situation of the French Government in France. It is 
a difficult situation. It is very difficult for any government really 
to announce, plan a program and carry it through, because ordinarily 
governments, certainly in the recent past, have not lasted long enough 
to carry through their programs. But’ this I think does not affect 
really the determination of any French Government, certainly as 
demonstrated at all our North Atlantic Council meetings and at all 
the other meetings we have had in NATO on the planning, the mili- 
tary planning and everything that goes on in NATO, a determination 
to stand up as an ally, as a NATO ally has not really been affected. 
We have many of our air fields located in France. 
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France is really geographically a key to the defense of Western 
Europe. It is a very important country geographically, strategically, 
and the French forces as trained and as equipped are probably as 
combat ready as any forces we have in NATO. 

I feel that I don’t share your fears. We did get help. Of course, 
they were defeated before we were in the war. The spirit, however, of 
French resistance survived the war, I think, and we were all very 
capers by that fact. 

think now on this basis of the planning that we are doing in 

NATO, which is international planning—we have an American com- 
mandler i in France, General Norstad—that the influence of the United 
States and other nations on the military planning of France has been 
of great benefit, and I think they are better equipped and ready pos- 
sibly than they have ever been in that sense to meet aggression. 

[ Deleted. ] 

Senator Morse. Mr. Chairman, I will wait for these memoranda 
and study this testimony. 

YUGOSLAV AID 


Senator Fu.tsrignt. Did you want to pursue the asking of what they 
were sending in detail to Yugoslavia ? 

Did you raise that question ? 

Senator Morse. They are going to supply that to us in a memoran- 
dum, I thought. I do want to say that the testimony this morning 
convinces me I should vote for drastic cuts in these proposals. 

(The information submitted is classified and is in the files of the 
committee. ) 

DEFENSE SUPPORT OBJECTIVES 


Senator Fuisrieur. The objectives of defense support are stated 
to be “to maintain strategic military base rights in Spain and Ice- 
land that are important for United States security.” 

Why does this not fall under the category of special assistance 4 

Mr. Van Dyxe. Mr. Chairman, this is in large part a question of 
definition. The defense support concept revolves around two ideas. 
The first is to maintain forces of the country which we are aiding, 
and the second is to insure access for United States forces to base 
facilities in that country. 

In other words, the defense support idea revolves around a specific 
identifiable military objective of the United States, whether it is the 
access to physical facilities or the maintenance of forces in being by 
a foreign country. 

Senator Fursricnt. It is really a matter of definition in relation 
to a specific military establishment. 

Mr. Van Dyke. Yes, sir. 


AID TO SPAIN 


Senator Futsricut. | Deleted.| Is this reduction the result of bet- 
tering economic conditions in Spain? 

Mr. Van Dyke. Mr. Chairman, that again is in part a question of 
definition. In the light of the more limited definition which we have 
applied this year to defense support, the collective judgment of the 
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executive branch was that this figure might be reduced. Along with 
other countries, however, Spain will have access to the proposed de- 
velopment loan fund in fiscal year 1958 and we would assume that the 
Spanish Government would come in with proposals for consideration 
under that fund. 

Senator Mansrrevp. Mr. Chairman, I have here an article from the 
New York Times by Benjamin Welles, from Madrid, dated May 30, 
in which the following is stated : 

The steadily rising cost of living, which affects the masses; the seriously 
low level of Spanish gold and dollar reserves, which strangles trade; and the 
general feeling of political stagnation—exacerbated by a heavy censorship on all 
forms of human expression, which frustrates youth, the liberals, and labor— 
are the root factors. 

And he is referring to rising discontent in Spain. 

Did I understand you to say that they had improved their position 
economically over the past years? 

Mr. Van Dyxe. I don’t believe so, Senator; no, sir. 

Senator Mansrrevp. You did not say that? 

Mr. Van Dyxe. No, sir. 

Senator Mansriecp. That question was asked, I believe. 

Senator Futsrieut. I asked him if it was that. 

He did not say that. 

(Discussion off the record.) 

Senator Mansrrevp. I understood that but I thought you had asked 
that question. 

Senator Futsricut. I did. He did not say it was better. 

Mr. Van Dyke. We have been quite concerned, Senator Mansfield, 
about economic developments in Spain and certain political mani- 
festations which have followed those economic developments. 

There have been, during the last few months, incidents which have 
certainly caused difficulties for the Spanish Government, and these 
flow, in part, from the difficult economic position which they find 
themselves in. 

UNFAVORABLE TRADE BALANCES 


Senator Arken. Mr. Chairman? 

Senator Futsrient. The Senator from Vermont. 

Senator Arken. I have noticed in looking through these reports 
the steadily rising unfavorable trade balances with the United States 
of all the European countries with, I think, three exceptions—Ice- 
land, the United Kingdom, and Yugoslavia. 

What is the significance of that? 

Is that being counterbalanced in other parts of the world, or where 
is it taking us, if they constantly increase their unfavorable trade 
balance with the United States? 

Mr. Van Dyxe. This has to be dealt with, Senator, on a country- 
by-country basis to make it really meaningful. 

Senator Arxen. All of them but 3; 1 of them, 1 of the smallest ones, 
1 of the largest ones, and 1 middle-sized one have not increased their 
unfavorable trade balance. 

Mr. Van Dyke. One of the rough indexes which we use to measure 
economic trends is the size of gold and dollar reserves, in other words 
convertible currencies. You can get an overall picture of this by 
referring to the chart which is on page 8 on the overleaf. Fold out 
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that sheet and you will see the development of Europe’s gold- and 
dollar-reserve position. This shows that there has been a very slight 
falloff for Europe in general during the past half year, but only 
very slight. 

In other words, they are still in a rather favorable position as far 
as reserves are concerned, 

Senator ArkeN. That is due to the British position, isn’t it, that 
so nearly offsets the unfavorable position of the other countries? 

Mr. Van Dyke. It is due in large part too to the accumulation of 
gold and dollars by Germany. 

Senator ArkEN. Is this on page 8? 

Mr. Van Dyke. Yes, sir. 

You have to open the fold. 

Senator Arken. Oh, yes; I was looking at page 6: 

Mr. Van Dyke. The principal loser of convertible currencies in 
the last 12 months has been France, which has been losing them at 
a rather rapid rate. 

I might add that the trade figures to which you refer do not, of 
course, indicate the total flow of payments between the United States 
and other countries. There are many invisible transactions in- 
volved, such as tourist expenditures and expenditures by our own 
troops overseas, earnings on merchant fleets and so on. The trade 
balance, while indicative of the physical movement of goods, isn’t 
necessarily indicative of the total economic relationships of the vari- 
ous countries. 

EUROPEAN TECHNICAL EXCHANGE 


Senator Futsricut. The table, Distribution of Fiscal Year 1958 
Program, in the presentation book shows $2,300,000 for European 
technical exchange and $800,000 for European scientific and engi- 
neering training ‘financed under Title IV; Other Programs. 

W hy should these activities not come under Title II. Technical 
Cooperation / 

Mr. Van Dyke. Mr. Chairman, I would like to refer to a previous 
remark which I made, to the effect that these activities are different 
in kind from those which are financed under title III. Title III has 
been devoted to the less developed areas. The services supplied them 
are largely of a technical nature in the fields of agriculture, educa- 
tion, health, et cetera. 

These programs are designed primarily to improve industrial man- 
agement and further other advanced institutional developments. 

Senator Funprien'r. Is this the same thing that 1 was speaking 
of before? 

Mr. Van Dyke. Yes, wh this is the same program. 

Senator Futsricut. I don’t understand the figure $2,300,000 for 
European technical exchange. [ Deleted. | 

Mr. Van Dyke. Yes, sir. 

Senator Futpricut. Is the contribution to the EPA included in 
this $2.3 million ? 

Mr. Van Dyke. Yes, sir. In addition to that [deleted] there are 
small bilateral programs to be financed under this item with France, 
Italy, and Iceland. 

The bilateral programs are designed primarily to encourage trade- 
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union people in these countries to win back the workers who have 
been lost to the Communist unions there. 
(The following additional information was subsequently sub- 


mitted for the record :) 


In France and Italy, the objectives of the United States involve combating 
Communist influence through strengthening free, democratic trade unions as 
against the dominant Communist-led unions and increasing productivity and 
promoting United States concepts of free institutions in an expanding economy. 

The free unions’ major weaknesses, vis-a-vis the Communists, are twofold: 
lack of competent, trained middle leadership and technicians to cope with the 
Communist apparatus, and a traditional attachment to political as against 
economic activity. United States technical assistance in the labor field has 
been specifically directed at these defects in an effort to help them train com- 
petent middle leadership and technicians and to influence them to shift their 
emphasis from political action to “bread and butter” trade unionism. 

Despite substantial yictories by the free unions in work councils elections, 
and serious setbacks suffered by the Communists as a result of the effects of 
de-Stalinization, the 20th Communist Party Congress, and the Hungarian revolt, 
the Communist hold on French and Italian labor has thus far only been shaken, 
not broken. Many of the defectors from the Communist unions have not yet 
rejoined the labor movement. This makes it important that the free unions 
become more attractive alternatives for these defectors. Continued United 
States assistance in the labor field is therefore still necessary if we are to 
capitalize on the current weak position of the Communists as well as on our 
past investment of financial and technical resources. 


(Additional classified information on this point is in the files of 
the committee. ) 
YUGOSLAV AID 


Senator Knowranp. Mr. Chairman, might I try to clarify this 
situation? Calling your attention specifically now to the Yugoslav 
section of the papers we have before us, which are classified as secret, 
the first column is a proposed program for fiscal year 1958 which, in 
my booklet at least, is completely blank. Then it shows the other 
columns 

Senator Futsricut. What page are you looking at? 

Senator Know.anp. I am looking at page 106 at the moment under 
the Yugoslav tab. Do you find it? 

Senator Fursrient. Yes. 

(Discussion off the record.) 

Senator Futsricut. Are there any further questions ? 

We have Admiral Strauss waiting to be heard on the atomic 
program. 





AID TO POLAND 


Senator KNow.anp. I just have one additional question and that 
is on assistance to Poland. I would like supplied for the record the 
precise amount which has been allocated to Poland out of the current 
fiscal year funds of mutual aid, and what is now in the works, on which 
there has been a general understanding reached as to the amount of 
economic aid proposed to be given to the Communist government of 
Mr. Gomulka out of the new funds which are being sought in this bill. 

Senator Futsricut. Will the Senator yield to include in that ques- 
tion not only the amount but what it is that it is proposed to be 
delivered, whether it is agricultural machinery or whatever. 

Senator Know anp. Yes. 

Mr. Exsrick. Senator, I might be able to give you some informa- 
tion about this now if you would like. 
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Senator Fursrient. All right. 

(Discussion off the record.) 

Senator Know.anp. Is it not a fact that the Polish Government 
today has commitments to deliver coal to the Soviet Union? 

Mr. Expricr. I don’t know about that, Senator. 

Mr. Van Dyke. I think that is correct, Senator; yes, sir. [Deleted.] 

I think it would be desirable, Senator, if we could submit a short 
statement for the record on that subject because I am not too well 
informed on it. 

(The following information was subsequently submitted for the 
record :) 

Exports of coal and coke to the Soviet bloc from Poland 


[Thousands of tons] 








1953 | 1954 1955 I 1956 1957 

— pomeranian enh 
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Hungary--.-..-.-.- ian ntcawdeee ee 241 205 | 334 300 (@) 
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1 Not available. 


Under the Soviet-Polish agreement of August 16, 1945, Poland undertook so- 
called political coal exports to the U. S. S. R. at a nominal price reported at 
$1.25 per ton in partial exchange for Soviet deliveries of German commodities 
to Poland, scheduled to amount to 15 percent of the Soviet take as reparations 
according to the Potsdam agreement in 1945. Under the agreement Poland was 
obliged to supply the U. 8S. S. R. 8 million tons in 1946, 13 million tons per 
year during 1947-50, and 12 million tons per year from 1951 until the occupa- 
tion of Germany ceased. In March 1947 these quantities were reportedly re- 
duced by 50 percent, but the price remained unchanged. As of the beginning 
of 1954 Polish political coal exports stopped as a result of Poland’s renunciation 
of reparations from East Germany, following such renunciation earlier by the 
U. 8. S. R. Thus, during the 1946—53 period Poland shipped to the U. S. 8S. R. 
some 52 million tons of coal at the nominal price of $1.25 per ton, as compared 
to an average of $14 per ton in the world market, incurring a loss of $663 
million (the difference between the value of this coal estimated at $728 million 
at world market prices as against $65 million reportedly received from the 
U. 8. 8: B.). 

The Polish-Soviet trade agreement signed in Moscow in April 1957 provided 
for cancellation of Polish indebtedness to the U. S. S. R. (estimated at more 
than $500 million). It has been officially stated that the cancellation is an 
offset against Polish coal shipments to the U. S. S. R. in the period 1946 to 
1954. 

The Polish-Soviet trade agreements also provided that Poland’s exports of 
coal to the Soviet Union in 1957 will be 3 million tons, or 3,100,000 tons below 
last year’s level, and will be between 35 and 40 percent of the level maintained 
for several years prior to 1956. Coke exports will be 200,000 tons less than in 
1956. The agreement is based on world market prices, according to Polish offi- 
cials. In 1956 and 1957 exports of coal and coke to the other Soviet bloc coun- 
tries were also reduced substantially below previous levels. The effect of this 
cutback on Czechoslovakia and East Germany was particularly disruptive. 

In summary, therefore, Poland does not have commitments carried over from 
previous years to export coal to the U. 8S. S. R., but has received a cancellation 
of indebtedness from the U. S. S. R. in payment of previous years’ shipments. 
In the present year’s trade agreement with the U. S. S. R., Polish coal exports 
to the Soviet Union are down to the level of from 35 to 40 percent of prior years’ 
levels. Poland is receiving the world market prices under this agreement, and 
during 1954-56 Poland received close to the world market prices. 

In considering the pattern of Poland’s coal exports, two facts should be 
emphasized. Coal is the item of export from Poland which is in greatest de- 
mand both in the Soviet bloc and in Western Europe. For this reason, it is 
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expected that Polish exports of coal to the bloc will continue at substantial 
levels, in the light of the magnitude of Poland’s trade with that area. How- 
ever, Poland’s trade in general and, in particular its coal exports, is shifting 
toward the West, and the bloc’s share of coal will drop substantially. Sec- 
ondly, coal is not an item of export to the bloc which is subject to strategic con- 
trols, so that Poland, in shipping coal to the U. S. S. R., is not providing a stra- 
tegic commodity which is not equally obtainable elsewhere in Western Europe. 


POLISH-SOVIET TRADE 


The table below gives the distribution of Polish trade with the bloc and non- 
bloe areas for 1950 through estimated 1957. The table indicates a substantial 
and continuous rise in 1955 and 1956 (and projected for 1957), in the share of 
the West in Polish exports (notwithstanding a decline in Poland’s total trade 
in 1956). 


Distribution of Polish trade turn-over 


{In millions of current dollars] 





1937 1950 1953 1954 1955 | 1956 1957 ! 
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1 Projected figures. 


Mr. Exsrick. Yes, sir. 
Senator Futsricut. I wish to insert in the record at this point 


statements by Col. Harry H. Critz and Markley Shaw, ISA Comp- 


troller. 
(The documents referred to are as follows :) 


STATEMENT By Cot. Harry H. Critrz, OFFICE OF THE ASSISTANT SECRETARY OF 
DEFENSE (ISA) 


Mr. Chairman and members of the committee, I wish to cover the following 
special military assistance programs: 
(a). Facilities assistance 
(b) Mutual weapons development 
(c) New weapons 
(d) Training 
(e) Offshore procurement 
(f) Military sales on a cash or credit basis 
(g) Miscellaneous worldwide programs 


FACILITIES-ASSISTANCE PROGRAM 


Definition—The FAP is that portion of the military-assistance program 
designed, to assist the establishment and expansion of overseas facilities for 
the manufacture and maintenance of essential military equipment, such as 
facilities for the production of ammunition components, guided missiles, jet- 
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engine overhaul facilities, etc. Projects undertaken within this program must 
result'in a net addition to the total capacity of the country concerned, or in an 
improvement in product to meet military requirements. 

Obdjectives.—The primary objectives of the program are: 

1. To establish logistic support facilities on an active or standby basis near 
the areas of potential combat so that high-usage-rate military items will be 
available in the shortest possible time in the event of war. 

2. To decrease United States responsibility for furnishing and maintaining 
military equipment by encouraging recipient countries to produce and main- 
tain their own equipment through assistance in developing the necessary 
facilities for this purpose. 

3. To create the production capacity to improve and modernize forces with 
weapons which countries can more readily maintain and which will be tech- 
nologically sufficiently advanced to keep pace with Soviet advances in weapons 
technology. 

General policies —Before a country is eligible for assistance under this pro- 
gram, it must commit itself to maintain for use in an emergency the aggregate 
productive and maintenance capacity in the particular field in question, including 
existing capacity as well as that for which assistance is furnished under the 
program. ‘The country must also participate in financing of the project. To 
date, the financial contribution by the United States has been 49 percent of 
the total cost of the projects. 

All facilities established through this program are considered in the light of 
overall regional requirements, rather than the requirements of a single country. 
Countries receiving assistance must agree to make the products and services of 
the resulting facilities available to other free nations without discrimination in 
price, quality, or delivery schedules. These provisions help to assure the 
regional character of the facilities-assistance program. 

Prior to acceptance, all projects are thoroughly appraised either by com- 
petent engineers from American industrial companies or by military technicians. 
Through such a careful screening process, it is assured that maximum value is 
received for every dollar of the United States contribution. United States rep- 
resentatives in the field review proposed projects to insure that recipient coun- 
tries contribute the maximum amount consistent with their resources. The 
United States contribution consists usually of production equipment and tech- 
nical assistance. The foreign government furnishes the land, structures, labor, 
materials, and some equipment. The facilities constructed by foreign govern- 
ments should ultimately result in a decrease to our overseas contributions 
rather than an increase, since countries will have the capability of meeting 
their own requirements for emergencies. The type of facilities we support are 
those for which a long life can be anticipated. A large portion of the facilities 
previously supported were propellant and explosives facilities for which there 
will be a useful application in the coming age of guided missiles. 

Fiscal year 1954-57 program.—This program began in 1954 and emphasis was 
placed on developing additional facilities for the manufacture of chemical com- 
ponents of ammunition. The program has been broadened since then to extend 
to the development of plants for the production or maintenance of various types 
of military hardware, including spare parts for United States-furnished equip- 
ment. Recently emphasis had been placed on assisting countries in the produc- 
tion of newly developed weapons, such as guided missiles and electronics. The 
total United States obligations, as of June 30, 1956, for this program have been 
$74.9 million. The major portions of the program are discussed below : 

Ammunition: In 1953, the NATO alliance, faced with the continuing demands 
for ammunition, both in Korea and in Indochina, decided that steps were nec- 
essary to increase the European capacity for ammunition production. At that 
time, Europe had an annual capability of producing only a 5-day supply of anti- 
tank ammunition. The production capacity for certain other key types of am- 
munition was also critically deficient. Europe had an overall capacity to pro- 
duce about 25 percent of its wartime requirements for metal components of 
ammunition, excluding newer types. However, the production capacity for the 
propellants and explosives required for ammunition was considerably below this 
level. By a joint application of United States and country funds to certain 
bottleneck industries, it was found that European capacity could be brought up 
to a reasonable margin of security in case of interruption to transocean ship- 
ments if an emergency should occur. 

Maintenance and repair: It is appropriate that European nations utilize 
European production facilities to the greatest extent possible in maintaining 
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and in modernizing their forces. Equipment of European design can normally 
be more easily maintained because of the ready availability of the various com- 
ponents from nearby European sources. The facilities assistance program is a 
means whereby the United States can assist its allies in modernizing their mili- 
tary equipment at a minimum of cost to the United States. 

Maintenance projects which have been undertaken include projects for re- 
habilitation and repair of ammunition; naval gunsight and computer repair ; 
repair of naval ordnance, sonar and ship superstructure; and repair of F-86 
airframes, hydraulics, and allied electronic equipment. 

Modernization of forces: The facilities assistance program enables the United 
States, at a minimum cost, to assist the NATO countries to modernize their mili- 
tary equipment. 

It is desirable to obtain a maximum contribution from European nations in the 
utilization of their own production facilities to reequip their forces with modern 
types of European-designed weapons. 

The Soviet bloc has devoted a considerable portion of its national resources and 
technical manpower toward the development of superior advanced weapons. A 
major effort is being made by the Soviets to surpass the United States and the 
western countries in training technical personnel, both as to quality and quantity. 
Soviet-bloe states already have an overwhelming manpower advantage. One of 
the principal deterrents to Soviet aggression has been our superior weapons’ 
technology, which has offset the manpower advantage. With indications point- 
ing to a possibility of the Soviets surpassing United States weapons’ technology, 
an ususual and determined effort must be made by the Western World. 

‘There are two avenues of approach to the problem by the United States. The 
first is to furnish Europe with our new types of advanced weapons continuously, 
recognizing that rapid technical obsolescence would necessitate periodic re- 
equipping of European military forces (about every 5 years). Thus the United 
States would be saddled with a very heavy continuing burden. At present there 
is no alternative. 

The other approach is to establish in Europe a continuing capability to design 
and supply its own advanced weapons. This has an advantage in that it brings 
into play a large reservoir of European scientific and technological skills and 
equipment. It has the further advantage of harnessing to the NATO effort the 
national pride in and financial support of the development and production of 
indigenous-type weapons. This could thus reduce military materiel end-items 
= as assistance to NATO, and thereby reduce dependence on United States 
aid. 

Projects in the fiscal year 1956 and fiscal year 1957 programs have included 
components for modern weapons and for guided missiles. Projects in the fiscal 
year 1958 program are primarily directed toward guided missiles systems and 
components. One such component is liquid oxygen. Since it would be both costly 
and hazardous to transport large quantities from the United States, a source of 
supply for large quantities of liquid oxygen must be available close to the missile 
sites. 

There are also projects for large grain propellants for missiles. The double 
base propellant capacity required for missiles has already been established in 
Europe as a result of previous projects under the ammunition program described 
above. Other projects include components of missiles, e. g., missile-booster 
motors, sustainer motors, and warheads, and complete missile systems. 

Fiscal year 1958 program.—It can be anticipated that in the future the facili- 
ties assistance program will be directed toward the development of facilities for 
the production and maintenance of new weapons. These will include missiles 
and electronic equipment, such as radars for defense and advanced types of com- 
munications equipment essential to NATO. It is estimated that the United 
States share of the cost for the fiscal year 1958 program will be $20 million. 
This includes continuation of the missiles projects which for engineering rea- 
sons were not concluded in the fiscal year 1957 program. 


MUTUAL WEAPONS DEVELOPMENT PROGRAM 


1. Objectives of program.—The mutual weapons development program 
(MWDP) was established by a special provision of the Mutual Security Act of 
1953 with the primary objective of increasing the defensive capability of our 
allies and improving our mutual security through the provision of United States 
financial and technical assistance to selected highly promising projects for weap- 
ons of advanced design in their research and development programs. This pro- 
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gram is paying excellent dividends. It is making both allied and United States 
research and development more effective through coordination and technical 
assistance. It is developing new items which will be especially suited to the 
needs of our European allies. These will, in most instances, be far more eco- 
nomical to manufacture, operate, and maintain than corresponding items from 
the United States. The program is mobilizing the scientific competence of our 
allies and is adding the inventive capability of Western Europe to that of the 
United States in the race to keep ahead of the Russians in the development of 
néw weapons. As an important byproduct, it is assuring to the United States 
all new ‘technical knowledge coming from these projects and the use, if desired, 
by our Armed Forces of any item developed in the program. 

2. Administration of the program.—(a) The mutual weapons development 
program is administered by the Assistant Secretary of Defense for Research 
and Engineering in coordination with the Assistant Secretary of Defense, Inter- 
national Security Affairs. The fieldwork is to a large degree decentralized and 
is carried on through the mutual weapons development team in Paris. This team 
consists of a director and representatives of our three military departments oper- 
ating from the Office of the Defense Advisor to the United States Ambassador 
to NATO. 

(6) Bilateral agreements negotiated with the governments of the partici- 
pating countries state the general overall conditions and form the basis for the 
technical agreements signed for each approved project. These technical agree- 
ments set forth the details of the projects and the responsibilities of the partici- 
pating countries, obligate the funds and serve as the basis for payment by the 
United States of specified amounts contributed to the support of the projects, 
the costs of which are in general shared between the United States and the 
other nations on approximately a 50-50 basis. 

3. Project selection.—(a) Through an annual survey, the MWD team screens 
the proposals submitted by the participating countries and selects for recom- 
mendation those which best meet the established criteria. Projects selected gen- 
erally are those which are directed toward the fulfillment of an operational re- 
quirement or target specified by an appropriate operational staff and are subject 
to significant acceleration with additional financial support. Projects may be: 

(1) Of applied research with a military objective. 

(2) Of development on items of advanced design which show a marked 
improvement over standard items available to the country of origin and 
indicate a good promise of materially increasing the effectiveness of the 
forces raised for the mutual defense. 

(3) For the support of a center, laboratory, test facility, tests of weapons 
or weapons systems or technical assistance. 

(b) Items resulting from the program are to be made available to other 
countries of the free world under conditions specified in the agreements. All 
technical information concerning a supported project is to be made available 
to the United States as well as certain license rights to inventions growing out 
of the projects, making possible their production in the United States for use 
of the United States Armed Forces throughout the world. 

(c) Projects recommended by the team are reviewed by appropriate agencies 
of the Department of Defense which submit their comments to the Assistant 
Secretary of Defense for Research and Engineering for technical approval. For 
highly complicated and expensive projects, teams comprised of scientific spe- 
cialists are sent to the countries concerned to study the projects on the ground 
and submit detailed comments thereon for consideration. To further assist 
in selecting the projects, the ASD(R&E), appointed a steering group last fall 
comprised of highly competent research and development technical and mana- 
gerial experts from industry and government. This was also to insure that 
the Nation’s best scientific talents are applied to the planning and conduct of 
MWDP and to provide a basis for assuring that foreign research and develop- 
ment projects selected for support are given scientific evaluation equivalent to 
that of the domestic projects in our departmental programs. The steering 
group reviewed and evaluated the entire fiscal year 1957 program in October 
1956. It met again in May 1957 to consider the fiscal year 1958 projects. 

4. Countries participating—lInitially six countries entered into bilateral 
agreements in 1954 with the United States on this program. They were Bel- 
gium, Italy, France, Norway, the Netherlands, and the United Kingdom. Last 
year Western Germany also agreed to participate and negotiations have been 
underway for some time with the Japanese Government which has already 
submitted several projects for consideration. 





— 


a ERO LS ES 


FOREST B ELT A GRE ES RS RT TT 


rare 


; 
; 
: 
; 
} 
‘ 





416 MUTUAL SECURITY. ACT OF 1957 


5. Summary of joint financial participation through December $1, 1956.— 

















Projects Country of origin United 
mat ee BE a et z ier std States 
Fiscal year MWDP 
New Supple- |Expended prior) MWDP obli- | obligation 
mental to MWDP gation 
|} | eee es si PINS iid SA Aiea ten 
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ale. 264 ontsngs nish.) disks A vandeed 36 | 10 35, 680, 000 53,359,000 | 43, 547, 064 
Ne pa creek ead 7 | 1 18, 545, 000 | 10, 078,000 | 12, 151, 687 
leiails sede aus 107 | rs “82, 910, 980. 97, 765, 159 | 96, 147, 241 
Percent 
Percent, United States share of total costs_____.-._.__-_______--_____--- 34. 7 
Percent, United States share of MWDP projects costs______--_____--__- 49. 6 


The above summary shows by fiscal years the joint financial participation in 
the various projects by the countries of origin and the United States. It should 
be noted that although the joint MWDP participation averages about 50 percent, 
when the total expenditures of the countries concerned are taken into account for 
the periods prior to and during the MWDP agreements, the United States share 
is only about 35 percent. 

6. Summary of United States expenditures.— 
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Expenditure rates and their percentage figures shown in the summary above 
have proved, after careful consideration of all controlling factors, to be con- 
sistent with United States experience. It is expected that this rate will increase 
materially during the coming months, since some of the participating govern- 
ments cannot make any payments to contractors (and subsequent requests for 
United States reimbursement) until the end item is completely developed, in 
spected, and accepted. Experience has shown that some research and develop- 
ment projects do not live up to expectations, so the agreements provide for 
termination of any project should it be determined by either country that it lacks 
promise justifying further financing. Under this provision, five projects have 
been terminated to date. 

7. Fiscal year 1954 program.—aAs indicated in the summary above, 33 projects 
were included in the initial program for fiscal year 1954. It was not expected 
that all of these projects would be completed within the 2-year period covered 
by the agreements, as projects were in various stages of development at the 
time the agreements were signed. Most of them were well advanced, however, 
and many have been completed. Transition into service use may require many 
months. Several are now undergoing final field tests and will reach the produc- 
tion stage this year. From the viewpoint of research and development, the 
bulk of the fiscal year 1954 projects have practically been completed. 

8. Fiscal year 1955 program.—The relatively larger proportion of United 
States share during fiscal year 1955 was due to the financing of the SHAPE Air 
Defense Technical Center by the United States in order to get it started. It is 
anticipated that responsibility for the financing of this center eventually will 
be taken over by NATO. ‘The United States also assumed a large proportion 
of the costs of the light fighter development program for NATO during that 
fiscal year. 

9. Fiscal year 1956 program.—lIt will be noted that obligations this year prac- 
tically doubled those of fiscal year 1955. This was due in part to obligation 
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early in the fiscal year of projects which had been intended for the previous 
year. Also, the countries were coming to a better realization of the value of 
the program and more projects were submitted for consideration. A number 
of highly classified items were disclosed for the first time. A number of exten- 
sions of earlier projects were also included this year in order to permit com- 
pletion of the developments. 

10. Fiscal year 1957 program.—Obligation on fiscal year 1957 projects have 
not yet been completed. An effort was made to complete the obligations early 
this year and bring the program into phase with the United States budget cycle 
and considerable progress toward this desirable objective was made. It is 
expected that approximately $45 million will be approved and obligated by 
June 30. 

11. Fiseal year 1958 program.—MWDP project proposals for fiscal year 1958 
have increased both in numbers and importance. Our allies have gained con- 
fidence in the validity of the announced objectives of the program and are sub- 
mitting more of their highest quality projects for consideration. They recognize 
that our efforts to support the maximum use of new weapons evolved from the 
MWDP are leading toward elimination of unnecessary duplication and the ac- 
complishment of increasing standardization. These are important objectives 
which should contribute materially to the improvement of our mutual defenses 
and the saving of considerable money in the future. Projects totaling nearly 
$100 million were submitted for consideration this year; 75 percent of the total 
were for new projects and the remainder for continuance of support of projects 
already in the program. 

The Department of Defense MWDP steering group reviewed these projects 
in detail early in May 1957. During these hearings, these experts studied and 
analyzed the projects and reviewed the comments and recommendations of the 
field agencies and of the three military departments. The program now under 
final consideration will involve a United States contribution of approximately 
$65 million. 

Included in the fiscal year 1958 list are new projects relating to guided missiles, 
new radars, improved munitions, electronic countermeasures, antisubmarine war- 
fare, and special studies in fields of undersea warfare, land warfare, and missile 
operations. Funding is also included for extensions of projects currently in the 
program which continue to show promise and which will require additional time 
and money for completion. 

12. Selected projects.—The following highly promising projects are currently 
included in the program : 

(a) Light-strike tactical fighter: During the hearings on the fiscal year 1957 
program, mention was made of work on the development of a new light tactical 
strike fighter. It will be recalled that the project was initiated at the request 
of SHAPE, which had established an operational requirement for a lightweight 
low-cost jet aircraft which could operate from dispersed semiprepared airstrips. 
With the assistance of the NATO Advisory Group for Air Research and Develop- 
ment and the United States Air Force, three types were selected for development 
from a number of proposals submitted by various European NATO countries 
and are being developed in France and Italy. All of them will be powered by 
the new Bristol Orpheus engine which the British are developing under the 
mutual weapons program. The Orpheus project has produced an engine with 
less weight than anticipated and with prospects of a still higher thrust-weight 
ratio. The Italian aircraft has already been flying for some time and has 
actually exceeded some of the important capabilities desired from this craft. 
The French designs will be flying this spring. All three will be thoroughly 
tested this summer to determine their technical suitability to meet the require- 
ments. In addition, sufficient aircraft of the Italian design are being produced 
to permit a thorough test by one squadron of the tactical concept. This fighter 
is an important element of our efforts to assist the Europeans in creating their 
own weapons to meet their special requiremens which they can manufacture 
themselves and so decrease their dependence on continuing United States mili- 
tary aid. 

(b) The forward-scatter communications test links, which were mentioned 
last year as having been initiated, are well underway. These pilot test links 
were recommended by the SHAPE Air Defense Technical Center—which was 
also created as part of the MWD program—and are being supervised by that 
agency. The eventual complete communications system will be invaluable not 
only for the air defense of Western Europe and as an instrument of command 
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by SHAPE, but also as part of the warning net for the North American Con- 
tinent. 

(c) An entirely new type of project included in the fiscal year 1957 program 
was the training center for experimental aerodynamics. It was established 
jointly with Belgium to provide NATO with a means for training qualified 
scientific students in advanced experimental aerodynamics and the techniques 
and practices of a modern areodynamics laboratory. Constructed recently by 
Belgium at a cost of more than $2 million, this facility includes sonic and super- 
sonic wind tunnels together with supporting laboratories, classrooms, and shops. 
The first course, which is now underway, includes students from 7 different 
countries. It is anticipated that responsibility for the financing of this center 
eventually will be taken over by NATO. This is an example of a project de- 
signed primarily to educate scientists who will help solve problems in the aero- 
dynamics field in the future for the benefit of our mutual defense. 

13. General accomplishments.—The fact that the mutual weapons develop- 
ment program is accomplishing its major objective is indicated by the following 
comment made by Gen. Lauris Norstad, Supreme Commander, Allied Powers, 
Europe: 

“A large portion of these projects apply to the NATO area and each of these 
projects is reviewed by my staff as they are proposed by the mutual weapons de- 
velopment team. I am satisfied that these projects are highly desirable and I 
would hope that they would be implemented. 

“The program, in general, from a NATO viewpoint, is particularly worth- 
while, as— 

“(1) It will provide our allies with more effective weapons at dates 
earlier than would otherwise be possible ; 

“(2) It lessens the dependence of our allies, from a long-term aspect, on 
United States sources for advanced weapons and equipment; and 

“(3) It directly benefits the United States by providing information on 
new technology developed by our allies. 

“T consider the program as making a distinct contribution to allied command, 
Europe, and would like to urge that efforts continue, as in the past, to insure its 
success.” 

NEW WEAPONS 


The term “new weapons” as used in this presentation refers to selected types 
of improved weapons and equipment developed since World War II, the nature 
of which has radically altered the science of warfare. Included are dual-purpose 
weapons and equipment which permit the use of atomic warheads, but fissionable 
materials are not included within this definition. Examples of new weapons 
are guided and free missiles, recent types of supersonic aircraft, antisubmarine 
warfare equipment, and electronics equipment for air defense. 

The considerations which render it of greatest importance that we include 
advanced weapons in our military assistance program were taken up with the 
Congress last year. As stated at that time, United States assistance in moderniz- 
ing our allies’ forces must be on a continuing basis; additional funds for this 
purpose are accordingly requested for the coming fiscal year. 

Without repeating in full the considerations advanced last year on behalf of 
this program, the following key factors should be noted: 

1. In this period of rapidly developing technology, military plans and forces 
must constantly be reviewed to insure adjustment to changing conditions. It is 
not enough to build up military strength; that strength must be maintained and 
continuously modernized. 

2. The United States and its allies have always recognized that it would be 
impossible for the free nations of the world to attempt to maintain military forces 
numerically comparable to those of the Communist powers. In order to com- 
pensate for our numerical inferiority, we must maintain not only our nuclear 
deterrent, but also the capability to deter and, if necessary, repel local attacks. 
This requires effectively armed allies. 

38. Our allies, particularly the smaller NATO countries, have become increas- 
ingly aware of the discrepancy between their own military capabilities and those 
of the United States and Soviet forces, armed with the latest weapons. 

The United States, and to a limited degree, the United Kingdom, are the only 
nations of the free world presently producing the more important advanced 
weapons, capable of employing nuclear warheads. While the United States 
through its sample weapons program, has offered to assist NATO nations having 
the necessary financial and industrial capability to undertake the development 
and production of advanced weapons, the United States will for an indefinite 
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period be the only possible source for the provision of such weapons to free world 
forces in quantity. It is, therefore, essential that the United States provide 
necessary weapons to our allies under the mutual security program to match the 
growing strength of Soviet blec forces which are being progressively armed with 
similar weapons. Failure to do so in Europe would mean that allied NATO 
forces on the flanks of United States units would be unable to hold, vitiating the 
NATO shield concept and imperiling our own forces. Elsewhere in the world 
free world forces must be modernized on a selective basis to prevent intimidation 
or nibbling attacks by stronger Soviet or satellite forces. It is axiomatic under 
collective security arrangements that allied forces should be effectively armed to 
bear their proper share of the defense. Apart from this basic military consid- 
eration, it is clear that our military alliances, and particularly the NATO shield 
in continental Europe, would not long survive if United States contingents were 
the only forces armed with modern weapons. Our allies cannot maintain their 
vital contribution to the common defense if their armed forces are inferior by 
reason of their outmoded weapons. 

These considerations led the executive branch to approve for fiscal year 1957 
the inclusion of funds for the procurement of new weapons. In addition, funds 
from prior year appropriations were to some extent reprogramed for this 
purpose. The fiscal year 1956 and fiscal year 1957 programs include major new 
weapons costing approximately $410 million. The worldwide program totais 
$329 million with the remaining $81 million included in country programs. These 
programs include the followed new weapons: 

Surface-to-air and surface-to-surface guided missiles 
Free flight and aircraft rockets 

Early warning equipment 

Antisubmarine aircraft and detection equipment 
Advanced fighter and all-weather type aircraft 

The fiscal year 1958 program requests new grant-aid funds for new weapons 
of approximately $339 million. The worldwide programs total $297 million, 
with the remaining $42 million included in country programs. In addition, it 
is proposed that approximately $150 million of new weapons will be offered for 
sale to our allies. The fiscal year 1958 new program request includes the same 
general categories of weapons as those for fiscal year 1957. 

Tentative country allocations of these new weapons have been based on the 
recommendations of appropriate military authorities. Final allocations are 
dependent upon the designated recipient’s ability to utilize effectively the equip- 
ment and to provide adequate security safeguards for classified information or 
equipment. Formal acceptances have been received from designated recipients 
for a large portion of the weapons programed in fiscal year 1956 and fiscal year 
1957 and firm deliveries are being established. 

The United States has advised NATO countries that its ability to devote an 
increasing share of the military assistance program to new weapons will depend 
to a considerable degree upon their willingness and ability to assume a greater 
share of the costs of maintaining existing conventional forces. 


OFFSHORE PROCUREMENT 


Background.—There are three sources of supply for items included in the 
approved military assistance materiel program. Some of the items ean be 
furnished from supplies on hand in the Army, Navy, or Air Force. Additional 
amounts come from new production in the United States. The third source is 
“offshore procurement” (OSP), a term used to describe purchase by the United 
States of military equipment and supplies from sources outside the United 
States for delivery to other friendly countries, as part of the military assistance 
program. This type of procurement was first undertaken in a relatively small 
way in connection with aid to Greece in 1947 because the United Kingdom was 
then the only source of supply for replacements, spare parts, and ammunition 
for the British types of military materiel with which the Greek armed forces 
were equipped. If this equipment had not been procured offshore in the United 
Kingdom, it would have been necessary to completely reequip the Greek armed 
forces with United States type of equipment, an extremely costly undertaking. 

When the military assistance program was initiated in 1949, it was planned 
to supply United States types of equipment to our allies, mainly from existing 
United States stocks. It was also planned that any new procurement would, 
in part, be delivered to United States forces to replace stock items previously 
shipped to our allies. At that time, this seemed to be the most expeditious way 
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of getting weapons into the hands of Allied soldiers, and thereby strengthening 
the overall capability of the free world to resist aggression. The attack in 
Korea, however, upset these plans; and the stocks of military equipment and 
ammunition which had been programed for delivery under the military assist- 
ance program were necessarily diverted to meet the urgent requirements of the 
Korean war. A new source of production had to be found and OSP was intro- 
duced to supplement United States production, which was straining to meet the 
needs of the Korean conflict. 

Equally important were the logistic and strategic considerations. From the 
military point of view, it was considered essential, in case of war, that the 
maximum capability to produce replacements, spare parts, and ammunition 
be available from sources close to the actual fighting, and not be subject to 
the hazards and delays of a long and precarious pipeline from the United 
States. In addition, there were other benefits flowing from this action which 
were important to the United States: 

1. The opportunity to save money for the United States taxpayer. In many 
instances, especially in shipbuilding, it was possible to procure in Burope or 
Japan military equipment of types suitable for use by the recipient countries’ 
forces at a cost less than that for purchasing equivalent equipment in the 
United States. 

2. The furtherance of United States political and economic objectives abroad. 
As the Marshall plan was diminishing in size, many of our European allies 
still had balance of payments difficulties, particularly with the dollar area, which 
were in part overcome by OSP. Our OSP program was also instrumental in 
some countries as a means of combating Communist influence in the trade-union 
movement. 

The four basic limiting factors which have always governed, and continue 
to govern, the placement of offshore procurement contracts are set forth in a 
Department of Defense directive, dated August 17, 1951. These limitations are 
that such procurement will not result in one or more of the following: 

1. Unjustifiable cost in comparison with procurement in the United States. 

2. Militarily unacceptable delays in delivery. 

8. Serious adverse effects upon the United States economy, employment, or 
industrial mobilization base. 

4. Threat to the security interests of the United States. 

Fiscal year 1951-57 program.—Since 1951 the United States has purchased in 
Europe and the Far East a selected portion of the materiel to be furnished 
to friendly foreign nations under approved military assistance programs. Dur- 
ing the period, military assistance program offshore procurement contracts 
totaled about $2.71 billion, with expenditures as of December 31, 1956, amounting 
to $2.12 billion, or 78 percent of the value of contracts placed. 

The greatest volume of offshore contracts was placed in fiscal year 1953 when 
the amount totaled about $1.6 billion. In fiscal year 1956, the amount of new 
procurement offshore was only $62 million. Of the total orders placed to date, 
$2.57 billion has been placed in Europe, largely in NATO countries, with the 
remainder awarded to the Far East area, principally Japan. 

The largest single procurement category is conventional ammunition. The 
orders for conventional ammunition have been important in meeting training 
and war reserve requirements in friendly foreign countries. Ammunition orders 
to date total $1.18 billion, or 48 percent of the total orders placed. In the 
main, ammunition procured has been of United States types and the bulk of 
orders was placed at a time when United States industry was engaged in 
fulfilling the requirements of the Korean campaign. 

The second largest category of procurement is aircraft, spare parts, and sup- 
porting equipment in the amount of about $460 million. Many of the aircraft 
contracted for under this program were of European types. 

The third largest category of materiel procured offshore, amounting to about 
$360 million, is ships and harbor craft. These items are principally of foreign 
design and were produced in foreign shipyards at costs appreciably less (in some 
cases as much as 50 percent less) than United States costs for comparable 
items. 

With the exception of ammunition, offshore procurement orders involved pri- 
marily items of non-United States design, e. g., British Centurion tanks, Furo- 
pean-type radar, BOFORS, L/70 40 mm. antiaircraft guns, naval craft, and 
aircraft of foreign design and British-type weapons. 

On the basis of the end items included in the materiel program, the status of 
service stocks and the state of the United States industrial mobilization base, it 





ee a 





MUTUAL SECURITY ACT OF 1957 42] 


is estimated that about $110 million may be obligated in fiscal year 1957 for 
offshore procurement on a worldwide basis. 

Fiscal 1958 program.—lt is estimated that the fiscal year 1958 program will 
be in the same general order of magnitude as that for fiscal year 1957. In 
contrast to previous years, it is anticipated that a larger percentage of the off- 
shore procurement orders in 1958 will be placed in the Far East and, in addi- 
tion, the total orders will involve little or no ammunition. In general, OSP 
will be used primarily to (a) obtain foreign-type items of materiel needed to 
meet an approved military requirement, or to (b) develop arrangements of 
special benefit to the United States, such as cost-sharing production schemes or 
production capabilities in “soft currency” areas for use on a regional basis. 

The reduction in ammunition orders will undoubtedly result in some of the 
ammunition plants in both Europe and the Far East being put into “‘mothballs.” 
The United States will assist these countries in placing these plants in a standby 
status with the understanding that the governments concerned will agree to 
maintain the plants on a standby basis for future use in the event of war. 


MILITARY ASSISTANCE TRAINING PROGRAM 


The military assistance training program is aimed to insure maximum effec- 
tiveness of forces with emphasis on obtaining the greatest utilization of equip- 
ment furnished under the materiel program. Specifically, the objectives of the 
training program are to: Assist in the attainment of combat effectiveness of 
forces at the earliest possible time; insure proper maintenance and operation 
of United States provided equipment ; assist in the establishment of self-sufficient 
country training programs; assist as appropriate, in increasing the skill of 
country military personnel to the degree which will permit rapid and ready 
transition to more modern equipment. 

Military assistance training requirements are prepared in furtherance of these 
objectives. Although the training requirements are closely related to the end 
items being furnished each country, the training program is not limited exclu- 
sively to this type of training. In the interest of developing effective forces and 
in view of the varied capabilities of the recipient countries, appropriate in- 
structions in all phases of military activities are offered. The annual require- 
ments for training assistance are developed by the military assistance advisory 
groups in conjunction with the recipient countries and reviewed by the unified 
commands and military departments to assure that they are in consonance with 
the material programs and United States plans and objectives in the respective 
recipient countries. 

To carry out the objectives of the training program, several types of training 
are provided foreign military personnel. ‘The major types are: 

1. Training of students in service schools, both in the United States and over- 
seas (this type of training is the basic element of the program). 

2. Mobile training teams, composed of United States service personnel, who 
provide in-the-field instruction in the maintenance and operation of specialized 
equipment. 

3. Technical representatives who are civilian contract specialists and provide 
field instruction on highly complicated and newly developed equipment. 

4. Orientation visits for senior foreign military personnel to acquaint them 
with the latest practices and techniques in use in the United States military 
services. 

5. United States training personnel stationed in the recipient countries provide 
technical advice and instruction at the countries’ installations and guidance in 
the development of indigenous training establishments and programs. 

In the training program, countries financially able to do so bear a portion of 
the cost involved in the training of their personnel. These countries pay trans- 
ocean transportation costs of their students and certain costs of maintaining 
United States advisory and instructional personnel overseas. 

During the period fiscal years 1950-57, approximately 42 different foreign 
countries have been provided military assistance training. Foreign military 
personnel had completed or were attending 88,486 courses of instruction in service 
schools in the United States and 25,000 courses in overseas installations on 
December 31, 1956. (One course of instruction is equal to a single trainee in 
a particular service school.) These numbers do not include the large groups 
of personnel that have received instruction in their own countries from United 
States instructors and technicians. At the end of December 1956, 2,049 technical 
representatives and 2,149 mobile training teams had completed or were currently 
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engaged in providing field instruction and assistance to foreign personnel. In 
addition, the service personnel assigned to the military assistance advisory group 
in each country have advised and assisted the countries in training tactical and 
support type units. The active participation of MAAG training and advisory 
personnel in some countries has been and will continue to be extensive. 

As the result of the training furnished, armed forces of many countries have 
been improved from a condition seriously lacking adequate training and organiza- 
tion into modern military organizations familiar with the tactical use and tech- 
nical aspects of their equipment. However, despite favorable results to date, 
much remains to be accomplished. While quantitatively indigenous training 
establishments closely approximate training requirement goals, many countries 
still require considerable training assistance to achieve and maintain desired 
qualitative standards and to attain a position where they can readily use and 
maintain more modern weapons. 

The fiscal year 1958 military assistance training program request is $74 mil- 
lion. The estimate for fiscal year 1958 is based on training requirements for 
approximately 38 countries. A summary of the fiscal year 1958 MA training 
program is as follows (in thousands of dollars) : 





Total program Europe Near East | Far East Latin Nonre- 
America gional 
Se ALO.. had... hiedieed sluwebul. sou $11, 625 $13, 553 $28, 009 $6, 032 1 $14, 765 





1 Nonregional includes: Navy, contractual services, $200; Air Force technical representatives, $6,820; 
State, mission training expenses, $2,000; new weapons training, $5,745. 


To insure insofar as possible that the recipient countries have the capability 
to maintain and use the more conventional weapons, the training program must 
continue to stress the training on these types of weapons and equipment. How- 
ever, since MA training is closely related to the materiel items, training in fiscal 
year 1958 and later years will be largely influenced by the more modern weapons 
being provided our allies. In fiscal year 1958, emphasis will be placed on train- 
ing for such new weapons as guided and free missiles and equipment for air 
defense systems that are included in the fiscal year 1957 military assistance pro- 
gram. Increasing emphasis will also be placed on training connected with new 
weapons to assist friendly countries to attain a position which will permit rapid 
transition from conventional weapons to the more modern types. 

The United States is also prepared to train units from certain NATO countries 
in the techniques of dual-purpose weapons. Training will be undertaken with 
special training devices and will not entail possession of nuclear components by 
the forces trained. This training will be in harmony with the priorities estab- 
lished by the NATO military authorities and will be carried out under arrange- 
ments worked out directly between appropriate military authorities of the United 
States and the NATO member countries receiving the training. 

As in prior years, the fiscal year 1958 training program will include training 
and indoctrination of commanders, staff officers, and supervisory personnel re- 
sponsible for planning and establishing systems, organizations, techniques and 
policies. The common ground of knowledge and means of communications 
(English) resulting from this United States training will prove of invaluable 
benefit in joint and combined operations of military forces. 


MILITARY SALES ON A CASH OR CREDIT BASIS 


Purpose.—The amount requested in fiscal year 1958 will establish a capital 
fund to facilitate sales of military end-items and spare parts. Authority to 
reuse payments for such sales (including local currency payments) is being re- 
quested in order to finance additional materiel for sale. 

Background: It is a United States policy objective that MAP nations should 
assume financial responsibility for the procurement of materiel required to 
achieve mutual security objectives whenever such action is consistent with their 
economic and political stability. Progress toward the achievement of this policy 
objective has been made in the spare-parts field where negotiations have been 
consummated for many countries to assume financial responsibility for their 
spare part requirements. 

Procedural implementation of this policy is seen in efforts to expand the mili- 
tary sales program. Progress has been made in eliminating some of the obstacles 








MUTUAL SECURITY ACT OF 1957 423 


to this program through a series of legislative and administrative steps. The 
1956 amendments to the Mutual Security Act have allowed the establishment of a 
more equitable, and consequently more competitive, pricing policy, recognizing 
the age and condition of equipment. In addition, administrative procedures are 
being improved to provide better “customer service” and buyer-seller relation- 
ships. 

= problems and future progress: Several problems must be solved to 
properly capitalize on past progress and make further gains in the allied assump- 
tion of financial responsibilities. The problems referred to are those typical 
of any buyer-seller type operation: The seller must have stock from which to 
sell; the buyer’s ability to buy may often depend on credit; the seller’s ability 
to continue selling will require a smooth continuity of investment, sales, and 
reinvestment; and when foreign buyer-seller relationships are involved the pros- 
pect of trading through local currency acceptance will influence the buyer’s 
ability to buy and the seller’s willingness to sell. These problems and the cur- 
rent action directed at their solution are discussed in the following paragraphs. 

Investment.—The major effort to transfer financial responsibility has been in 
the spare-parts field. While many countries, primarily in Europe, have agreed 
to assume financial responsibility, the small size of their procurement orders, 
their lack of previous experience in procurement, continued dependence for 
many items on United States sources of supply, and lack of any regional pro- 
curement organizations, can make the transfer of financial responsibility for 
spare parts a reality only if a supply system exists to stock the necessary items 
for several countries and sell on demand. These problems will continue to pre- 
sent themselves as the military sales program expands in the spare parts and 
other fields. Since in the past funds have only been requested for grant-aid 
requirements, funds have not been available to procure materiel in anticipation 
of sales. Solution of this problem will require financial authorization to invest 
in the pipeline from which sales can be made. 

Credit: Over and above the need to provide pipeline requirements described 
above, the ability and willingness of some of our allies to procure materiel 
from the United States depends upon the availability, to an extent not now 
practical, of credit. While section 106 of MSA authorizes 3-year credit, for 
stocked items, using service funds to cover the credit, services have been un- 
willing to tie up their appropriations in major cases for this long a period. 
For items requiring new procurement, the authority of section 103c was in- 
tended to be applicable, using MAP funds. However, appropriations have never 
been requested for such purposes and the extension of credit would require 
diversion from other programs to cover such transactions. 

The availability of funds to advance credit would materially assist in meeting 
the requests of certain countries desiring to and having the capability of pur- 
chasing arms on a deferred payment basis. Such credit sales may be in the 
United States interest when they preclude the extension of Soviet influence 
through the sale of Soviet arms and when they advance the standardization of 
the equipment of allied forces on United States lines. 

The solution to this problem is the provision of funds to advance credit in 
order to facilitate the sale of military materiel. 

Local currency payments.—Dollar shortages throughout the world even in 
relatively stable economies are a significant damper on any major MAP sales 
program. While basic planning for the MAP sales program is in dollar terms, 
acceptance of local currency payments would facilitate the ability and willing- 
ness of many countries to pay for MAP materiel. This situation suggests that 
wherever local currencies could be used to meet other MAP requirements or 
requirements of United States military services, consistent with prudent man- 
agement and other United States objectives, it would be in the United States 
interest to accept local currency payment for MAP sales and reinvest these 
currencies for other MAP or United States requirements. Local currencies used 
to meet services and MAP grant aid requirements will be purchased with dol- 
lar appropriations, thereby providing for continuing conversion of local ecur- 
rencies to dollars which may in turn be reinvested in credit or sales trans- 
actions. Reinvestment of local curriencies for procurement of required ma- 
teriel, would as a byproduct, aid in the development of country production fa- 
cilities for future self-support. While authorization exists for the acceptance 
of local currency payments for economic commodities, such authorization does 
not exist for MAP materiel. 

Reinvestment.—The provision of military assistance to our allies is a con- 
tinuing program and consequently the need for maximizing sales of MAP ma- 
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teriel is also continuing. Capital will be required to underwrite additional 
sales and loans and the sales program could, within established limits, provide 
its own source of capital for future transactions by being authorized to reinvest 
payments made for sales or loans either in dollars or in local currencies. Such 
authorization will provide a basis for advance sales and investment planning 
and will place the MAP sales program on a continuing businesslike basis. 

Fiscal year 1950-57 program.—While almost 60 countries have participated in 
some degree in past sales of military materiel ($1,060 million through March 31, 
1957), principal participants were limited to those countries in a favorable 
financial condition who, as a result, were not in need of extensive grant or 
credit assistance, foremost among these being Canada which accounted for 
approximately $540 million of the total. Less than 10 percent of the total sales 
to date have been on a credit basis. 

Fiscal year 1958 program.—Steps proposed for fiscal year 1958 to capitalize 
on the progress already made and provide a basis for future gains in the trans- 
fer of financial responsibility to allied nations are as follows: 

(a) Initial financial authorization: It is very difficult to forecast the amount 
of credit or pipeline support required in any given year since a variety of 
political, financial, and military factors influence both the timing and amount 
of purchases. Past experience and current trends indicate that about $50 mil- 
lion may be required for spare parts support and about $125 million to finance 
major materiel requirements on a 3-year credit basis. Therefore, $175 million 
have been included in the total authorization for MAP in fiscal year 1958. Such 
authority would provide the basis for meeting the initial investment require- 
ments to provide the pipeline and credit for MAP sales. 

(bd) Continuing legislative authorization: Language changes in section 103c 
would authorize the reuse of payments for MAP sales to finance additional sales 
and loan programs. In addition, authorization is requested for acceptance of 
local currency payments for MAP sales. Such authority will provide the admin- 
istrative basis for a continuing program and will facilitate future sales where 
feasible through acceptance of local currencies. 


MISCELLANEOUS WORLDWIDE PROGRAMS 


Miscellaneous worldwide programs embrace a variety of special programs 
and the projects which are not appropriate for distribution by country. 
Examples of these programs are undelivered Army spare parts from prior year 
program, industrial plants and plant-expansion expenses, Far East Army vehicle 
rebuild program, aircraft modification project, and offshore procurement program 
expenses. Many of these miscellaneous programs are prior-year programs with 
no new funds requested for fiscal vear 1958. For fiscal year 1958 we are seeking 
additional funds in the amount of $119.7 million for 5 of these programs. Fol- 
lowing is a brief explanation of these projects: 

Vehicle rebuild.—Funds in the amount of $63 million for fiscal year 1958 are 
required for the vehicle-rebuild program in the Far East area. During 1956 
an increasing number of inoperable general-purpose vehicles were reported in 
countries in the Far East. In Cambodia, Korea, Laos, Taiwan, Thailand, 
Vietnam, and the Philippines, as high as 50 percent of the vehicles were deadlined 
or required extensive maintenance. These vehicles are of World War II type 
and many had been used by United States forces during World War II and the 
Korean war. The average age of the vehicles is about 12 years, which exceeds 
by 50 percent the “average life of type” for military vehicles. Many have been 
rebuilt one or more times. Maintenance, overhaul, and replacement of wornout 
vehicles is necessary to prolong the usefulness of existing assets and to maintain 
stocks at the minimum number essential for operations. 

Generally speaking, deliveries through military assistance have provided the 
authorized number of vehicles for these countries. The problem is not one of 
supplying additional vehicles for buildup of forces, but rather of replacing 
wornout and damaged vehicles. 

The maintenance, overhaul, and rebuild problem demanded urgent action. 
Increased training, technical assistance, and supervision were needed. A major 
project had to be initiated to obtain fifth echelon (rebuild) repairs. This project 
required facilities available only in the United States or Japan and applied both 
to complete vehicles and to their major assemblies. 

The Department of the Army made an analysis of the problem and concluded 
that it could only be treated on a regional basis since much of the necessary 
rebuild requirements were beyond the capability of the individual countries 
concerned. A contract was signed with Japanese manufacturers for rebuilding 
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both vehicles and major assemblies released for this purpose by recipient coun- 
tries in the Far East area. In addition to initiating the rebuild program, a 
military assistance parts depot was established in Japan. Finally, the fiseal year 
1957 program included $44.1 million for procurement of new vehicles of Japanese 
types. The initial procurement of new vehicles was required because of the 
large number of completely unusable vehicles in the inventories of the Far 
Eastern countries. This procurement program meets all of the normal standards 
for offshore procurement. The price to the United States is a very favorable 
one. <A total of $61.6 million was provided for the rebuild program in fiscal year 
1957. The fiscal year 1958 request is to finance 1958 requirements for the 
continuation of the program. 

OSP. expenses.—Funds in the amount of $5 million for fiscal year 1958 are 
required for administrative support incident to offshore-procurement activities 
devoted to purchasing and contracting under the military assistance program. 
This amount includes expenses connected with obtaining manufacturing data 
and production aids for support of offshore procurement activities. 

Aircraft modifications —Funds in the amount of $15.3 million for fiscal year 
1958 are required for modification of aircraft, guided missiles, or their com- 
ponents already on procurement that wil] result in: An improvement in military 
capability or operational performance; significant change in logistics or training 
requirements ; or a change in configuration to allow an aircraft or guided missile 
to perform an assigned mission other than the one for which it was originally 
procured. . 

Aircraft support equipment.—Funds in the amount of $34.7 million for fiscal 
year 1958 are required primarily for shop and utilities equipment, organization 
base and maintenance equipment and related aircraft equipment. This amount 
represents the best estimate of requirements submitted by our military assistance 
advisory groups over and above presently programed support equipment. A 
worldwide survey and redistribution of support equipment to meet deficiencies 
for support of forces in the fiscal year 1950-56 program is underway. Upon 
completion, a breakout of the above requirement by country will be possible. 

Special project proyram.—This program can be discussed on a classified basis. 


STATEMENT BY MARKLEY SHAW, ISA COMPTROLLER, OFFICE OF ASSISTANT SECKETARY 
OF DEFENSE (ISA) 


Mr. Chairman and members of the committee, I wish now to cover the follow- 
ing special military assistance programs: 
(a) International Military Headquarters 
(b) NATO infrastructure 
(c) Packing, crating, handling, and transportation costs 
(d) Military assistance administrative expense 
(e) United Nations logistical support in Korea 


INTERNATIONAL MILITARY HEADQUARTERS 


Objectives.—The support and operational costs of international military head- 
quarters are jointly financed by the member governments in accordance with 
government-to-government and international agreements and under accepted cost 
Sharing formulas. This request covers expenses for NATO International Mili- 
tary Headquarters, the SEATO Permanent Military Planning Staff, and such 
other similar organizations with which the United States may become affiliated. 

The military assistance program funds requested for fiscal year 1958 ($6.550 
million) are to meet the United States obligation to support: (1) to the extent of 
24.2 percent, the operation, maintenance, and capital costs of the military head- 
quarters and agencies of NATO, and (2) the estimated United States share of 
operations of the SEATO Permanent Military Planning Staff, and other similar 
organizations. 

NATO International Military Headquarters.—This organization consists of 
the two primary military commands commonly known as SHAPE (Supreme 
Headquarters, Allied Powers Europe) and SACLANT (Supreme Allied Com- 
mander, Atlantic) ; the Channel Command, the Standing Group, and the several 
military agencies, such as NATO Defense College, Military Agency for Stand- 
ardization, and the European Radio Frequency Agency. The costs allowed un- 


der the international budgets for these headquarters and agencies are limited to 


92528—57——-28 
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civilian salaries and wages, operating support (utilities, office supplies, and 
equipment), maintenance of building and equipment, and capital items. The 
pay and allowances of military personnel and supporting military equipment and 
hardware is the responsibility of the individual government furnishing the per- 
sonnel and equipment. The total contribution of the United States toward this 
support for the 5-year period ending June 30, 1957, is estimated at $28 million. 

An increase in the United States contribution during fiscal year 1958 ($6,550 
million) over the average level of prior-year contributions ($5.3 million) is an- 
ticipated as a result of the assignment to SHAPE of the maintenance and opera- 
tion of the early warning system of NATO. This assignment of responsibility 
is to assume that this vital communication network will remain firmly under the 
control and operation of the international military authorities. The operation 
and maintenance of this communication network is not included in the infra- 
structure programs. 

Each headquarters and agency budget is reviewed by the Supreme Command 
involved and submitted to the Standing Group for approval from the military 
viewpoint and to the Military Budget Committee for final analysis, appraisal and 
recommendation. The NATO Council, upon the recommendation of its Military 
Budget Committee, formally approves the budget estimates and authorizes the 
Secretary General to request funds from the member countries as required by 
the commands and agencies in accordance with the effective cost-sharing formula. 
United States interest is expressed at each successive stage of the budget formu- 
lation, review-analysis, and final approval. 

The accounts of each headquarters and agency are audited annually by audi- 
tors selected and appointed by the NATO Council from member countries. 

Other international organizations.—A permanent military planning staff was 
established on March 1, 1957, with headquarters in Bangkok. For fiscal year 
1958, it is estimated that the United States share will total $50,000 for operation 
of the SEATO permanent military planning staff. In view of the fact that the 
United States is planning to become a member of the Baghdad Pact Military 
Committee, an additional $50,000 is provided for that purpose. 

The fiscal year 1958 fund request for all international military headquarters 
——- comparative prior-year costs as set forth in the following table is $6.550 
million. 





Fiscal year | Fiscal year | Fiscal year 
1956 1957 1958 





United States contributions to SHAPE-SACLANT and 





subordinate a and military agencies of NATO-..... $3, 097, 547 $4, 990, 000 $6, 140, 000 
a daddbasceenmens 286, 444 310, 000 310, 000 
Other international military organizations. ...................]...........-.-].-...-.......- 100, 000 

sitnn:capiindiodmniidaddhabosksstual 3, 383,991 5, 300, 000 6, 550, 000 





NATO infrastructure 


The NATO infrastructure program is designed to provide facilities for mili- 
tary forces assigned or earmarked for NATO commanders, which would other- 
wise be beyond the financial capabilities of the individual NATO member 
countries. 

Fiscal year 1950-57 program.—The United States has participated in the 
financing of international military construction under the North Atlantic Treaty 
Agreement since 1951. The programs, which are approved in annual slices by the 
North Atlantic Council, total approximately $1,969 million for slices II through 
VII. These international programs cover the major categories of airfields, com- 
munications facilities, fuel distribution and storage systems, naval bases, war 
headquarters and training installations which are well distributed in tactical 
locations throughout the member countries. Apportionment of projects in the 
total program is approximately as follows: 


Project . Percent 
a a a a nl lech diese Levaed 48.5 
I as ci eli hs detain gna doles tees hes es 21.0 
Pipelines and petroleum oil and lubricants storage_._._.____.____________ 14. 5 
I a ts il bith dni baeseteae 11. 5 


Nee ch ta deals atigih htbinse ppscoorenenien % 
PU TUNED ck 0 i tie sa ta ams oS atemniapaieoun cunbee 2. < 


a 








MUTUAL SECURITY ACT OF 1957 427 


United States support of the program has been at the following agreed per- 
centages, which are shown net of taxes inasmuch as the United States deducts 
host country taxes prior to making a contribution: 





Slice Percent Slice Percent 
Ba cadbbnnunncedenthssacsesbaddinukasabobhbnapdekcesetQelhie 0 IV 38. 62 
en ttc ndeahannebenchnnksien dhGanee 40d sereeiortt 41. 82 V 39. 89 
Tica di adeettptamipnakianeededasinnke avd audiateseummnantmn stemmed 38. 40 VI 39. 81 
RG cc en tndénedncecunbirnmuenowacgy senaggniaeaiak tas aaniien 38. 79 VII 39. 72 





Congress has authorized, through fiscal year 1957, United States infra- 
structure contributions to a total of $780 million. The progress of the pro- 
gram is illustrated by the following: 

1. Airfields: Of 223 airfields programed for common financing through slice 
VII, 83 were substantially complete as of September 30, 1956 and 61 others 
were usable in an emergency. It is estimated that many of the latter are now 
complete and an additional 16 usable in an emergency. 

2. Communications: 392 projects have been programed and 233 were com- 
pleted at the end of 1956; 78 additional projects are expected to be completed 
in 1957. 

3. Petroleum, oil, and lubricants storage and distribution: The program totals 
over 5,000 miles of pipelines and 600 million gallons of storage. At the end of 
1956 2,900 miles of pipelines and 240 million gallons of storage were com- 
pleted. Many of the pipelines now contain fuel and fuel has been placed in 
some of the storage in the north central and southern European areas. A 
major portion of the total system will be in operation by the end of 1957. 

Proposed fiscal year 1958 program.—In August 1956 the North Atlantic Council 
agreed to the programing of additional infrastructure over the next 4 years at 
a cost not to exceed $630 million. All nations, including the United States, 
agreed—subject to legislative action. A new cost-sharing agreement resulting 
from the participation of Germany has been completed which reduced the 
United States contribution to approximately 34.7 percent net of taxes. The 
1957 slice VIII program of the new agreement is now being processed. This 
new 4-year program will be directed primarily at facilities necessary to 
survive an itnitial atomic attack and the first phase of an atomic war. Such 
urgent requirements as an early warning system, a forward scatter com- 
mand communications system, and dispersal of airfields are contained in the 
first increment of the new 4-year program. 

Additional infrastructure authorization required—In view of the actions 
taken by the North Atlantic Council, it would be in the United States interest 
and it would advance defensive efforts of NATO, if the Congress increased 
by $220 million the current authorization to contribute to the support of United 
States participation in the international agreement, making the total United 
States authorization $1 billion. This increase is requested. 

Fiscal status——The status of United States obligations and United States 
expenditures is as follows: 


[Millions of dollars] 





Cumulative, | Estimated, | Cumulative,| Estimated, | Cumulative, 
June 30, 1956| fiscal year | June 30, 1957} fiscal year | June 30, 1958 




















1958 
United States obligations, total..| 558. 8 75.0 | 633. 8 109. 4 743. 2 
Military assistance _ - 418.8 75. 0} "493. 8 109. 4 603. 2 
Other- --_- 140.0 | . 140.0 | 140. 6 
United Statesexpenditures,total.|  3589| 86.6) 445.5| 103.0|— 548. 5 
Military assistance. i 281. 4 | 75.0 | 356.4 | 90.0 446.4 
Ne cae ins densa pegs oae ce 77.5 | 11.6 | 89.1 | 13.0 102. 1 








NortEs.—(1) This table excludes $51.0 million used for military public works not within the ceiling of 
$780 million. (2) The item ‘‘other’’ refers to $140.0 million appropriated under DOD military functions, 
and is applicable to the current authorized ceiling of $780 million. 
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Packing, crating, handling, and transportation costs 


Fund requirements for packing, crating, handling, and transportation (com- 
monly known as P. C. H. and T. or accessorial costs) cover operating expenses 
incurred in preparation and delivery of military equipment and supplies to re- 
cipient countries under the military assistance program. Transportation refers 
to costs of moving materiel from point of origin to the recipient country. Other 
operating expenses include: 

1. Field procurement and inspection ; 

2. Receiving, warehousing, and related station operation and maintenance 
costs; and 

3. Supply and services connected with delivery of ships and aircraft, from 
point of outfitting or completion, to destination. 

The estimate of 1958 fund requirements for P. C. H. and T. is $131.4 million. 
This compares with actual obligations of $132.8 million in fiscal year 1956, and 
a current estimate of $124.5 million to be obligated during fiscal year 1957. A 
summary of accessorial costs during the 3-year period is as follows: 


[Dollars in thousands] 


} 
Fiseal year | Fiscal year Fiseal year 














1956 1957 | 1958 
' 

nines ; ere ee ReaRNete leat 
P. C. H. and T. delivery base !.___. bs sige $2,086,700 | $1,912,500 | $1, 824, Goo 
Accessorial obligations, total....__......-...-.-.-.-.- ; 132, 800 124, 500 | 131, 400 
Pees -RIAR BAT bdldeavedaus inde wins 61, 500 55, 600 | 51, 400 
‘Transportation... ......-.--....--.--- edicts tsbeha tenet ices 71, 300 | 68, 900 | 30, 000 
Ratio, total accessorial obligations to delivery base (percent) an 4) wn “65! ao 2 

' 





1 Delivery base used in P. C. H. and T. calculation excludes OSP deliveries upon which no P. C. H. 
and T. is paid. 








At the present time, the subject of accessorial cost factors (factors or rates 
used by the military departments in computing handling and transportation 
eosts) is under review for the purpose of increasing standardization and simpli- 
fying cost accounting. It is expected that cost factors and rates will be estab- 
lished for application on a uniform basis. It is not expected that revised cost 
factors will affect appreciably, upward or downward, the total accessorial fund 
requirements for 1958. Rates will be reviewed annually and adjusted as re- 
quired. The increased shipments being made to the Far East account for the 
increase in the ratio of accessorial obligations to delivery base for fiscal year 
1958. 


Military Assistance Administrative Expense 


The administrative costs of the military assistance program are borne by the 
military department appropriations and the mutual security appropriation with. 
in some instances, services and facilities furnished in kind by the recipient 
countries. 

The military departments from their appropriations carry a large share of the 
total administrative and operational costs necessary to carry out the military 
assistance program through funding expenses of the following types: 

(1) Pay statutory allowances of military personnel in the field and in 
Washington. 

(2)- Medical expenses, including facilities, of military personnel and their 
dependents. 

(3) Approximately one-half of the travel expense incident to the change 
of station of military personnel. 

(4) Operation and maintenance of facilities for personnel and for 
recreation. 

Mutual security funds are used only to pay those costs related to the addi- 
tional administrative and operational support requirements which are not met 
by the military departments. Such requirements, for military assistance ad- 
visory groups (MAAGs) and other overseas agencies, as well as for depart- 
mental operations, must be clearly additional to the normal service programs 
in order to be eligible for funding from the mutual security appropriation. 

Costs funded from the mutual security appropriation include, in Washington, 
those expenses in the Office of the Secretary of Defense and in the military 
departments which are related to administrative activities concerned exclusively 
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with the military assistance program. In the field within the United States 
only the Air Materiel Command and the Air Training Command of the United 
States Air Force receive mutual security funds for administrative expenses 
related to the military assistance program. 

Overseas there are currently 5 regional groups and 34 MAAG’s supported 
by mutual security funds. The regional groups are the Office of Defense 
Affairs of the United States Mission to NATO and European Regional Organiza- 
tions (USRO) in Paris, and the military assistance elements of the Unified 
Commands (CINCEUR, CINCPAC, CINCFE, and CINCARIB). 

In many countries the United States embassies furnish a large part of the 
administrative support for the MAAG’s and other military assistance activities, 
thus avoiding duplication of functions. The Department of State is reim- 
bursed from mutual security funds for this support. 

The estimated requirements for fiscal year 1958 mutual security funds for 
the administration of the military assistance program total $25.5 million. 

The fiscal year 1958 estimate for administrative expenses is for the support 
of the requirements of departmental and field activities in the United States, 
5 regional groups, and 36 MAAG’s overseas, a planned increase of 2 MAAG’s. 
The differences in the fiscal year 1958 estimate compared to the previous year 
can be attributed to: 

1. Departmental: Increases in average salary, in emphasis on field inspec- 
tion and review to provide more detailed supervision and control of the program, 
and the new requirement that each department provide the retirement contri- 
bution of 6% percent of base salary (civilian) previously provided by sepa- 
rate appropriation by the Congress. Offset against these are the savings to 
result from the reduction in departmental personnel (12 percent by the end of 
tiscal year 1958) ordered by the Secretary of Defense. There is a net increase 
in requirements. Costs of support furnished by State and ICA also increase 
as a result of the 64% percent retirement contribution and increased services. 

2. Overseas: The estimate for fiscal year 1958 includes funds for 2 new 
MAAG’s, and increases due to permanent change of station movements and the 
614 percent for retirement contribution on salaries of United States civilians. 

Included also in the fiscal year 1958 estimate for overseas MAAG’s are funds 
for replacement of motor vehicles which have heretofore been provided from 
service appropriations. These expenses have not been chargeable to MAP 
administrative expenses in the past. Legislation will be necessary to permit 
procurement of passenger-carrying vehicles in fiscal year 1958. 

Total overseas requirements, within the $25.5 million allowance, remain 
approximately the same as in fiscal year 1957. 

A 3-year summary of the administrative expenses of the military assistance 
program is as follows (in thousands of United States dollars) : 


Fiseal year Fiscal year Fiscal year 
7 1958 





1956 } 1957 
Departmental! and field .| $6, 430 | $7, 018 | $7, 385 
Overseas 9, 988 | 11, 540 | 12, 815 
State and ICA support- -- : 4, 621 | 4, 442 5, 300 
UE Feckenu cece Jas teth faa 1 21, 039 23, 000 25, 500 








1 Represents actual obligations against administrative expense fund ceiling; excludes any deobligations 
of prior-year funds, 


United Nations logistical support in Korea 

Since the beginning of the Korean war in June of 1950 and through June of 
1956, the United States has furnished logistical support to the other United 
Nations forces operating in Korea. The value of this support totaled $385 mil- 
lion, with reimbursements from the participating countries of only $91 million. 
The appropriations of the military departments provided this logistic support 
through fiscal year 1956. Beginning with fiscal year 1957 the logistical support 
of some of these foreign forces, still under the command of the U. N. commander, 
has been financed by the appropriations made available to the military assist- 
ance program. 

Fiscal year 1957 program.—The budget estimate for this program in fiscal year 
1957 was $12 million. 

Fiscal year 1958 program.—Each of the nations participating has such a small 
contingent in Korea that it has been determined that it would be uneconomical 








430 MUTUAL SECURITY ACT OF 1957 


and inadvisable to establish a separate logistical base for each country’s force. 

Therefore the United States has agreed to provide the logistical support. To 

assure continued support in fiscal year 1958, $12 million is included for this item. 
The fiscal status of the program follows: 


{In thousands of dollars] 


July 1, 1956 | Mar. 1, 1957 


to Feb. 28, to June 30, Total 
1957 1957 
SN 200 te ASS... conuncouwiGatdnatinanhindciengupsbesge wa 4, 929 4, 071 9, 000 
I ao ci cticincinctuckntctacvablgbsineGiaukubhiesae 4, 929 3, 071 8, 000 


Senator Futpricut. Any further questions? 

Senator Mansrtevp. Mr. Shaw, you are with the ICA? 

Mr. Suaw. I am the ISA Comptroller. Mr. Murphy is the ICA 
Comptroller. 


UNOBLIGATED AND UNRESERVED MONEYS OF DEFENSE DEPARTMENT 


Senator Mansrtecp. Could you furnish the committee with the total 
of what unobligated and unreserved moneys which the Defense, De- 
partment or ICA expects to have on hand, has on hand now and expects 
to have on hand at the end of the fiscal year? 

Mr. Suaw. I can give that to you now, sir. 

For the military assistance appropriation the estimate of unobli- 
grated funds as of June 30, 1957, is $500 million. 

Senator Mansrietp. That is unreserved too? 

Mr. Suaw. That is unobligated or unreserved, yes, sir. 

Senator Mansrtexp. So there will be a carryover of funds which 
will not have been obligated in excess of $500 million ? 

Mr. Suaw. That is right, sir. 

Senator MansFIELD. At the end of this fiscal year ? 

Mr. Suaw. Yes, sir, and the agency is asking for a reappropriation 
of the unexpended balances this year, which of course will be in excess 
to the $500 million. 

The $500 million remains in reserve at the Bureau of the Budget 
from our 1957 appropriations in accordance with the understanding 
that there has been in the executive branch. That is the $500 million 
that has been reported to the various committees. 

Senator Mansrrexp. Is that the $500 million that the President 
has said he is not going to spend but is going to keep in reserve? 

What it amounts to then is a bookkeeping transaction. It is not a 
real saving ? 

Mr. Suaw. It is a real saving in the sense that the NOA request for 
fiscal year 1958 has been reduced by that equal amount. 


EFFECT OF CUTS ON DEFENSE DEPARTMENT 


Senator Mansrietp. Then am I to understand that on the basis of 
the $1 billion cut made by the Congress last year and the $500 million 
which the President has taken out of this year’s funds, the defense 
program has not been harmed ? 

Mr. Suaw. The defense program has not been harmed currently, 
that is correct, sir. 
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Senator Mansrtep. In other words, that one and a half billion did 
not impose any harm on the Defense Department’s Reopens in the 
field of defense assistance as presented to the Congress last year for 
expenditure this fiscal year. 

Mr. SuHaw. The source of the reduction, Senator, has largely been 
in the area of reducing the advance funding that had unfortunately 
built up over the prior years as was explained in a previous meeting 
before this committee. 

Defense is doing everything possible to eliminate from the funds 
already applied amounts that are not required immediately for cur- 
rent deliveries. 

Senator MAnsFiIeLp. But to get back to the question of the one and 
a half billion dollars is it true that this cut has not harmed the defense 
program in the foreign aid field ? 

Mr. Suaw. I think that is correct, sir. 

Currently there has been no harm. The program has subsisted on 
the unexpended balances carried forward from prior years. 

Senator Mansrtevp. That is all, Mr. Chairman. 

Senator Futsrienr. Any further questions ? 

Thank you very much, Mr. Saccio and Mr. Elbrick and your asso- 
ciates. 

We will try to hear Admiral Strauss now if it is agreeable with the 
committee. This is on the atoms-for-peace program, $7 million. 

Weare very happy to have you here to explain to us the atoms-for- 
peace program of $7 million, is that right? 


STATEMENT OF LEWIS L. STRAUSS, CHAIRMAN, UNITED STATES 
ATOMIC ENERGY COMMISSION, ACCOMPANIED BY JOHN HALL, 
DIRECTOR, DIVISION OF INTERNATIONAL AFFAIRS 


Mr. Srravss. That is right, Senator. It is not a very large item 
among those you have considered but $7 million is $7 million and I have 
a brief statement, sir, which will take me about 414 minutes to read. 

Senator Futericur. All right, you may proceed. 


ATOMS-FOR-PEACE PROGRAM 


Mr. Srravss. It is a pleasure to appear before the committee today 
and to testify on behalf of the $7 million authorization under the 
mutual security program to provide funds in fiscal year 1958 for the 
atoms-for-peace program. 

As you will recall, this program had its genesis in the President’s 
now historic address before the General Assembly of the United Na- 
tions in December 1953 in which he announced the basic policy of 
sharing and cooperating with free nations in the development of 
atomic energy for peaceful purposes. 

The President gave further impetus to the program in June 1955, 
when, in an address at Pennsylvania State University he announced 
the willingness of the United States to assist other nations in the 
development of peaceful uses of atomic energy by providing grants 
of up to one-half of the cost of a research reactor project to those na- 
tions which can effectively use such a reactor for atomic energy re- 
search and training. 
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That one-half was limited however in each instance to a maximum 
of $350,000. 

The United States Government through the efforts of the Depart- 
ment of State, AEC, and ICA has been vigorous in forwarding the 
foreign atoms-for-peace program. Under the Atomic Energy Act of 
1954, the United States has negotiated agreements for cooperation 
with 42 nations, and 17 additional agreements are being discussed. 
A large number of projects and programs are being carried out 
under the atoms-for-peace program, such as the training of foreign 
nationals at the Oak Ridge and Argonne National Laboratories. 

Last month a successful inter-American symposium on the peace- 
ful uses of atomic energy was held at our Brookhaven National 
Laboratory. These projects were financed with mutual security funds, 
as has been the research reactor program. We believe the record of 
accomplishment, covering the total United States effort in the foreign 
nuclear field, represents a substantial contribution toward maintain- 
ing American leadership in this vital area. However, much more 
remains to be done in similar and other ways. 


PEHRACEFUL USES OF ATOMIC ENERGY 


Before going into this last point, however, I would like to identify 
briefly some of the components of the peaceful uses of atomic energy. 
There is a substantial range of such uses and it would be difficult 
to say that any one part of the spectrum is more important or holds 
out more hope for mankind than any other part. 
Some of the applications are relatively easy to understand and to 
apply with only a short period of training. These include the use of 
radioisotopes in medicine for both diagnostic and therapeutic pur- 
poses, 
USES IN AGRICULTURAL RESEARCH 


Other applications are in the realm of pure research. Peaceful 
uses involve the use of radioisotopes in agricultural research to learn 
the methods of food absorption by plants and animals, and to create 
plant mutations in the search for heavier bearing, more disease- 
resistant varieties. 

The sterilization and preservation of food by means of radiation 
holds great promise for increasing the world’s food supply by pre- 
venting ¢ food losses by insect infestation and other causes which occur 
when food is stored or when suitable refrigerated storage facilities 
are not available. 

GENERATION OF ELECTRIC POWER 


Numerous industrial uses have been devised and more are being 
developed almost daily. And then, of course, there is the generation 
of electric power by means of nuclear energy. This new source of 
power has come into the hands of man at the time, when looking 
ahead, it is possible to forecast almost the date when exhaustion of 
conventional fuels will occur. 


RESPONSIBILITY AS WORLD LEADER 


As the acknowledged world leader in the peaceful uses of atomic 
energy, we have assumed a responsibility to assist friendly nations in 
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putting the atom to the peaceful uses which promise to be of such 
great benefit to all mankind. It continues to be in the United States 
interest to help other nations develop their own atomic energy pro- 
grams. 

VITAL NEED FOR TRAINED PERSONNEL 


The mutual security authorization request before you will assist the 
United States in maintaining its leadership in this vital area. It 
provides funds to assist friendly nations in acquiring a pool of scien- 
tists and technicians with sufficient training in nuclear science and 
technology to undertake their country’s first steps into the new era 
of atomic energy. 

Moreover, through provision of assistance in the acquisition of 
such items as research reactors and equipment required for radioiso- 
tope laboratories, friendly nations will not only be assisted in training 
personnel but will at the same time be enabled to reap immediately 
some of the beneficent uses of the atom, such as the application of 

radioisotopes to industry, agriculture, and medicine. 

I might interpolate there that the use of radioisotopes in our own 
industry we now estimate to show a saving to the United States of 
an excess of $400 million annually, and in the case of agriculture at 
the present time about $200 million annually. 

What is vitally needed at present throughout the world are more 
scientists and technicians trained in the various fields of nuclear 
science and engineering. A group of trained people in each country, 
coupled with facilities to teach and train a growing number of others, 
is the foundation needed to exploit the peaceful applications of atomic 
energy. 

The funds being ee in fiscal year 1958 in section 419 and 
other sections of this bill will provide for training in most of the 
important ways. We propose to continue the program of funding 
part of the cost of a research reactor for each country, or group of 
countries, of the free world, which can put such scientific tools to 
valuable use. Although a research reactor, as its name indicates, is a 
research instrument, it is also an important training device, and it is 
a source for the production of radioactive isotopes. 

Naturally, the training in this country of the nationals of friendly 
countries stands high in importance in opening the way to effective 
national programs in the peaceful application of atomic energy. 

Although most of the funds needed for this purpose are requested 
for authorization under the technical cooperation title of this bill, 
I would like to add my word in support of the training programs 
in nuclear science and engineering. 

The Commission, as you probably know, provides advanced facil- 
ities for training in reactor technology at the International School 
of Nuclear Science and Engineering at the Argonne National Labo- 
ratory near Chicago. 

Training in the use of radioisotopes is provided at the Oak Ridge 
Institute of Nuclear Science at the Oak Ridge National Laboratory. 

Senator Smrru. Those operations are not under this appropriation / ? 

Mr. Srravss. The laboratories are not under the appropriation but 
the training institutes are taken care of out of this appropriation, 
to the extent that foreign students are involved. 

Funds under the Mutual Security Act provide assistance to trainees 
from other countries to attend these courses. 
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Senator Smith, you see we train a considerable number of our own 
people at these institutes. 

In addition, it appears that in many instances it will be desirable, 
and certainly more economical, to train foreign nationals abroad in 
the operation of a radioisotope laboratory, for example, rather than 
to bring the foreign nations to this country for training. 

The transportation, housing, and other expenses are thereby saved. 

The Asian Nuclear Center, which is being established in Manila, 
will facilitate the carrying out of this kind of training program for 
cooperating countries of that area, without bringing students to the 
United States. 

An important part of this program of furthering, on an interna- 
tional basis, the peaceful applications of atomic energy is to survey 
the needs of cooperating countries and provide them with expert 
advice and guidance in helping them to develop programs tailored to 
their technological, economic, and scientific capabilities. 

Expert help is also needed by fuel-poor countries that have need 
for assistance in evaluating the potentialities and economies of con- 
structing nuclear power facilities in lieu of conventional powerplants 
which require the importation of fossil fuels and which, year by year, 
grow more costly. 

This, in brief, is the program we propose in fiscal year 1958 in 
furtherance of assisting friendly foreign countries to participate in 
the peaceful uses of atomic energy. We believe the program has 
the virtue of being modest and that it will return dividends of good 
will and economic betterment greatly outweighing its cost. 


REAPPROPRIATION OF UNOBLIGATED BALANCE 


You have before you, I think, the figures that have been already 
committed in this regard which are substantially less than the appro- 
priation that was made, and the balance of that appropriation, the 
$7 million which would only call for $2.2 million of new money. 

7 million which would only call for 2.2 million of new money. 

T ran a minute overtime. I am sorry. 

Senator Futsricut. You did very well. 

Senator Samira. Does the breakdown show in the presentation 
book ¢ 

Is that what we are talking about ? 

Mr. Srravuss. Yes, Senator. That does show the breakdown be- 
tween the reactors, the training equipment, the inventory survey of 
foreign power needs, and the nuclear training support. I think if 
the ICA and the commission had some flexibility in these items, that 
it would of course be helpful, but what your procedure is there I do 
not know. 

Senator Fursricut. To get this record straight, you really need 
only $2.2 million new money ? 

Mr. Srravss. Provided the other appropriation can be carried 
over and made available. There is $4.8 maillion of that unexpended, 
unobligated. 

Senator Futsrient. This program has no relation to that antici- 
pated under the treaty that is being considered ? 

Mr. Strauss. It has not, sir. 

Senator Futsrient. This is a separate program ¢ 
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Mr. Srravuss. That is right, sir, and under the treaty, Senator 
Fulbright, I would expect that outside of our contribution to the 
operating expenses of the agency, there would be no other expenses 
involved unless at some future date the Congress should decide to 
make a gift of material. 

We propose to sell at cost the material of the agency. 


TRAINING OF FOREIGN PERSONNEL TO PREVENT DRAIN ON UNITED STATES 
PERSONNEL 


Senator Futsrieutr. A great number of qualified scientists will be 
needed as operators and inspectors for the foreign research reactor 
rogram. Is it anticipated that it will be possible to train sufficient 
oreign nationals to prevent such a heavy drain on American scien- 
tists that our domestic research will suffer ? 
Mr. Srrauss. We believe it to be possible, and the results of train- 
ing to date, Mr. Chairman, have confirmed that belief. 
Dieter Futsrient. Is it anticipated this program will expand in 
the future ? 
SLIGHT EXPANSION OF PROGRAM EXPECTED 


Mr. Srravss. Senator, I think it will expand somewhat, that is to 
say we now have 42 bilateral agreements contracted for, negotiated, 
and there are perhaps 20 more in the offing, but this program should 
peak out within the next 5 years, and I would anticipate that a maxi- 
mum of $10 million or $15 million will be the total that it would reach. 

Senator Futsricut. Overall total? 

Mr. Strauss. No, in any given year. 

Senator Fu.srieut. Annually ? 

Mr. Srrauss. Yes, sir. And then I think it will taper off prac- 
tically to nothing, because it will not be necessary to furnish more 
reactors, and as this training program will provide these countries 
with qualified instructors, it should not be necessary to continue our 
training program. 

Senator Fu.sricut. If you give the reactors, it, of course, will 
interfere with the sale of reactors ; will it not ? 


COST OF REACTORS TO FOREIGN GOVERNMENTS 


Mr. Srrauss. They are being provided under this arrangement with 
what was assumed to be half the cost of the reactor, $350,000 based 
upon our experience with the reactor that we built and flew to Geneva 
and sold to the Swiss Government, which cost us about $750,000. 

Experience has indicated that the American firms which are taking 
orders for these reactors estimate a cost to the countries of about $1 
million, so the $350,000 is providing them with about a third of the 
cost of the reactors. 

We do not, however, anticipate putting more than one such reactor 
in acountry. 

Senator Futsricut. In any one country ? 

Mr. Strauss. That is right, sir. 

Senator Futsricutr. Senator Smith ? 

Senator Mansfield, do you have a question ? 
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AGREEMENT WITH SWITZERLAND 


Senator Mansrietp. Admiral, have we come to a hard and fast 
agreement with the Swiss ? 

Mr. Srravss. On their research reactor ? 

Senator Mansrieup. Yes. 

Mr. Srrauss. I had the great pleasure of signing the contract with 
them in August 1955 at the conference on the peaceful uses of atomic 
energy and of transferring the reactor at that time, sir. 

Senator Mansrietp. There were no questions raised by the Swiss 
Government as to the type of agreement to be entered into? 

Mr. Srrauss. I can recall no substantive questions that were raised. 
At the time when we entered into a bilateral with the Swiss, my 
recollection is that they were very reluctant to accept inspection. 

Senator Mansrte.p. That is correct. 

Mr. Strauss. Is Mr. Hall here? 

Mr. Hauu. Yes. Senator, Iam John Hall, Director of the Division 
of International Affairs. 

Actually, we had 2 bilateral agreements with Switzerland, the 
agreement that Chairman Strauss referred to of August 26, 1955, 
which provided for the transfer of the research reactor, the one that 
we constructed and demonstrated at Geneva. 

The second bilateral was what we characterized as a power bilateral, 
and there was some discussion that did take place and I believe com- 
ments in the Swiss press about certain of the provisions which related 
to the =e of security standards that we require for the transfer of 
restricted data. In point of fact, the agreement was approved and 
ratified and is now in effect. 

Senator Mansrietp. One more question, Admiral. 


EXHAUSTION OF SUPPLY OF CONVENTIONAL FUELS 


I note on page 3 of your statement you referred to the generation 
of electric power by means of nuclear energy, and then you state : 

This new source of power has come into the hands of man at the time when 
looking ahead it is possible to forecast almost to date when exhaustion of con- 
ventional fuels will occur. 

What is that date ? 

Mr. Srravss. It differs for various countries, sir, but the Bureau of 
Mines has indicated the period in which our petroleum reserves, our 
known petroleum reserves will be exhausted. 

I will supply that date for the record. The reserves of coal in the 
United States, while very large, also are limited in point of time, and 
to these figures must be added or against them must be weighted the 
very large increase in the consumption of electrical energy not only 
because of the growth in population but on a per capita basis. 

It doubles about every 10 years, and the supply of oil—does anyone 
happen to know that date? 

I would not want to offer this particular date in evidence here, Sen- 
ator Mansfield, but to supply a more authoritative statement for the 
record. 

In countries like England, which has no oil or a very insignificant 
production of oil, and is dependent entirely on coal, their fuel reserves 
are numbered very much more stringently than our own, and I believe 
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that I can supply for the record for known parts of the world, ex- 
cluding Iron Curtain countries, a fairly authoritative statement of 
fuel reserves in terms of years and I will be glad to do so. 

Senator Mansrretp. The committee would appreciate that, Ad- 
miral. That is all, Mr. Strauss. 

(The following information was subsequently submitted for the 
record :) 

UnITep STATES AND WoRLD Fossit FuEL RESERVES 


It is estimated (Energy in the Future, Putnam) that the proved United States 
reserve of oil in 1950 was 28 billions of 42-gallon barrels. The estimated proved 
world reserve in the same year was 113 billions of 42-gallon barrels. The follow- 


ing table provides a further breakdown: 
Proved billions 
of oo 


arrels 
Uitte . BiO R066 in ene besser eetn enema pnscddeneteidesgliae 28 
Tee Ge WECEE De BIOUn NIE Os 6 5c cc nccnanaseagaaneleeae 13 
Sows Union. tk hn ep ceedinen cae aa beeen 4 
WER WN es i i i eee ee CE LI eee 65 
All other regions... .... :p565 si til ee il ee 3 
ON emcee sin Ln ei cg lial aie a cs 113 


Assuming no imports of oil and a continuation of the present growth in burnup 
of oil, the United States proved reserve would be exhausted before 1965. 

The United States reserve of recoverable coal is estimated at 1.2 trillion tons. 
However, only about 30 percent of this amount, or 0.39 trillion tons, is recoverable 
at substantially present mining costs. The heat content of this amount is esti- 
mated as being 7.6Q(1.0Q=1.0X10”" B. t. u.). Since the heat content of coal 
varies from high content anthracite to low-content lignite, it is more accurate 
and convenient to express world coal reserves in terms of heat content. This 
is done in the following table: 

Heat content + 


A NN i ca ica cian el oleae tat tee 7.6 
ek iat cre ain ities eh mrccrasesn seperation ch iremriaienenereniags aeiesoabedien ie 2.0 
Ce eee ne ee eens eee a cee tes aim ebiemet aieriaeneamitteas 1.0 
NS 5 li ds i ibe to ied dhl el EA 6.0 
Os Wie hk Ri cn a rg street aene. estos balboa 10.0 
ee. IO cain hare cickin anita Wid ticgainnsn oincaiarmiientemenespecnitinatia telasaes ieee 7.0 





Total 
11.0Q=1.0X 10% B. t. u. 


Taking into account all fossil fuels including oil attainable from shale it is 
estimated that the world’s reserve in terms of heat content is approximately 
38.0Q. 

Experts who have studied and reported on the rate at which fossil fuels 
will be consumed in the future and the date when peak production will be 
reached, with a decline to eventual exhaustion thereafter, have arrived at some- 
what different answers to these questions. This is due for the most part to 
differing assumptions as to population growth and the concurrent growth in 
per capita energy requirements. The estimates of the date of peak production 
of all fossil fuels, after which lacking other energy sources world civilization 
would begin to regress, range from the year 2025* to the year 2050.*°. Estimates 
of the year of total exhaustion of fossils range from 2100* to 2145. The weight 
ot opinion * appears to favor 2025 as the year of peak production with exhaustion 
100 years later. 

Fortunately, the advent of nuclear energy makes it possible to extend these 
time periods, the period of extension being dependent on the extent to which 
nuclear powerplants are used to supplant fossil fuels in the production of energy. 


1The World’s Needs for a New Source of Energy, Robinson and Daniel, Paper No. 
P/757, International Conference (Geneva, 1955). 

2 The Challenge of Man’s Future, Hamson Brown (1954), Viking Press. 

*Energy Sources—The Wealth of the World, Ayres and Scarlott (McGraw-Hill). 

_* Other opinions reviewed include Energy in the Future, Palmer C. Putnam (D. Van 
Nostrand) and Resources of the World, California Institute of Technology (1956). 
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Senator Futsrieur. Senator Smith ? 


TRAINED PERSONNEL DETERMINING FACTOR CONCERNING REQUESTS FOR 
REACTORS 


Senator Smiru. I would like to ask Admiral Strauss this question. 
Do the countries with which we have completed arrangements for 
financial assistance in the erection of reactors have sufficient skilled 
personnel ¢ 

Will the availability of personnel to operate the reactors be a deter- 
mining factor in our decision on their requests ? 

Mr. Srravss. It will certainly be a determining factor. We will 
not permit a reactor to be erected, a fuel supply for which came from 
the United States, unless we were not only sure of its usefulness in a 
given country, but of the adequacy of trained personnel to operate it 
usefully and safely. 

That is one of the reasons, as a matter of fact, why the program has 
not moved more rapidly than it has in the first year. 

Senator Futsricur. Senator Knowland ? 

Senator KNow.anp. No questions. 

Senator Futsricur. How many people are you going to bring to 
this country to train under this program ? 

Mr. Srravss. About 120 persons per annum to the reactor school. 

Senator Futprient. Per year? 

Mr. Srravuss. Yes, sir. 

meen Fotsrient. Is that total number of personnel to be brought 
here 

Mr. Srravss. In the radioisotope school, about 50 persons per 
annum. Those courses are being expanded. There is of course, 
Senator Fulbright, a necessary educational requirement before a 
student can matriculate, and if I could go off the record here for a 
moment because I want to mention a specific country. 

(Off the record.) 

Mr. Srravss. It has been suggested also, Mr. Chairman, that I 
should mention Puerto Rico where at our instance at the University 
of Puerto Rico a very substantial educational effort is being centered 
in the Spanish language as a focus for all the Latin American coun- 
tries. 

I had the pleasure of being at that university when this course was 
inaugurated. It is an inspiring campus. They are really doing a 
magnificent job. I expect that as a result of that—and we saw some 
results of it in this symposium which took place at Brookhaven 3 weeks 
ago, there will be a very large accession of nuclear impetus in the 
Latin American countries, and a further binding them to us as a 
result of it. 

(The following additional information was subsequently submitted 
for the record :) , 


NUCLEAR ENERGY TRAINING AND RESEARCH AT THE UNIVERSITY OF PUERTO RICO 


The University of Puerto Rico has formulated a comprehensive program of 
instruction in nuclear science and technology at the School of Engineering on 
the Mayaguez Campus and a series of short-term (4-week) radioisotope-tech- 
— courses, similar to those conducted by the ORINS, at the Rio Piedras 

ampus. 








ee 


MUTUAL SECURITY ACT OF 1957 439 


To this end, $216,950 has been granted by the AEC to the University of 
Puerto Rico for the purchase of equipment and materials for use in these edu- 
cation and training programs. 

The training center has been designed to serve Spanish-speaking students, 
particularly from the Latin American countries, as well as to meet the needs 
of Puerto Rico. The courses of instruction will be in Spanish and the texts 
will be in English. With the establishment of this “enclave” into Latin Amer- 
ica, the United States will gain experience in the operation of a training facil- 
ity under conditions closely approximating those of a foreign country. It will 
also afford an opportunity for United States personnel to gain experience in 
the types of problems they can expect to encounter in other international pro- 

rams. 

: Subjects to be covered at the Mayaguez Campus include, among others: (1) 
atomic physics, (2) nuclear physics, (3) radiochemistry, (4) health physics, 
(5) reactor technology, (6) reactor physics, (7) chemical processing of reactor 
fuels, and (8) reactor metallurgy. The initial course will accommodate 10 to 
15 students. It is hoped that this number can be increased to approximately 30 
in the second course, and 45 in the third. The curriculum is designed primarily 
for the training of nuclear engineers. 

The radioisotope course, which will accommodate 24 students at a time, will 
consist of laboratory work, lectures on laboratory experiments, general lectures, 
and special-topic seminars. The lectures in these courses will cover such fields 
as radiation physics, nuclear chemistry, radioisotope application, and general 
topics. 

AEC budget proposals for 1958, now before the Joint Committee on Atomic 
Energy for authorization, request funds for expanding the program at the Uni- 
versity of Puerto Rico to encompass all fields of basic and applied nuclear 
sciences. A Commission-owned research and training center would be con- 
structed near the Rio Piedras campus of the university to include a research 
reactor. Initially, the center would adopt programs in chemistry, physics, biol- 
ogy, and in the application of radioisotopes and nuclear radiations to agricul- 
ture. In future years, as the proposed new medical center is built in Rio 
Piedras, an additional program in the medical applications of atomic energy 
would be undertaken. The entire effort will be carried out under an operating 
contract between AEC and the University of Puerto Rico. 

To complement this activity, AEC has under consideration a joint venture in 
the construction and operation of a small power reactor, in conjunction with 
the Puerto Rico Water Resources Authority. This installation would then serve 
as an on-the-job-training base for power-reactor operators for Latin America. 

The University of Puerto Rico already has extensive enrollment of students 
from Latin America in many of its academic programs. For example, during 
the last academic year, 400 students from South and Central America were 
enrolled at the university under the ICA technical assistance program. The 
establishment of a first-class research and training center in atomic energy there 
should strengthen the position of Puerto Rico as a link between the cultures 
of the American continents and constitute a vital part of the atoms-for-peace 
program as it applies to Latin America. 


COORDINATION AMONG EXISTING EXCHANGE PROGRAMS 


Senator Futsricut. Is this exchange or this training program co- 
ordinated with the other existing exchange programs the Govern- 
ment conducts under the authority of Public Law 402 and others? 

Mr. Saccro. The bilateral part of the program which ICA handles 
is handled the same way as the exchange in technical cooperation, sir. 

Senator Futsricut. You do clear it and coordinate it in the sense 
that you don’t bring a man over under this program and turn around 
and bring the same man under your program ? 

Mr. Strauss. I think, Senator, you have asked a very important 
question because I have been asked from time to time why the Atomic 


Energy Commission does not run this under its own budget and quite 
independently of ICA. 
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It is with the idea, it is with the design of seeing that that kind of 
confusion and overlap does not occur, that this is handled in one 
package through ICA. 

Senator Fu.srient. Pursuing that a little bit, I want to be clear 
about it because ICA has to do the coordinating. 

In addition to what it may do under technical productivity, which 
is a category that is a little difficult to define, you have the State De- 
partment’s program which is strictly cultural. 

I just want to be sure these are all coordinated. Who has the respon- 
sibility for coordination ? 

Mr. Srravss. I would say primarily the Department of State of 
which ICA is a part. 

Senator Fursricut. Is an autonomous part. 

Mr. Saccro. Semi-autonomous. 

Senator Futsricut. Do you, Mr. Saccio, know about this coordina- 
tion, and is it properly done ? 

Mr. Saccro. I don’t think I can answer that of my own knowledge. 

Senator Futsrient. You don’t know? 

Mr. Saccro. I think there is. I would not want to answer that one. 

Senator Futsricut. Would you give us an authoritative descrip- 
tion of it, because we want to be sure that it is done. 

Mr. Saccro. Yes. 

Senator Futsrieut. I had not been aware of this trainee program, 
this particular one. It seems to me that it could well be coordinated 
and would be a very valuable part. 

Mr. Saccro. I should say that the atoms-for-peace program as far 
as training and bringing people here is coordinated by ICA. The 
point I didn’t know was the one you asked in connection with the 
exchange under IES. 

Senator Futsricut. They ought to be aware what they are doing, 
that is each one of them in that they should not be operating inde- 
pendently. 

Mr. Srravss. Mr. Chairman, I am informed by staff that the Sec- 
retary of State appointed a coordinating committee and the coordi- 
nating committee does function between State, ICA, and AEC with 
respect to this program. 


ATOMIC TRAINING AT THE UNIVERSITY OF PUERTO RICO 


Senator Mansrietp. Mr. Chairman, I was interested in what the 
admiral had to say about the atomic, thermonuclear training being 
given at the University of Puerto Rico. 

T did not know that. I know they did an outstanding job in the 
field of technical cooperation, and I wonder if you could tell the 
committee—it is public knowledge I assume—— 

Mr. Srravss. It is public knowledge. 

Senator MAnsFIELp. Just what they are doing down there. I think 
we ought to give these people full credit for their work because of the 
effect it would have on Latin America, in addition to giving them 
the credit they deserve. 

Mr. Srravss. Senator Mansfield, I would be very happy to send you 
a report which I think you will find inspiring reading about what they 
are doing there. 

I went down, I must say, prepared not to find very much; but I was 
agreeably surprised, and if you ever get a chance to visit that campus, 
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there are two campuses there of the same university, one on one side 
of the island and one on the other, but the Rio Piedras campus which 
is near the city of Puerto Rico is a tremendous undertaking and the 
students were at work. It was perfectly clear this was not an artifi- 
cial situation. 

Senator Mansrievp. It is nice to know those Americans are doing 
the kind of job they are in the Caribbean. 

Mr. Srravss. I can’t compliment them too highly, and particularly 
the rector of the university, and this has the full cooperation and 
indeed the enthusiastic endorsement of the present Governor. 


AIMS OF PROPOSED PROGRAM 


Senator Fusriext. Is it fair to say that this $7 million program 
is essentially an educational program ? 

You are seeking to spread knowledge and technical ability to oper- 
ate and do research in nuclear science ? 

Is that a fair statement? 

Mr. Srravss. With strong economic overtones, that is to say it is 
education but not in the humanities. 

It is what I would call technical education. 

Senator Futsrient. And physical science? 

Mr. Srravss. That is right, sir. 

Senator Futsricut, With the ultimate objective economic and also 
political. You hope thereby to promote better relations with these 
countries, don’t you? 

Mr. Srravss. I certainly do. Altruism is tempered by that. 

Senator Futsrient. Any further questions? 

Thank you very much. 

We ail athens until 2 o’clock when we will hear Mr. Hollister on 
the development fund. 

(Whereupon, at 12:30 p. m., the committee was recessed until 2 
p. m. of the same day.) 


AFTERNOON SESSION 


(Present: Senators Fulbright, Mansfield, Humphrey, Smith of 
New Jersey, Aiken, and Capehart. ) 

Senator Futsricut. The committee will come to order. 

This afternoon we will hear from Mr. Hollister. 

Mr. Hollister, you may proceed. 


STATEMENTS OF JOHN B. HOLLISTER, DIRECTOR, ICA; LEONARD J. 
SACCIO, GENERAL COUNSEL, ICA; AND DR. D. A. FITZ GERALD, 
CHARLES WARDEN, DR. EUGENE CAMPBELL, DR. PAUL RUSSELL, 
WALTER K. SCOTT, AND WILLIAM McCAHON, OF ICA 


Mr. Hoxuister. Mr. Chairman, I should like today to take up some 
of the major aspects of the President’s proposals which have not been 
fully covered in previous sessions, and, in this connection, to address 
myself to some of the major questions which have been asked in these 
hearings: 

1. In what major respects does the proposed program differ from 
existing practice? 

29 
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2. Wherein and why does the proposed program differ from the 
recommendations in the Senate special committee report 

3. Why are the amounts needed which we have requested for the 
development-loan fund, and how would the fund be administered ? 

4. What is the need which special assistance is designed to meet 
and why are the funds required in the amount requested ? 

And, finally, a matter which I should like to raise myself: the fiscal 
year 1957 administrative budget for ICA. 


PROPOSED PROGRAM DIFFERS FROM PAST PROGRAMS 


Section I: On the first of these questions—“ How do our proposals 
differ from present practice?”—a memorandum has been submitted 
to the committee. I should like to discuss briefly now the two prin- 
cipal respects in which the proposed program is new : 

First, it envisages a substantial rearrangement of our aid categories, 
a rearrangement designed to clarify the different purposes which our 
mutual-security programs serve. 

Second, it envisages the creation of a development-loan fund, which 
should enable us to provide development financing more effectively. 


REARRANGEMENT OF AID CATEGORIES 


Let me start by discussing the first difference : 

At present, the mutual-security program is presented to the Con- 
gress and to the American public as a single program. Its different 
categories of aid are not properly differentiated, nor do they corre- 
spond precisely to its different purposes. The report of the Senate 
Special Committee on Foreign Aid pointed out the disadvantages of 
this approach, and recommended that: 


The objectives of the various foreign-aid programs should be separated, 
refined, and restated, as necessary, by the executive. branch and the Congress. 


FOUR MAJOR CATEGORIES IN THE MUTUAL-SECURITY PROGRAM 


To make this clarification, it is believed necessary to establish the 
following four major categories in the mutual-security program : 

The first category would be “defense assistance.” It would include 
two subcategories: (1) Military assistance (hardware and training), 
and (2) that part of present “defense support” which is designed to 
enable the receiving country to support a given level of military forces. 
It would exclude assistance intended for economic development. And, 
unlike the present defense support, it would be placed in the regular 
budget of the Defense Department and with appropriations authorized 
on a continuing basis. 

The second category would be a new one: The development loan 
fund. This would include virtually all aid for the purpose of eco- 
nomic development. Hitherto, we have given this a partly as “de- 


velopment assistance” to countries where we do not have military 
programs, and partly as “defense support” to countries where we do. 
The third category, technical cooperation, would remain unchanged, 
but a continuing authorization for this category is being sought. 
The fourth category would also be new: “Special assistance.” 
This would consist of funds for (1) economic aid, primarily by grant, 
to meet needs which cannot be met by the basic types of assistance; 
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(ii) unforeseen:additional military or other requirements; (111) emer- 
gencies and contingencies. This category would be on an annual 
authorization basis. 

I will discuss later in more detail how this rearrangement would 
clarify the separate purposes of our mutual-security programs. 


DEVELOPMENT LOAN FUND 


Before I do, however, I would like to discuss the second major 
difference in our proposals from existing practices: the proposed 
development loan fund. The functioning of the development loan 
fund would differ from present procedures in three principal ways. 

First, its financing would be assured of the greater continuity 
needed both to operate in a businesslike way and to work more closely 
with existing lending institutions and private mvestors. Instead of 
annual appropriations we are asking the Congress now to provide an 
appropriation for the first year and borrowing authority for the 2 
following fiscal years. To insure that these resources can be ex- 
pended without haste or waste, we also ask that the fund be free from 
any requirement to obligate its meng within fixed deadlines. 

Second, the fund’s financing would be available for sound projects 
and programs as they were forthcoming; it would not make annual 
allocations on the basis of illustrative country programs. This would 
insure that its financing corresponded to current opportunities for 
most effective use and thus encouraged the receiving countries to 
greater self-help. 

Third, as you know, the fund’s financing would only be available 
on a loan basis. 

All of these shifts are important, and all of them are needed if 
the fund is to mark a change in substance, as well as in name. To 
establish a fund without endowing it with the necessary continuity, 
for example, would not be to establish a fund at all. The term 
“development loan fund” has no meaning in itself. It acquires 
meaning only as it describes a specific method of providing develop- 
ment financing—one that is somewhat comparable to the method 
used by the Export-Import Bank and the World Bank. The changes 
that I have described are the essence of that method. I should like to 
discuss this further when I take up the fund as a separate topic. 


DIFFERENCES IN PROPOSED PROGRAM FROM RECOMMENDATIONS OF SENATE 
SPECIAL COMMITTEE REPORT 


Section IIT: I now take up the second major question: “Wherein 
and why does the proposed program differ from the recommenda- 
tions in the Senate special committee report?” The simultaneous 
studies of the mutual security program conducted by the Congress 
and the executive branch have resulted in remarkably similar con- 
clusions. We believe that the proposed legislation submitted by 
the executive branch effectively consolidates the major conclusions 
of both studies. 

There are, however, a few differences. 

The chairman has outlined these differences in his memorandum 
styled Comparisons of Recommendations of the Senate Special Com- 
mittee to Study the Foreign Aid Program with Recommendations 
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of the President. He has asked the executive branch to comment 
on the various points of difference. The executive branch com- 
ments have been submitted and I invite your attention to them. 
In doing so, I would note that in some cases the executive branch 
has under consideration a recommendation on a matter on which 
the special committee made none. In other cases, the committee 
expressed somewhat tentative conclusions subject to further con- 
sideration of executive branch views. 

I do not believe it is necessary to take up each of these items 
separately, although I shall be glad to do so later on if you wish. 
I should Tike to make clear, however, that the executive branch, hav- 
ing the opportunity to examine the very valuable report of the 
special committee, had explicitly considered each of these points 
of difference before it submitted its proposals. We feel quite 
strongly that the few specific proposals we have made which are 
not identical with those of the special committee, are nevertheless 
in line with and implement the general argument and findings of 
the committee. 


CLARIFICATION OF DIFFERENT CATEGORIES OF AID 


I believe this is true of the recommendations of the executive 
branch that both military assistance and defense support should in 
the future be made a part of the regular Defense Department budget 
and that authority for appropriations for both should now be pro- 
vided on a continuing basis. 

These recommendations spring in large part from the fact that, as 
nearly all of the studies which have been made of the mutual security 
program over the past year—by the Congress, the executive branch 
and the public—have stressed, at confusion has resulted from 
failure to define clearly the several categories of foreign aid and their 
several specific purposes. Because of this, the Senate special com- 
mittee urged : 

The important point is that whatever form the legislation takes, the purposes 
of each type of aid should be clearly demarcated and expenditures of funds ear- 
marked for each type should be directed to its specific purposes. Unless this 
is done, it will not be possible for the people of the United States or the Congress 
to understand either the distinct objectives or the magnitude of the various pro- 
grams. It will not be possible to form an evaluation of their varying efficacy. 
It will not be possible in short, to control these programs in a responsible fash- 
ion * * *.” [P.30, italic supplied.] 

The executive branch is extremely conscious of this point. It un- 
derlies the first, fundamental proposal made by the President : 

* * * to remove uncertainty as to the character and purpose of our aid, I rec- 
ommend a clear separation of military and defense support assistance on the one 
hand, from economic development assistance on the other. 


MILITARY ASSISTANCE AND DEFENSE SUPPORT PART OF UNITED STATES 
DEFENSE EFFORTS 


In order to make this separation plain and understandable, the 
President has proposed that defense assistance appropriations—both 
military assistance and defense support— 


should be recognized and treated as an integral part of our own worldwide de- 
fense efforts. 
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In order that this may be done effectively, the President recom- 
mended that both military assistance and defense support should be 
included as a separate title in the regular Department of Defense 
budget. The President explained in this recommendation, saying: 

Our expenditures for defense assistance differ neither in basic purpose nor 
character from those for our own Armed Forces. Once incorporated in our own 
defense budget, they will become recognized here and abroad—as indeed they 
should be—as part of the military effort of the United States. To assure a 
continuing close coordination of all elements of the entire program, I also pro- 
pose that these funds be appropriated to the President, 


CONTINUING AUTHORIZATION BY CONGRESS REQUESTED 


The President then recommended that 


* * * appropriations for both military assistance and defense support be pur- 
suant to a continuing authorization enacted by the Congress. 


He advanced two major reasons for this recommendation. His first 
is that it— 


* * * would fittingly recognize that our own security requires continuance of 
these parts of our own military effort as long as Communist imperialism re- 
mains a menace to free peoples. 





ANNUAL AUTHORIZATION IS EXCEPTION IN GOVERNMENT PROGRAMS 


It should be borne in mind that annual authorization of appro- 


‘priations for continuing programs is the exception rather than the 


rule in Government programs. It was devised in 1948 in the first 
year of the Marshall plan to avoid the single authorization of the 
substantial funds moka for that program. The next year it was 
written into the first Mutual Defense Assistance Act as a reasonable 
precaution for that novel and untried program. 

However, the mutual defense assistance program has now been 
tested for 8 years. The executive branch agrees with the conclusion 
of the special committee, the Fairless group, and many private groups 
that the United States should now regard the defense assistance pro- 
gram as having been proven as an important and essential part of its 
own military effort. It is therefore the belief of the executive branch 
that it is now time for the legislation underlying the program to 
recognize this fact. | 
STANDING AUTHORIZATION WOULD UNDERSCORE CONGRESSIONAL ENDORSE- 

MENT OF IMPORTANCE OF PROGRAM 


Enactment of standing authorization by the Congress would un- 
derscore congressional recognition and endorsement of the continu- 
ing importance of this program. Such action would have consider- 
able symbolic effect and psychological value abroad. It would en- 
courage our allies and strengthen their confidence in our determina- 
tion to carry forward the collective security program. It would also 
be an added indication to the Communist bloc countries that they 
may not safely count on any slackening of our security effort. 
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SIMULTANEOUS CONSIDERATION OF APPROPRIATIONS FOR UNITED STATES 
ARMED FORCES AND ASSISTANCE TO FRIENDLY FORCES 


The second reason stated by the President for his recommendation 

for enactment of continuing authorization of appropriations is that 
it— 
* * * would also enable the Congress to consider simultaneously appropriations 
both for our own Armed Forces and for assistance to friendly forces. In this 
way, these two interrelated elements of our military budget can be better inte- 
grated and balanced, and the effectiveness of both increased. 

The regular budget of the Department of Defense has a standing 
authorization and comes to the Congress only as an appropriation 
measure. Because of the size of the defense’ appropriation request 
and the length of time needed by the Congress to handle it, it is 
brought to the Congress very early in each session. 

It would be impr: ractical for the executive branch to combine recom- 
mendations for the foreign military program with those for the 
domestic program or for the C ongress to consider them together un- 
less the foreign program can be included in the regular appropriation 
request. It would be impossible to do that, if it were necessary to 
go through the long process of authorization of the foreign military 
program “each year before the appropriation request for it could be 
considered. 

Continuing authorization of appropriations would have several 
other advantages in addition to those mentioned by the President» 


FACILITATE LONG-RANGE PLANNING 


1. It would facilitate long-range planning. One of the criticisms 
often made of the foreign aid program has been that it lacks long- 
range plennine, But such planning has been inhibited by uncertainty 
as to the duration of the program itself. It is difficult to plan more 
than a year or two ahead when the authority for funds is on an an- 
nual basis. Many military projects, such the the construction of an 
airfield or the modernization of a country’s air force or the reorgani- 
zation and reequipment of a country’s ground forces under new 
tactical concepts will normally extend over a period of several years. 
Under present legislation such projects must be planned on a piece- 
meal basis with no assurance that they can be carried to completion. 
This practice is wasteful and inefficient. With continuity of the pro- 
gram assured by permanent authorization it will be possible to plan 
ahead jointly with foreign governments with greater assurance that 
plans can be carried out. 


SPEED PROGRAMING CYCLE 


2. It would speed the Peeing cycle. The two stages of con- 
ressional action required by present legislation not only compels the 


evotion of very substantial staff time over a period of many months 
to developing and justifying programs before the Congress, but they 
also lead inevitably to the fact that the appropriations for the mutual 
security program are the last ones to be made—sometimes some weeks 
after the beginning of the fiscal year in which they are to be used. 
Until the appropriation has been made it is not possible to develop 
a aunitine programs, and thus it is usually several 
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months into the fiscal year before the bulk of the funds can be put to 
work. This situation in turn leads to two serious disadvantages. 
First, it reduces the period of time in which obligations can be made 
thus sometimes forcing hasty obligation of funds. (This situation 
could be alleviated by having no-year appropriations, as requested by 
the President, in order to extend the period of time for obligating 
funds.) 

Second, the so-called administrative lead-time is extended and the 
pipeline at the end of the fiscal year is increased. For every day after 
the beginning of the fiscal year that appropriations are not available 
there must be a larger pipeline carried forward into that year. If 
appropriations are authorized on a continuing basis, the programing 
process could be advanced by several months. 


COMBINE PROCUREMENT ORDERS 


It would make it possible to combine procurement orders of items 
needed for the foreign program with orders for domestic program 
items. This cannot be done fully under the present separate treat- 
ment of the two programs. If the request change is made, it could be 
expected to result in monetary savings. 


DEFENSE SUPPORT 


As you know, the President recommended that defense support be 
treated in the same manner as milit ary assistance. This is in accord 
with the recommendations of the Fairless group which said (p. 13, 
of their report) : 

All forms of proposed military assistance should be submitted to the Congress 
as a separate title within the regular defense budget. That separate title 
should include all of which is now labeled “‘military assistance” in the mutual 
security program and also that portion of what is now called “defense support” 
which is in fact for support of local military requirements. In making this 
recommendation, we realize that all military assistance has economic effects and 
that economic assistance does support military assistance. 

We believe it is also in full accord with the principle of clear demar- 
cation of specific purposes, adopted by the committee, to which I have 
already referred. 


DEFENSE SUPPORT EXISTS FOR MILITARY PURPOSE 


The point made by the President is that defense support exists for 
a military purpose—in most cases to make it possible for the countries 
with which we have military assistance agreements to maintain the 
forces we want them to maintain; in some cases to make possible 
or secure some other specific contribution by the country to the 
common defense. 

Considered legislatively, defense support is justified only by the 
military purpose it serves. The appropriate legislation in which it 
should logically appear is the legislation in which there is considered 
the military assistance program which it is to support. 

This idea is not new. The Congress recognized it plainly in the 
1954 revision and codification of the mutual security act. Until that 
year, defense support, though clearly recognized by the Congress as 
intended for a military purpose, had gradually grown up as a varia- 
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tion of economic aid and had been included in the economic section 
of the legislation. In the revision of 1954, defense support was 
specifically separated from the various economic provisions where 
it was found and was identified as a subcategory within the overall 
mutual defense assistance category—chapter 3, of title I. 


DEFENSE SUPPORT, ALTHOUGH FOR MILITARY PURPOSE, TAKES 
ECONOMIC FORM 


It is, of course, true that defense support funds are used for what 
seems to most people to be economic purposes. It would be impos- 
sible for it to be otherwise. Assistance of this nature must take an 
economic form even though it is for an exclusively military purpose. 
This in itself is not objectionable. Confusion arises because under 
present budgetary procedures the public has no way of clearly recog- 
nizing that some economic assistance is for the purpose of maintaining 
an agreed level of military strength, while other economic assistance 
is to make development possible. 

It is this type of confusion which the executive branch proposal 
is specifically designed to correct. It is intended to do so (1) by 
clearly separating the several parts of the mutual security program; 
(2) by identifying their purposes; and (3) by grouping defense sup- 
port where it properly belongs—with military assistance in the na- 
tional defense ude t; and (4) by similarly grouping all other funds 
in categories according to their purpose. 


EASIER FOR AMERICAN PEOPLE TO UNDERSTAND 


When this is done, it should be easier for the American people to 
understand, without misconceptions, just what their money goes for. 

I believe it would perpetuate—or even increase—existing confu- 
sion and misconceptions to lump defense support with the proposed 
“special assistance” category as an overall category of funds. De- 
fense support has a clearly defined purpose quite different from the 

urposes of the programed items in the special assistance category. 

y definition these items do not properly fall within the categories 
of military purposes or techncial cooperation or meet the criteria 
of the development loan fund. 

To lump in one category funds for support of military forces in 
Korea and funds for Hungarian refugee relief or balance of pay- 
ments assistance to a country with which we have no military agree- 
ment would not help public understanding of the mutual security 
program. The nonprogramed portion of the special assistance fund 
could, it is true, be used in part to meet defense support needs where 
they exceed present programs. But this is because these funds are 
contingency funds to be drawn upon for any great need in excess 
of the funds now specifically programed for military assistance or 
technical cooperation or other purposes, as well as for defense sup- 
port. 

CONGRESSIONAL AUTHORITY OVER PROGRAMS 


One additional point on this matter of standing authorization. 
Members of the committee have asked questions indicating concern 
that such a change might adversely affect the power of the Congress 
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to exercise continuing authority over the military assistance and 
defense support programs. 

We do not think this would be the result. 

In the first place, the substantive authorization has been estab- 
lished by the Congress, worked out over a period of 8 years and is 
well agreed on. Neverthless, the proposed change would not de- 
prive the Foreign Relations and Foreign Affairs Committees of their 
usual opportunity to recommend to the Congress whatever changes 
they believe should be made in the substantive authority. Both com- 
mittees would continue to receive from the executive branch periodic 
reports on the program as at present. Moreover, in the course of 
its annual presentation to these committees, the executive branch pro- 
vides both committees with a complete review of the conduct of the 
program and developments abroad relating to the proper future 
course and conduct of the programs. The committees would have 
both full opportunity and full information to consider recommenda- 
tions on changes in the authorizing legislation. 


APPROPRIATIONS REQUESTS SUBMITTED ANNUALLY 


As far as the provision of funds is concerned, the Congress would, 
of course, be fully protected. The appropriations requests for each 
year would be submitted to the Appropriations Committees for 
analysis and appraisal—just as in the case with the budgets for our 
domestic military program. They would be a separate title in the 
Defense Department budget and subject to specific consideration— 
not only by the Appropriations Committees but also by the Congress 
itself in floor action. 


DEVELOPMENT LOAN FUND 


Section IIL: I should like now to turn to the third question: “Why 
are the amounts needed which we have requested for the development 
loan fund, and how would the fund be administered?” Let me take 
up the question of the amounts first. 

Up to now, we have come before you each year with estimates of 
what would be spent for development assistance in different countries 
during the next fiscal year. 


NO ADVANCE COUNTRY ALLOCATIONS 


The development loan fund, however, will only provide financing 
for specific projects or programs, as these are submitted and approved. 
It will not make advance annual country allocations, any more than 
the Export-Import Bank or the World Bank do now. These banks 
know, on the basis of their recent experience and of general trends, 
what the overall level of their annual lending is apt to be during the 
next few years. 

Similarly, we would not plan now to break down the fund’s future 
operations by countries chronologically unless we were willing to guess 
where and when the most effective opportunities for its future loans 
will occur. These guesses, made so far in advance, might well prove 
wrong. If we disregarded them when the time came, we would have 
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misled you and the countries concerned. If we did not disregard 
them, we might be wasting our funds. 

But, if we are, therefore, not to engage in country allocations, how 
can we justify the resources which we are seeking for the fund? 

This question, I believe, really poses two issues: Why do we want 
to be assured of these resources 3 years into the future?) And why 
do we want $500 million for the first year and $750 million for each 
of the 2 succeeding years ? 

Let me begin by discussing why we need now to know how much 
money the fund will have in the fiscal years 1959 and 1960. 

I have had 2 years’ experience in managing a development assist- 
ance program which was financed through annual appropriations. 
This experience leads me to conclude that there are more efficient 
ways of doing the job. 


LONG RANGE PLANS IMPOSSIBLE WITH ANNUAL APPROPRIATIONS 


Because we do not know from one year to another what funds will 
be available for development assistance, neither we nor the receiving 
countries can make satisfactory long-range plans for their most ef- 
ficient use. Since it is not known that future funds will be available 
it becomes necessary either to concentrate on a limited number o 
long-range projects in a few countries, which we can finance out of 
available resources, or to shift to small, short-range projects in many 
countries, which are not the most effective way of stimulating a long- 
term process like economic development. 

Lack of assured continuity also makes it difficult to cooperate with 
private investors and with such organizations as the World Bank and 
Export-Import Bank. Similarly, uncertainty about the future scope 
of the program impairs the sense of continuity needed to recruit the 
best talent. 

Finally, the need to require annual appropriations makes it neces- 
«sary to present “illustrative” programs to justify the requests. As I 
have sadiented, these country presentations have to be prepared so far 
in advance that they cannot represent the best use of the money when 
the time comes and yet they prematurely give the countries concerned 
a sense of vested interest in the illustrative projects. 

The proposed 3-year capitalization also would have several positive 
advantages. 


LONG-RANGE PROGRAM WOULD HAVE GOOD PSYCHOLOGICAL EFFECT ON 
RECEIVING NATIONS 


The psychological effect on the people of the less-developed areas 
would be substantial and would be generally beneficial to the position 
of the United States. 

Assurance of continuity backed up with funds large enough to 
make an appreciable contribution to development would give incen- 
tive to these countries to press ahead with their development plans. 


BETTER SELECTION OF PROGRAMS POSSIBLE 


The Administrator would be able to begin projects requiring sev- 
eral years to complete because of the knowledge that funds will be- 
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come available when needed. He would not be under pressure to 
favor projects of lower priority but with early completion dates be- 
cause of uncertainty about future resources. 

The fact that the fund is endowed for an initial period of several 
years will give it greater influence. Its advice with respect to direc- 
tion of development and necessary economic reforms would be more 
readily heeded if it has resources for substantial assistance over time. 

The fund can plan more effectively if the dimensions of its re- 
sources are given, even though there is a ceiling on annual obligations. 


FUND FOR INITIAL 3 YEARS NOT REQUIRED IN LUMP SUM 


It does not follow that the amounts needed for the fund for the 
initial 3 years have to be made available in one lump sum. I agree 
with the report of the Senate special committee that they should 
rather be provided in an orderly fashion over a period of years. That 
is why we have asked the Congress now to appropriate a given 
amount for the fiscal year 1958 and to authorize borrowing given 
amounts from the Treasury in the fiscal year 1959 and 1960, re- 
spectively. We do not need the money now. But, like any bank, we 
do need the assurance that it will be available in predictable amounts. 


JUSTIFICATION FOR AMOUNTS REQUESTED 


I turn now to the question of why the particular amounts which we 
have requested are required. I am submitting separately to the com- 
mittee a memorandum which answers certain questions bearing on 
this matter; its major conclusions are: 

First: That we are now providing development assistance of over 
$400 million annually, including that part of defense support which 
goes to development purposes. 

Second: That most of the studies of development assistance which 
have been conducted for the Congress, for the executive branch, and 
by competent private groups conclude that substantially more could 
be used effectively. 

Third: This conclusion is supported by information available in 
ICA’s Washington office. After reviewing known development plans 
and proposals “for projects, my staff has estimated tentatively that 
worthwhile applications for fund financing might amount, in obli- 
gational requirements for the fiscal year 19! 58, to about $1 billion, and 
for each of the following 2 fiscal years between $1.1 billion and $1.3 
billion. These possible “project proposals cover a wide variety of 
fields—basic transportation, power facilities, agriculture, private 
industry and health and education. 

As part of this study, my staff has had informal talks with the staff 
of an existing public lending agency. We have concluded that there 
are a number of projects and programs which are economically sound 
and technically feasible, but which existing public lending agencies 
have not felt able to finance alone because of the foreign- 1-exchange 
problem, and which the fund might be able to finance in conjunction 
with these agencies. 
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FUND EXPECTED TO ENGAGE IN NEW ACTIVITIES 


A further fact, which may help to explain why the anticipated 
applications for fund financing exceed the present level of develop- 
ment assistance, is that we expect the fund to engage in several new 
activities. 

I have particularly in mind here activities directly designed to 
encourage growth of private enterprise. For example: loans to 
private entities, purchase of their income debentures for possible 
eventual resale to private investors, and financing of private, public, 
or quasi-public development banks in less-developed countries which 
would help finance private businesses. 

The requirement for fund financing is not unlimited, but it is some- 
what greater than could be met from present levels of development 
assistance. What will happen if we do not meet this requirement— 
if we provide the fund with less resources than would be needed and 
could be used effectively ? 

In the first place, we might well be wasting our money. I was much 
taken with the analogy the Secretary of State used when he compared 
getting economic development started with getting an airplane off the 
ground: You have to achieve a certain minimum speed to take off. 


REQUIREMENT FOR FUND’S RESOURCES EXPECTED TO DIMINISH EVENTUALLY 


So it is with economic development. We want these countries’ 
growth to go forward rapidly enough so that they can finance an 
increasing part of their development programs out of their own pro- 
duction and from normal financing sources. If we can do this, the 
requirement for the fund’s resources will eventually be diminished. 
If we do less than this, that requirement will continue unabated. I 
submit that unending assistance is wasteful assistance. 

Not only that, but it will probably be ineffective assistance. For it 
will fail to meet the very real threat to our national safety which 
exists in the less developed areas. We want economic growth because 
we believe that, if such growth is not forthcoming, the people of the 
less developed countries may overturn their existing non-Communist 
governments. Power might then be seized by extremists—by leaders 
who favor communism, or something like it, as the solution to their 
countries’ problem. 

If the less developed areas thus fell under the control of interna- 
tional communism, it would be vastly more difficult to maintain the 
prosperity, the strength, and the cohesion of the free world. And the 
Communists might be emboldened by their success to try to press their 
advantage in ways which would place our peace and our freedom in 
jeopardy. 


FUND EVENTUALLY EXPECTED TO REVOLVE OUT OF OWN RESOURCES 


Before leaving the question of magnitude, I should like to turn to 
one question that has been posed several times during these 
hearings: How soon could the fund be expected to revolve out of 
its own resources? We have submitted a memorandum which deals 
with this question and I will simply summarize its basic conclusion. 

For its first few years, of course, the fund’s requirements for United 
States capital will be reduced little, if at all, by repayments of its 
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loans—in view of the probable schedule of prospective repayments. 

This situation would be altered to only a limited extent if repay- 
ments of previous United States Government loans were assigned to 
the fund. The pre-1954 dollar loans involve repayments of only 
about 50 to 70 million dollars annually and the greater part of these 
repayments are to meet obligations of the Economic Cooperative 
Administration to the Treasury. 

And repayments on the Public Law 480 loans and post-1954 mutual 
security loans are mostly being made in local currency. The less 
developed countries need resources additional to those which they now 
possess in order to carry out development. programs. 

To relend these countries their own currency, without bringing in 
commodities to generate that currency, might ease their governments’ 
fiscal position, but it would not help to meet this need for additional 
resources. Hence it would not reduce these countries’ need for dollar 
loans. 

Eventually, however, the fund should revolve to an increasing extent 
out of repayments of its own loans. 

Initially, it would probably do this only to the extent that it were 
repaid in dollars or that it could sell its local currency repayments 
to other United States agencies for dollars, to finance their local uses 
in the countries concerned. 

Over the long run, however, the local currencies used for repay- 
ment to the fund should acquire increasing values for the fund’s 
development loans should be reflected in increased production in the 
borrowing countries. 


NEED FOR CAUTION IN MAKING BASIC CHANGES IMMEDIATELY 


I should like to reinforce what the Secretary of State told the 
Senate special committee about the need in this first transitional year 
to move cautiously in making basic changes in our methods of 
operation. 

It will of course take time to work out new methods of operation. 
Meanwhile, we have many going projects and programs. These 
represent much hard work and valuable planning which should 
not be laid aside. It would not be wise or practicable to suspend 
these many essential activities while the new working arrangements 
are being put into effect. We would undoubtedly carry them ahead 
in much the present way, giving them priority, while new plans and 
programs are being developed. 


ADMINISTRATION OF THE FUND 


Now, I should like to discuss the way in which the fund would be 
administered. 

The development loan fund will be administered within ICA by 
a manager reporting to the Director. His staff would be small and 
would include some new positions but the greater portion would be 
provided by the transfer of present positions. He and his staff will be 
able to call on existing ICA offices and missions for the required eco- 
nomic and technical screening of proposed projects. 

The NAC, which by law coordinates all official United States action 
in the foreign-loan field, would be the vehicle to insure interdepart- 
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mental coordination and review of the fund’s policies and operations. 
There would, of course, be adequate liaison with the World Bank, the 
Export-Import Bank, the International Finance Corporation, and 
other appropriate Government departments. 

Working within ICA, with the knowledge and resources of the 
Agency a available, the fund manager will be able to handle pro- 
posals in full knowledge and coordination with other aspects of eco- 
nomic and technical assistance, United States objectives and interests 
in particular countries and with the help of our existing missions in 
most of the countries around the world where loans would be made. 

Experience has taught us that all aspects of economic assistance 
bring greater results toward achieving United States foreign-policy 
objectives when these programs are handled by one unit under central 
direction. This insures coordination, makes the greatest use of skilled 
manpower and avoids needless administrative duplication. It makes 
spon business sense to handle the development loan fund in this manner 
also. 

SPECIAL ASSISTANCE 


A new category of aid called special assistance is proposed for fiscal 
year 1958 as part of the overall effort of the executive branch to clarify 
the separate purposes of the mutual security program. 

After meeting the requirements of United States defense with mu- 
tual defense assistance programs and contributing to economic de- 
velopment via the development loan fund and techinical cooperation 
program, there remains a residual group of needs which it is impor- 
tant for the United States to meet, some specifically identifiable in 
advance and others which cannot be so identified. 

To meet these requirements, which cover a wide variety of purposes 
and objectives in fiscal year 1958, $300 million is requested under 
authority of section 400 of the proposed legislation. Some of the re- 
quirements, which are firm and have been proposed in advance are 
as follows: 


EXAMPLES OF SPECIAL ASSISTANCE REQUIREMENTS 


Bolivia, Guatemala, and Hati. Although funds are being provided 
in fiseal year 1957 under defense support for these countries, the pur- 
pose is not military and it would be inconsistent with the new definition 
of defense support to so provide funds in fiscal year 1958. At the 
same time, the particular problems to be met in these countries such 
as the currency stabilization program in Bolivia, do not permit meet- 
ing the criteria of the development loan fund. 

unisia and Israel. In neither country does the United States have 
any specific military program objectives. These levels of aid are 
meant to deal with Lclomen-nivadanaiate problems of a Dea ath te 
mental character and in neither case can be provided on a reasonable 
expectation of repayment. 

n both cases, however, there is a need for additional external 
assistance for economic development purposes, and this could be 
provided on a loan basis. 

Malaria eradication ($19.4 million) : The amount which is part of 
a larger United States contribution to a worldwide effort to elimi- 
nate the scourge of malaria, cannot fit the concept and criteria of 
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the development loan fund since the contributions will in some cases 
be grants to international organizations and in other grants to coun- 
tries whose own contributions will greatly exceed those from the 
United States. 

Hungarian refugees ($10 million) : This requirement for continua- 
tion of United States help to Austria and for other purposes in con- 
nection with the flow of refugees from Hungary is, like those situa- 
tions above, clearly not associated with United States military pur- 
poses or possible of financing under the development loan fund. The 
requirement of nearly $40 million in fiscal year 1957 has been met 
from the President’s special fund. 

The above and other special requirements total just over $100 mil- 
lion and have been programed in detail as shown in the presentation 
books. The balance of approximately $200 million, in the section 400 
request, is to meet contingency requirements which may develop in 
the course of fiscal year 1958. 

Senator Smiru. Does that mean you are practically committed to a 
hundred million of this fund ? 

Mr. Hottister. About that, we are not committed. It is simply 
matters that are programed in the same old way as we used to pro- 
gram them. They are things we believe, barring changes, we would 
go forward with. 

Senator ArkeEN. Would you call it contemplated ? 

Mr. Ho uwisrer. ¢ ‘ontemplated ; yes, 

Senator Smiru. That leaves $200 million free ? 

Mr. Hotuisrer. Yes, sir. 


PURPOSES OF SPECIAL ASSISTANCE 


The purposes for which this fund is expected to be used are similar 
to those for which the special Presidential fund has been authorized 
and appropriated for in fiscal years 1956 and 1957. The history of 
the use of these funds under maximum conditions of flexibility has 
demonstrated their value in meeting either situations which are not 
presently firm, or entirely unforeseen de »velopments. 

The ability of the United States to react quickly to many of these 
situations, by extending prompt and adequate aid without serious 
disruption of important going programs, has been of major signifi- 
cance in terms of United States secur ity. 

Examples of these in the past several years are : 

The saving of Iran and Guatemala from anarchy and Communist 
subversion; emergency support to the Pakistani, Turkish, and Span- 
ish economies in the period 1955-57; initial or supplemental assist- 
ance for Saudi Arabia, Libya, and fatina 3 in connection with nego- 
tiation of important base rights; meeting a share of the cost of recov- 
ery from national disasters in Haiti, the Danube flood region, Jor- 
dan, Greece, and Nepal, where storms, floods, or earthquakes caused 
great suffering. 

NEW PROBLEMS 


The factors of instability and change which led to the above crises 
are still present and can be expected to lead to the same kind of re- 
quirements for mutual security program financing. In addition, 
there are two other new problems. 
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First, in establishing the proposed new categories of the mutual 
security program for fiscal year 1958, defense support has been re- 
programed in such a way that the minimum needs may not be truly 
reflected in the levels contained in the total defense support request 
for $900 million. Recourse to contingency funds will be necessary 
to meet any additional costs. 

Second, up to $100 million, or possibly even more of the $200 
million ae funds, may be needed to meet those require- 
ments in the Middle East referred to by the President in his message 
of January 5 which cannot be met from the development loan fund. 

In this area the United States met $150 to $200 million in needs 
during fiscal year 1957 associated with the major developments fol- 
lowing the Suez crisis. Because of the uncertainties prevailing still 
in the area, no programs (beyond technical cooperation for a few 
cases) have been specifically planned for many countries of the Middle 
Fast. 

One hundred million dollars of the special assistance funds are 
requested for use under section 401 (President’s special authority) 
permitting the waiving of certain restrictions of law where this 
action wien United States interests. 

In addition to the $100 million of special assistance, $150 million 
of funds under other sections of the act may be used under this presi- 
dential authority. (The development loan fund, however, may not 
be augmented or decreased through this authority. ) 





NEED FOR FLEXIBLE AUTHORITY FOR PRESIDENT 


As long as the Soviet Union can move without regard to parlia- 
mentary or other legal limitations to exploit situations in their inter- 
est, the President should have flexible authority to respond positively 
and quickly to the changes of events. 

Special assistance funds, together with the section 401 authority 
requested will contribute important tools for this purpose. 


ECONOMIC ASSISTANCE SHIFT FROM EUROPE TO LESS DEVELOPED AREAS 


Our administrative authorization request is small but of increasing 
and vital importance. As the economic assistance program shifted 
from Europe to the less-developed areas of the world, the character 
of this program has necessarily changed. Dealing with less experi- 
enced governments in countries with embryo business communities, it 
has been necessary for the United States to help in the actual imple- 
mentation of assistance measures to a far greater degree than was 
required in Europe. 

This has run from the furnishing of technicians, providing of 
training, and the arranging for service contracts, to increased audit 
and end-use check activities. 

Experience has taught us that we get the greatest results from our 
assistance only when we carefully review aid proposals for economic 
usefulness and technical soundness before committing funds, and then 
actually follow through to insure that they are effectively used. 

The change has meant more assistance on a project basis rather 
than by the provision of commodities as was done in Europe. Project 
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assistance increased from $373 million in fiscal year 1955 to over $700 
million this year. It is much more costly to administer for the reasons 
mentioned before. 


CHANGE IN PROGRAM REQUIRES ADJUSTMENT OF ADMINISTRATIVE FUNDING 


It has become obvious to me that administrative funding has not 
been adjusted to meet the requirements of the change in character of 
our program. The amount requested in 1958 involves an increase of 
$4.8 million and is directed at eliminating a real deficiency. 

Of this increase, $1.1 million represents a contribution to the civil- 
service retirement fund, heretofore borne by another governmentwide 
appropriation, so there is a real increase of $3.7 million requested. 
This includes $1.3 million for the opening of new missions or provision 
of personnel in new locations in underdeveloped areas and additional 
costs of operations begun late in fiscal year 1957 in Burma, Ghana, 
Morocco, and Tunisia. 


IMPROVED PERSONNEL OPERATIONS 


$0.5 million for improved personnel operations, including ex- 
panded employee training, the introduction of junior management 
personnel, and additional personnel designed to insure as nearly as 
possible a full staffing of key positions in the field at all times. 

Incidentally, the need for improvements in the field of personnel is 
pointed out in the report of this committee. Our request additionally 
provides for 85 new positions and related costs to improve qualita- 
tively ICA’s effective discharge of its administrative responsibilities 
under the mutual security program. Ten of these will be assigned 
to the office of the manager of the development fund. The rest of 
his staff will be obtained by the transfer of existing positions in ICA in 
Washington. 

To have increasing effective administration of our nonmilitary 
assistance programs, authorization of the requested $35 million of 
administrative funds is essential. 

To do less can endanger the results we can rightfully expect from 
the $1.9 billion of assistance administered with the funds. 

(The documents accompanying Mr. Hollister’s statement are as 
follows :) 


MEMORANDUM CONCERNING THE INITIAL CAPITAL REQUESTED FOR THE PROPOSED 
DEVELOPMENT LOAN FUND 


This memorandum examines five related questions which bear on the magni- 
tude of the proposed development loan fund. 

1. How much development assistance are we now providing? 

2. In what amounts might sound development projects initially be submitted 
to the fund? 

3. Are there sound projects or programs which other public lending agencies 
have not felt able to finance but which the fund might assist—perhaps in con- 
junction with these agencies? 

4. What new kinds of activity might the fund undertake, additional to those 
now being financed out of development assistance? 

5. What are the best available independent estimates of the development 
financing which the less developed areas need and could use effectively? 

_ Taken together, the answers to these questions suggest that the level of financ- 
ing proposed for the development loan fund is conservative in terms of both need 
and absorptive capacity. 
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1. How much development assistance are we now providing annually? 


(a) For fiscal year 1957 there was appropriated $250 million for section 201 
(development assistance), of which about $180 million is being used for pur- 
poses (grants and loans) comparable to those contemplated under the fund. 

(b) In addition, it might be estimated that about $230 million of the defense 
support appropriation is being used for such purposes. 

(c) This makes a total of about $410 million being directed to development 
purposes in the fiscal year 1957. 


2. In what amount are there now available sound development projects which 
would likely be submitted to the fund for financing? 

Based on their knowledge of (i) development plans, (ii) well-known proposed 
projects and (iii) resource needs, ICA’s Washington staff estimate that worth- 
while applications for loans from the fund will be submitted during fiscal year 
1958 amounting, in obligational requirements for the fiscal year 1958, to ap- 
proximately $1 billion and for each of the fiscal years 1959 and 1960 between 1.1 
and 1.3 billion dollars. The types of proposed activities featured prominently 
in these applications would include— 

(a) Basic transportation.—By connecting isolated markets and opening up in- 
accessible areas, the building of these basic facilities would lead to a substantial 
growth in economic activity and more particularly in private investment. — 

(b) Power facilities.—Throughout the less-developed areas there are vast un- 
utilized hydroelectric power potentialities. Their development would lead to 
greatly multiplied activity in a number of related fields. 

(c) Agriculture.—The bulk of the people of these countries earn their liveli- 
hood from agriculture. The needs of this sector of the economy are correspond- 
ingly great. These needs are of two kinds: First, those of individual farmers 
for better tools and other improvement, including more effective public or pri- 
vate facilities for the extension of agricultural credit. Second, those of the 
agricultural community as a whole for basic new investment, e. g., for enlarged 
irrigation facilities or other activities designed to bring more land under culti- 
vation or to expand production from existing land. 

(ad) Industry.—One of the objectives of the United States is to assure that 
private industry is given’ an opportunity to show its worth in the less developed 
countries. Industrial growth will also offer new opportunities for restless edu- 
cated and semi-educated groups in these countries. The fund will have an op- 
portunity to assist in the development of industrial facilities through private or 
public or mixed development banks, or in some instances through direct loans to 
private entities. 

(e) Hducation, health, and sanitation—Many countries will present sound 
projects calling for loans to expand educational and health facilities. ‘These 
applications will be particularly important in view of the relative scarcity of 
financing for such projects from established public lending institutions. Edu- 
cational and health improvements may be vitally necessary to economic growth. 
A training school can often contribute as much to increased production as a new 
factory. And the eradication of disease may sometimes do more to expand 
agricultural output than anything else we could do. 


8. Are there sound projects or programs which other public lending agenvies 
have not felt able to finance but which the fund might assist—possibly in 
conjunction with these agencies? 


Discussion with the agencies indicates that there are such projects or pro- 
grams. There follows a sampling of possibilities : 

(a) Deposits of phosphates and potash might be exploited in a Middle Eastern 
country. Italian and American firms are interested. They would put up part 
of the capital but would need ‘to borrow the remainder. The country’s govern- 
ment would also need a loan to build a railroad or a road from the deposits to 
the nearest port so that the output could be marketed. This would give the 
country increased foreign exchange to finance its other development plans and 
would provide the free world with an expanded supply of needed raw materials. 

(6) Private mining companies already in production in a south Asian country 
need modernization of their equipment. This must be financed through loans 
to the government concerned for relending to the mining enterprises, or by direct 
loans to the mining companies. 

(ec) Fertilizer plants are called for in the development plans of that same 
country. Three such plants are proposed for the public sector. At least one 
private plant which would serve as a yardstick might also be welcomed by the 
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government. A joint local-American company might be given a loan to cover 
a suitable portion of the foreign exchange cost. This would not only contribute 
to needed development but would also provide a demonstration of the advantages 
of private enterprise. , 

(d) Multipurpose power and reclamation projects are planned in another 
south Asian country, where power would stimulate industrial development and 
reclamation would increase agricultural production. Both foreign exchange and 
local currency are needed. An existing public lending institution might provide 
some of the foreign exchange, while the fund would make a complementary loan 
to furnish additional needed resources. 

(e) An inland navigation authority is needed in the same country to move 
freight and passenger business in an important delta area. Such an authority 
could issue revenue bonds which the fund might purchase, thus financing a 
facility which would permit increased production in the whole area. 

f) Multipurpose hydroelectric power, irrigation and drainage projects in an 
inland African country could create power for small industries and increase land 
under cultivation. These projects might be financed by the fund, in combination 
with an existing public lending institution—perhaps through the purchase of 
revenue bonds from a government corporation which would be established for 
this purpose. 

(g) Hydroelectric development in another newly independent African country 
might be financed by the fund jointly with the IBRD or Export-Import Bank— 
again perhaps through the purchase of revenue bonds from a river development 
authority, which might be created to undertake this development. The resulting 
low-cost power could be used in a variety of ways, including the processing of 
plentiful bauxite supplies reasonably close to the proposed dam. This would 
enable the country to make a start in aluminum and perhaps in other electro- 
metal and electrochemical industries—thereby relieving its present dependence 
on production of a single commodity. 

(kh) A new port is needed in another African country. An existing lending 
institution is considering a loan for its construction. That loan could be made 
more readily and would be more effective if the fund were also able to lend for 
the purpose of constructing access roads, bridges, and canals. 

(i) Rehabilitation of a thermal powerplant in a southeast Asian country, if 
this were financed by the fund, would supplement—and create as a standby for— 
an important powerplant which is being built under a World Bank loan. 

These nine projects were selected at random from an informal staff-level 
discussion with one of the established lending institutions. They have not been 
priced out, but it is obvious from their nature that they represent substantial 
potential requests for financing from the fund. 


4. What new kinds of activities might the fund adopt in addition to those which 
are being undertaken under present mutual security development assistance 
programs? 

There are two major types of new activities which the fund might engage in. 
Both would be designed to stimulate the private sector. Both might give rise 
to substantial, sound applications: 

(a) Financing of private, public, or quasi-public development banks in less 
developed countries. Experience with a few such banks has shown that they 
would be extremely valuable in encouraging growth of the private sector. Wide- 
spread use of this technique could effectively employ considerable resources. 

(6b) Direct loans to private entities (or the purchase of income debentures 
from such entities which could eventually be resold to private foreign investors). 
Again, no cost estimate is available but added major applications would prob- 
ably develop if a maximum effort were made to stimulate private enterprise 
through this means. 


5. What are the best available independent estimates of the external financing 
which the less developed areas need and could use effectively to achieve an 
eventually self-sustaining rate of growth? 

A number of such estimates have been offered in recent public reports. Their 
estimates of the annual resources which the less developed countries need and 
could use effectively range from $2 billion to $5 billion. Of this total, the amount 
that would be needed from United States public sources is variously estimated 
at from $1 billion to $2 billion a year. Even those reports which make no quanti- 
tative calculation call for substantial increases above the present level of aid. 

(a) MIT study for the Senate special committee, January 1957.—The MIT 
study estimated that the underdeveloped countries require and could absorb 
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between $2.5 and $3.5 billion annually of additional funds from all sources 
(p.2). 

(b) The University of Chicago study for the Senate special committee, March 
1957.—The University of Chicago study estimated that economic aid to Asia, the 
Near East, and Africa from all public sources should be a minimum of $2 billion 
per year at the outset and might eventually rise to a minimum of $5 billion per 
year before beginning to decline. 

(c) The International Development Advisory Board (Johnston report)—“A 
New Emphasis on Economic Development Abroad,” March 1957.—In its report 
to the President, this Board of leading private citizens drawn from business, 
agriculture, and other fields said: “We believe that the size of the present de- 
velopment program * * * should be substantially increased” (p. 9). Based 
on differing estimates of the amount of development assistance in the present 
eategory of “defense support,” the Board placed the current rate of development 
aid (excluding technical assistance) at between $500 million and a billion dollars 
per year. 

(d) The Committee for Economic Development (CED)—“Economic Develop- 
ment Assistance.”—In a policy report of April 1957, this business group sug- 
gested that an outlay of $1 billion a year for the next 5 years in addition to 
current United States economic assistance programs would be a “desirable and 
necessary investment.” 

“A program for additional economic aid expenditures averaging $1 billion a 
year,” the CED continued, “would bring our total economic assistance to under- 
developed countries to some $2% billion a year.” The CED envisaged that the 
outlay would be considerably less in the first years of the enlarged program. 
They concluded with the statement that “such an additional outlay for develop- 
ment assistance would deserve priority over many items now contained in or 
proposed for the budget.” 

(e) National Planning Association (NPA)—‘A New Approach to Foreign 
Economic Assistance,” April 1957.—The NPA statement concluded that the opti- 
mum level of aid which could be extended to underdeveloped countries “now 
substantially exceeds the currently available amount of United States aid funds. 
Hence to insure their maximum effectiveness, the size of our economic aid pro- 
gram should be increased.” The NPA committee went on to suggest that a 
foreign aid corporation should be established with an original capital fund not 
less than $1 billion and additional capital as required. 

All of these studies thus call—explicitly or implicitly—for a level of United 
States development financing in excess of the $500 million to $750 million annual 
level proposed under the development loan fund. 


ADMINISTRATION OF THE DEVELOPMENT LOAN FUND 


The President.—The authority to conduct the program would be vested in the 
President (sec. 202). The necessary capital is appropriated to him or to be 
drawn from the Treasury on his direction as authorized by the statute. The 
administration of the fund is his responsibility (sec. 202, 204, and 205), just as 
for the rest of the mutual security program. 

The Secretary of State.—It is contemplated that as in the case of other eco- 
nomic elements of the mutual security program the President would delegate 
to the Secretary of State the authority to conduct activities under the fund by 
the statute and the responsibiliy for administering them. 

The Director of ICA.—It is further contemplated that within the Department 
of State, the Secretary of State would use as his appropriate officer to administer 
the fund the Director of ICA to whom he also assigns other responsibilities for 
administering and coordinating mutual security programs. 

The manager of the fund.—In order that the responsibility for the policies and 
activities of the fund within ICA may be clearly centered in one individual, it is 
intended that there would be established in ICA a top-level officer who would 
serve as manager of the development loan fund and would report directly to 
the Director of ICA. 

The manager would have under his immediate direction a small staff (perhaps 
25 to 30) to advise and assist him in his responsibilities as manager of the fund. 
This staff would be essentially drawn from ICA personnel with the addition 
of a few experts not available among ICA personnel. It would include, for 
example, people whose specific work would be to draw increased participation 
of private capital into the development program. 
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The manager and his staff would draw upon the existing ICA organization 
for necessary technical and specialized advice, economic judgment, insight into 
country problems, and administrative support. The staff would coordinate all 
such advice and services for the purpose of analyzing and acting upon requests 
for financing from the fund. 

Coordination.—1. Coordination of action with other leading agencies such as 
IBRD and Export-Import Bank on loan policies and major projects would be 
through the National Advisory Council, which by law coordinates all official 
United States action in this field. 

2. The fund manager would coordinate directly with appropriate staff levels 
in IBRD and Export-Import Bank in order to determine that the proposed 
financing activity is not in fact suitable for either of these agencies to handle. 
This would be clear from the outset in many cases—for example, requests from 
specific countries or for types of activity for which the IBRD or Export-Import 
Bank are not prepared to extend credit. 

3. Coordination between the fund and other aspects of the mutual security 
program, such as technical cooperation or defense support, would be worked out 
normally between the manager’s staff and other suitable staff levels in ICA. Any 
unresolved problems could be referred to the Director of ICA, who is responsible 
for coordinating all segments of the mutual security program. 

4. Coordination between the fund and other parties of our foreign economic 
policy would be worked out between the manager’s staff and other appropriate 
levels of ICA, on the one hand, and appropriate offices of the Department of 
State. Any unresolved problems would be referred to the Secretary of State, 
or, if beyond the scope of the Department of State, as in the case of foreign 
agricultural problems, reciprocal trade, strategic materials, etc., to the Com- 
mittee on Foreign Economic Policy. 


STAFF FOR THE LOAN FUND 


Senator Futsriegut. May I start at the end and go backwards, at 
least for the moment. 

Do I understand out of the 85 new positions only 10 would be 
added positions and the 75 will be transfers ? 

Mr. Hotuister. There are 85 new positions asked for under this 
memorandum. That doesn’t mean there will be 85 in the fund activi- 
ties; just 85 new positions all together. Ten will be new positions 
for the fund, and the other fund personnel will be transferred. 

Senator Fuisrieut. Oh, the other fund activities, whatever they 
may be, within the fund ? 

Mr. Houuister. Yes; will be met by transfers. 

In other words, Senator, I don’t think it would be proper to start 
this fund going with a whole lot of new employees, newly recruited, 
and starting in a place where there has to be a transition period in 
which we would work over our projects of the kind which the devel- 
opment fund will take over until they would be absorbed into the 
fund. 

It seems better to staff our development loan activities largely with 
people with experience that we now have. 

Senator Futsricut. I was wondering, out of the number of people 
that are in the ICA, if you couldn’t gather together a sufficient num- 
ber to operate the fund. 

Mr. How.isrer. That is exactly what we expect to do. We sug- 
gest that maybe 10 new places might be needed, the rest we think we 
can use by transfer. . 

Senator Smiru. That covers the entire program ? 

Mr. Hotuister. Development loan program. We have suggested 
that might be in the whole organization, 85 new places in the admin- 
istrative field. 
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Senator Smiru. Those are new places? 

Mr. Hotuisrer. All together, yes, sir, in the whole program. Mr. 
Scott is here, if you would like to go into detail in the administra- 
tive side now; he can talk to it a good deal better than I can. 

Senator Futsricur. This is always a troublesome aspect of any of 
these programs. This occupied most of the time of the committee 
in discussing the United States Information Agency. 

There is no net expansion of your activities, overall. There will 
be no net expansion of your expenditures ? 

Mr. Ho.tistrer. No, sir. 

Senator Futsrient. Do you need more men ? 

Mr. Hotuisrer. Yes. 

Senator Futsrieut. Why ? 

Mr. Houtisrer. Because at the present time we are undermanned 
to take up the load that has been cast upon us, because our programs 
have been shifting so much, as I have tried to point out in my state- 
ment today, to almost double, in the amount of hundreds of millions, 
in the project field from what it had been. 

As you go from the field of commodity acquisition and shipping 
into a country and get into project activities, you need very much more 
administrative costs. That is particularly true in technical assistance. 
In the technical assistance area your administrative costs, considering 
the dollar, the per dollar, per man, costs run up very fast, and as 
our technical assistance program develops and broadens, as it does 
slightly each year, we have an aaditioult abmand for personnel. 

Senator Fursricut. Then, is it fair to say that you have increased 
your personnel and decreased the cost of commodities supplied ¢ 

Mr. Hoxuisrer. There would be a decrease in that part of the pro- 
gram ; yes, sir. 


REPORTS TO CONGRESS ON DEVELOPMENT LOAN FUND 


Senator Futsricutr. What about the reports to the Congress about 
the operation of the development fund? What provision is there in 
here for that ? 

Mr. Howutster. Well, of course, we will go ahead with the semi- 
annual report which the President makes to the Congress, which will 
be continued and then, of course, each year when the mutual security 
program is presented to the Congress there will be a full report, 
naturally, of all the operations, even though there may not be a 
specific authorization or appropriation requested. 

As part of the whole presentation, it will be necessary to discuss 
the fund in detail. 

Senator Fursricut. Will we get every 6 months a report of the 
actual loans and operations of the fund itself ? 

Mr. Hottisrer. Mr. Saccio calls my attention to the fact that the 
act itself contains such a provision. 

Senator Fu.sricur. I just want to be sure it is in there. I think, 
especially in the early stages of this, Congress ought to be advised 
of it not less than every 6 months, and in detail, since this is a some- 
what new undertaking. 

Mr. Hoxwister. All I can say, Senator, is that any administrator 
who was conducting this work and did not make a report in substan- 
tial detail should be subject to criticism. I would expect to make that 
kind of a report. 
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Senator Funsricur. I haven’t looked at the provisions of the pro- 
posed legislation. If you say it is in there, I will take your word 
for it. We will get to that when we mark it up. 

It is your understanding that it is provided for ? 

Mr. Hoxuistrer. Yes, sir. Section 534 of the act is being amended 
to require that detailed information on the fund be included in the 
semiannual reports to the Congress. 


REGIONAL DEVELOPMENT AUTHORITIES 


Senator Futsricut. On page 18, you mentioned in the middle of 
the page, for example, loans to private entities, purchase of their 
income debentures for possible eventual resale to private investors, 
and financing of private, public, or quasi-public development banks 
in less-developed countries which would help finance private busi- 
nesses. 

My attention was called to a speech made by the chairman or vice 
chairman of the board, David Rockefeller, of the Chase National 
Bank, recommending the creation of a Middle East development 
authority. Did you happen to notice his speech ? 

Mr. Hotuisrer. I haven’t had a chance to read it. I saw there was 
a speech made. 

Senator Fuusricut. In your opinion, would this fund have au- 
thority to invest or to assist in the development of such a development 
authority on a regional basis? 

Mr. Houuister. It would have authority to make loans. It would 
not have authority to go into equities. Any other kind of investment 
it would have authority to make. 

Senator Futsricut. It would be for a loan. I am not making this 
as a proposal, because we are examining it, but what I think is con- 
templated, if it should arise, is that this “fund could help it get started 
by putting in a loan, we will say, with the understanding it has a 
priority in being paid off, or something of that kind. Do you think 
you have authority under the existing proposal to do that? 

Mr. Houser. Yes, sir. 


INCOME DEBENTURES 


Senator Futsricnt. What do you mean by an income debenture? 
“In the purchase of their income debentures.” That comes very 
close to being an equity. 

Mr. Hoxuisrer. I don’t know why the word “income” was put in 
there. 

A real debenture is not an equity, although a security can be called 
a debenture and still be an equity. The kind of security I am think- 
ing about and which we have been discussing is something which is 
due at a certain time and in a specific amount, and has no voting 
power. 

MANAGEMENT OF THE FUND 


Senator Fursrieut. As distinguished from an equity? 

Mr. Houuister. Yes, sir. 

Senator Funpricut. Now, to the nub of this matter, the manage- 
ment. You are going to have a manager within the ICA. What will 
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be his advice, for example? Does he have a board of directors, or 
what is comparable to it, or will there be some advisory committee 
which advises him on matters of policy in the granting of loans? 
What do you foresee in that? 

Mr. Hotxster. There should be within the organization, Senator, 
a committee which would advise with him in the conduct of the fund. 
I do not believe it is wise to have a committee representing other de- 

artments that have authority. That question, of course, comes up 
immediately because there are some who feel that an organization 
of this kind should have, if run as a corporation, a board of directors, 
and various departments should be represented on the board; or if not 
run as a corporation, should have a committee with authority to decide 
on policies, loans, and so forth. 

I think that would be unwise. However, I think there should be 
the greatest kind of liaison and cooperation among all the depart- 
ments. 

Senator Smrrn. Could you have an advisory, noncompulsory 





WILL AN ADVISORY COUNCIL BE ESTABLISHED? 


Senator Fu.sricnt. That is what I wanted to get to next. If it 
is not authority, will you set up an advisory committee which hasn’t 
authority, but which you should consult before making up your mind, 
the manager having the authority to make the decision ? 

Mr. Hottister. I believe, Senator, that there should be that kind 
of consultation. I am doubtful whether we would want to state 
exactly now the form that that consultation would take. This has 
to be a trial and error basis. 

We have to have the National Advisory Council (NAC) to whom an 
appeal can be made by any department in the event that this fund 
would get into the jurisdiction of the Export-Import Bank or would 
make the wrong type of loans. 

Don’t forget that we are already lending a good deal of money 
in this organization, something close to $400 million this year. All 
our loans come before the NAC for approval, the interest rates, the 
terms, the general form, and it would be my idea that NAC, which has 
been given the authority by law to coordinate this kind of effort in 
the international field, should continue to be the body which would, 
you might say, be the court of appeals in the event that the fund was 
not operated in what some of the departments thought was a wise 
way. 

Senator Fursrieut. I am not quarreling with that, and I am not 
trying to force you to make a commitment now. I am trying to de- 
velop the idea behind this. 

I recall the RFC had an advisory loan committee, composed of their 
senior examiners, who functioned very well. In the study of that 
operation, that particular committee almost invariably, by hind- 
sight, I mean, when we look back at what had happened, the recom- 
mendations on all the controversies that happened there, they were 
usually the committee that corrected the mistakes made elsewhere. 

It always impressed me that these were professional men, full- 
time senior employees of that organization, and their judgment of 
soundness on the controversial issues which came up was almost al- 
ways good, and they were not influenced by extracurricular pressures 
of any kind. 
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I think that was a good experience. tf 

I agree with you. I don’t want to fragment the responsibility and 
have a whole lot of people making the decision. It ought finally to 
come down to this manager, but he ought to have available, and ought 
to be under some compulsion to advise with, representatives of the 
Export-Import Bank, the World Bank, and others. 

Then he has to make the decision. I think that is correct, that is 
good administration, that it be his responsibility. 

Mr. Howtisrer. I agree with you entirely. We discussed this at 
considerable length, and there are different views on it. It would be 
my feeling that it would be unwise to try to freeze machinery of that 
kind at the present time into some fixed form. I think it is some- 
thing which may well eee 

It may well be that it will be wise to have a committee on which 
there are regularly designated representatives that meet every so often 
to consider these things. I feel until we got going, it might be better 
perhaps in the transition period to see what would be the best ma- 
chinery under which that kind of informal liaison could be worked 
out, always remembering that the NAC is available in the event you 
get conflicts of jurisdiction. 

Senator Futsricut. I don’t quarrel with the idea of taking time 
to look at this. I think it requires serious study, and to get it oper- 
ating properly is important. 

Mr. Hotuister. Whatever form we visualize now for this will prob- 
ably change somewhat as the operation goes forward. 

easter Fuutericut. I have a few questions that are designed to 
elicit more detail, that I would like to present. These questions were 
prepared for us by the staff. 


YEARLY AUTHORIZATION, $750 MILLION 


Under title II section 203, $500 million would be authorized for 
ayment into the capital of the development fund. In addition 
owever, under this section the Secretary of the Treasury is directed 

to provide funds for another $750 million capitalization in fiscal year 
1959 and $750 million in fiscal year 1960. 

This means, does it not, that Congress is authorizing a development 
fund, not of $500 million, but of $2 billion by this legislation. 

Mr. Houuister. Yes, sir. 

Senator Futsricut. No further legislative action would be required 
in fiscal year 1959 or 1960 to add $750 million each year to the capitali- 
zation of the fund; is that correct ? 

Mr. Houuister. That is right. 

Senator Fursricut. In other words, the increase in capitalization 
would be automatic over the next 3 years unless it was specifically dis- 
approved by subsequent action of the Congress? 

Mr. Hotuister. Yes, sir; assuming that the appropriation was made 
by the Appropriation Committee of the $500 million. 

Senator Futsricut. Is it your opinion that Congress or the execu- 
tive branch knows enough about how this development fund will op- 
erate at this time to authorize not $500 million for 1 year but in effect 
$2 billion for 3 years in this act ? 

Mr. Hotutster. This is a difficult question, Senator. 
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Does the Congress and the Executive know enough? Let me say 
there that, under proper administration, there is enough accumulated 
knowledge of this type of activity after several years of experience 
within the executive branch to conduct an operation of this kind with 
proper care, proper safeguards, and with reasonable assurance of 
satisfactory results. 

Let me point out that this is nothing different than what the Export- 
Import Bank does, in fact it is a little more strictly controlled than 
the Export-Import Bank, which is given authority up to a certain 
amount, to make-loans and draw on the Treasury for the money it 
needs for that purpose, and the amounts which it has been authorized 
to loan have been in excess of what we can assume. It is something 
in the nature of the same program, 

Senator Capenart. You are asking for $2 billion here. 

Senator Futsrieut. Authorization. 

Senator Carenarr. Yes. 


PUBLIC LAW 480 FUNDS 


In addition to that, you have $2 billion at the moment loaned out, 
with another, I think, $400 million, in round figures, obligated. Isn’t 
that correct ¢ 

Mr. Houttsrer. What is that ? 

Senator Capenartr. You have $2 billion, at the moment, loaned 
out 

Mr. Houtisrer. Now, you are—— 

Senator Capenart. With another $400 million obligated. 

Mr. Howuisrer. You are getting into this whole question of foreign 
currencies, some of which are under Public Law 480. 

Senator Capemart. We had it the other day. You had loaned $2 
billion, $162 million of it having been paid in interest, and $13 million 
having been paid back in principal. Then I think another $400 
million had been obligated. Isn’t that about right ? 

Mr. Saccto. Loans. 

Mr. Hoxiisrer. Is that the figure ? 

Mr. Saccio. It is less than $400 million. 

Mr. Howutster. Close to $400 million this year. 

Senator Carrmarr. It is $2 billion, plus. The mechanics of col- 
lecting that are handled by the Export-Import Bank ? 

Mr. Hotuisrer. Yes; the mechanics of it. 

Senator Carrnart. They disperse the loans, do they not, and they 
are collecting the money ? 

Mr. Houutsrer. They are the mechanical agent for that work. 





WOULD EXPORT-IMPORT BANK BE AGENT OF LOAN FUND? 


Senator Carenartr. And is it your idea that the bank will be the 
mechanical agent for this new loan fund? 

Mr. Houtisrer. Probably. 

We have thought, conceivably, that if we got into a loan in connec- 
tion with the World Bank, it might be that we would want to let the 
World Bank handle the whole thing for them, and for us. 

Senator Carenart. How is that / 

Mr. Horuisrer. If we go into something in connection with the 
World Bank, it might be more efficient for the World Bank to handle 
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the machinery of such a joint effort rather than the Export-Import 
Bank do that. 

Senator Carenart. I hope you don’t do that. It is only owned one- 
third by the United States. 

Mr. Hoxuister. We have explored the possibility. Let’s say, for 
the sake of argument, we went into an activity in a country where the 
World Bank made a dollar loan and we made a loan in currency on 
a deferred basis to help out a particular project which we thought 
would develop that country adequately. It might well be in the ma- 
chinery of servicing that loan, rather than having two organizations 
working on it together, we would make the World Bank our agent. 

Senator Caprnart. I hope you never do that. I hope it never hap- 
pens. I think you ought to consult with the World Bank and ask its 
advice, but I don’t think you ought to intermingle strictly 100-percent 
United States a with World Bank funds. 

Mr. Howtisrer. I didn’t suggest intermingling them. You your- 
self, Senator, in your operations, have frequently used banks in vari- 
ous parts of the world for fiscal operation. You would use a Japa- 
nese bank to collect a Japanese loan. That is all I would do. 

Senator Carenart. I appreciate that, particularly when you have 
the Export-Import Bank, which is worldwide. The Export-Import 
Bank has disbursed and is handling the mechanics of this $2 billion 
you have out at the moment. 

Mr. Hoxuisrer. Yes. 

Senator CarrHart. And they possibly will handle the mechanics 
of the $2 billion new funds that are being set up. 

Mr. Hoxuister. Yes. 


PUBLIC LAW 480 FUNDS 


Senator CarrHart. Why wouldn’t it be wise to turn over to the 
new fund this $2.4 billion and permit the reinvestment of the in- 
terest and the principal, less the administrative expense, and credit the 
amount of the collections and interest to this $2 billion authorization 
that you are going to ask for?’ Why wouldn’t that be better manage- 

ment and a better operation / 

Mr. Howuisrer. Senator, the essential difference, you see, between 
these funds that we are talking about that have been lent, and the 
funds we are talking about in the development loan fund which we 
expect to lend, is that the development loan fund will have dollars, 
and these other funds that you are talking about are largely foreign 
currencies. 

Senator Capremartr. You mean they were originally dollars and are 
repaid in foreign currencies / 

Mr. Hotuistrer. I thought you were talking about substituting an 
existing very substantial amount of foreign currencies, which we have 
available. 


SUGGESTION OF ONE ORGANIZATION TO HANDLE PAST AND FUTURE LOANS 


Senator Carrnartr. No; I am only talking in terms of having 1 
organization here, 1 manager put in charge of the existing loans, 
outstanding loans, at the moment, plus the new authorization you 
are talking about under this new manager, and then having the pro- 
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ceeds, as they repay their loans and the interest, less the administra- 
tive cost, be reloaned, and that amount be deducted from the $2 
billion—or let’s talk about the $500 million. Let’s say you collect in 
dollars, or you are able to convert into dollars, the $2 billion out- 
standing in loans, you are able to collect $100 million in the next 
12 months. 

Mr. Hottister. You will collect $100 million worth of different 
currencies, which cannot be substituted for dollars. 

Senator Carenarr. I said dollars, or you will convert into dollars. 

Mr. Hoxuister. You can’t convert them into dollars. 

Senator Cargeuart. Let’s forget whether you can or cannot, and talk 
about the principle of the thing, and then deduct the amount you do 
collect in dollars, regardless of how much or how little it is, from 
the $500 million you are asking, so we can get this whole business 
into 1 pocket and into 1 organization, with 1 manager. 

Mr. Hotuister. Where dollars are coming into the United States 
in one way or another, if they are not for the purpose of retiring 
some specific outstanding note or bond (and some of our foreign loans 
are in that shape), where they come into the Treasury as miscel- 
laneous receipts, there is no reason we could not take $100 million 
paid into the Treasury by some foreign country and substitute it for 
another $100 million which we would have to draw from the Treasury. 
It makes something of a complication in accounts. 

Senator CareHart. What I am talking about is that here we have— 
you want $2 billion for this new fund, and you have $2 billion 

Mr. Hotuister. We haven’t $2 billion. Unfortunately, we have $2 
billion worth of all kinds of currencies. 

Senator Capenart. I understand that. 

Mr. Hoxuister. Yes, but you keep cine + $2 billion. 

Senator Carenart. It was originally $2 billion. 

Mr. Hotuister. But when it stops being $2 billion and is $2 billion 
of something else, that is a different value than it had before, and we 
can’t substitute that for dollars. 

Senator Carenart. I understand that perfectly clearly. You are 
asking us to give you $2 billion, to oe $2 billion in this fund. We 
gave you $2 billion, which you loaned out, for which you will get back 
all kinds of currencies. 

Mr. Ho.uister. Wait a minute. You say you gave it to us. 

This 2 billion we are talking about, only a small part of it came to 
thisorganization. Some of it went out through Public Law 480. 

Senator Carrenarr. I understand that. When I say “we,” I am 
talking about the Government. But the end result is that the Gov- 
ernment put up $4 billion. Two billion of it has been loaned, and you 
are going to be repaid, some in dollars, some in different currencies, 
and in the new $2 billion possibly some of it will be repaid in currency 
likewise. aur |i 

My point is: Shouldn’t we put the $4 billion into this new fund and 
permit the repayment, if they are in dollars, to be credited against 
the $2 billion additional you are asking for, so we can get it in 1 fund, 
under 1 management, under 1 roof, so the Congress can look at it as 
something specific, hoping that the repayments on the $4 billion over 
the years would sustain the so-called foreign help or foreign aid in 
the form of this fund ¢ 

Mr. Hotutstrer. There is no reason it couldn’t be done, Senator. 











' 


dun 


MUTUAL SECURITY ACT OF 1957 469 


Senator CarnHnart. Why wouldn’t it be wise? I know it can be 
done, but the question is: Is it wise ? 

Mr. Hotuister. The fund itself, the one we are asking for today, 
we would hope would ultimately revolve, that sometime there would 
perhaps be no need for additional funds, although that might be some 
years off. Your suggestion is that these funds be supplemented by the 
existing ownership the United States has of foreign loans. I would 
say there is no particular objection to it. 

It is generally felt, I think, by the Congress, as manifested in the 
past, that it is better to have amounts that have been lent under some 
other program be paid back into the Treasury and to reappropriate 
rather than allow them to be paid in to some new program. 

Senator Carrenart. I didn’t know whether that was the policy of 
the Congress. 

Mr. Hotiister. It keeps better control over the appropriating mech- 
anism that way. Otherwise, as money comes in, you have no further 
control over it. It is an easy enough bookkeeping matter, however. 

Senator Carenartr. Wouldn’t we be able to blueprint and inventory 
the whole business better if it was all in 1 fund, under 1 roof, with 1 
manager, and wouldn’t we be able, if we were reinvesting the proceeds, 
wouldn’t it be better then than to have 2 organizations there ? 

Mr. Hotuister. I think, Senator, it would depend on whether or not 

ou wanted those sums reused in the foreign field. If you did, I think 
it would be very wise to have it all under one control. 

Senator Carenartr. Wouldn’t the taxpayers like it better if we take 
the position that we are putting $4 billion in there now, and we are 
going to see that the repayments and the interest and the earnings, and 
so forth, will not support it, and the taxpayers not have to put any 
more money in it? 

Mr. Ho.utster. I would hate to talk about it as $4 billion, because 
you would be fooling the taxpayers. 

Senator Carenart. You get back to something I understand as well 
as you do. The currencies may have value, st may not. This new 
fund you are going to loan some money from, aren’t you, and you will 
take repayment in currencies of these countries ? 

Mr. Howuisrer. Yes, sir; in most cases. 

Senator CareHart. From that standpoint, the new Fund will be 
the same as the old, won’t it? 

Mr. Houuisrer. Eventually, when it comes in. 

Senator Capenart. Yes. 

Mr. Hotuister. But in the meantime, you have the new money to 
lend, which is what these countries want. 

Senator Carenarr. Yes. 

In the end, this $2 billion you are talking about, you will loan some 
of it where they will repay in dollars, some where they will repay in 
their own currencies, and it will end up about the same as the $2 bil- 
lion present loans, will it not? 

Mr. Hotiister. Yes, sir; some years off; that is correct. 

Senator Carenart. I just keep thinking of it as a matter of man- 
agement, and it seems to me like good business that if we just combine 
these two, and I think—— 

Mr. Hotuister. May I put it this way: 

I agree with you on principle, that as the years go on, to the extent 
that dollars come in from these other loans that you are talking about, 
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there would be less needed in the way of new dollars, and to the extent 
that foreign currencies are paid in, and foreign currencies might be 
needed under the new arrangement, and where it therefore became 
available, there would be less need for new money in the fund. I 
think that is true. 

Senator Carenarr. I am thinking primarily of my own experience. 
I have had a fund myself for many, many years, a smal] amount of 
money, from which I loan friends and relatives and others, from time 
to time. You know how people always want loans. It is a certain 
amount. 

When it is up to that amount, I say that I am sorry, but you must 
go out and collect a little from some of my friends and I will loan it 
to you. 

Mr. Hotuister. You understand, Senator 





LOAN FUND COMPETITION WITH EXPORT-IMPORT BANK AND WORLD BANK 


Senator Carenarr. My point is that you have a situation here 
where—because one of your biggest problems i in running this whole 
business is going to be your competition with the E xport- Import 
Bank and the International Bank. When will you loan and when 
will they loan, and who is going to make the loan ? ? That will require 
a lot of ingenuity and a lot of, as we say in Indiana, you are going to 
have to be pretty smart. It can be done, and I am for it, but it is 
going to be a big problem. 

Mr. Houuisrer. I don’t see why there should be competition. In 
fact, it is quite the other way. This liaison we have been talking 
about will be carried on less for the purpose of worrying about 
whether or not there is going to be competition, but more for the pur- 
pose of seeing where we can supplement each other's activities. 

I visualize this fund can well be used in connection with the Export- 
Import Bank loans, as a combination, offered to a particular country 
or other borrower. 

Senator Carruarr. I can see a lot of combinations, but the big 
probleni is going to be, you are going to have three organizations loan- 
ing money, the International Bank, the Export-Import Bank 

Mr. Hoxiister. Which we have today. 

Senator CarprHarr. You have loaned a couple of billion dollars, 
but we are trying to get going to try to get the next 2 billion on a 
more repayable basis than the first 2 billion. 

Mr. Houutsrer. A large part of that 2 billion this organization 
didn’t loan at all. 

Senator Carrnarr. But it is repayable to the United States. 

Mr. Hotsisrer. It is only repayable to the United States in these 
foreign currencies; that is one of the difficulties. 

Senator Carenart. Are you talking about the Public Law 480 
funds ? 

Mr. Ho.uister. I am talking about Public Law 480 funds. 

Senator CarprHart. Let me have that list we had in the caueus 
room. Iam working from that. 





BREAKDOWN ON LOANS DISBURSED BY ICA 


Mr. Hortisrer. We have worked out some new lists, which I hope 
will prove very interesting, giving the breakdown of these loans, what 
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countries they are, how much is on hand, how much has been loaned, 
how much has been programed. So you will get the whole picture. 

The difficulty of talking about all of this money, which has already 
been loaned, as one fund, is that it all sits in banks in different coun- 
tries, and you can’t get it out. We can only pay it out if we spend 
it in that country, in certain channels, and we ae to get the permis- 
sion of the country to do it. 

Senator Carenart. I understand that. 

Senator Humpnrey. Are you getting the tabulation of not only 
the ICA funds but of the Public Law 480 funds, and any other funds, 
so we have all of them separated in their respective categories? 

Mr. Houuisrer. I have had them redone in a way in which you can 
find the source, how much we received, how much we have lent, how 
much is granted, how much is left on hand, and what the program is. 

Senator Futsricur. Is that in a form suitable for the record? 

Mr. Hotuister. Yes, sir. I think it is in the record already. (See 
p- 520.) 

Mr. Marcy. That is in the record already. 

Senator Futsrient. If it is not in the record, see that it goes in the 
record, 

Senator Humpnurey. You don’t happen to have some extra copies 
of that? 

Mr. Saccro. They are being reproduced. 

Senator Humpnurey. This is something very interesting we would 
like to get. 

Dr. FrrzGrratp. May I make a comment? Perhaps this will clar- 
ify one question that Senator Capehart asked. 

As of April 30 of this fiscal year, ICA and its predecessor agencies 
have made loans, actual disbursed loans, of a billion, seven hundred 
sixty-seven million dollars. Most of those loans were disbursed under 
the old Marshall plan. Funds for $1,211 million worth of those old 
Marshall plan loans were obtained by notes issued to the Treasury. 
So if the repayments of those Marshall plan loans, which will be 
repaid in dollars, were made available to the fund, then there would 
still be outstanding these notes to the Treasury, which would have to 
be canceled, and I would think, Senator Capehart, that you would 
want repayment of loans to—— 

Senator Carenart. Will you yield just a moment? 

Take the loan to Turkey here, that was made November 1, 1948, of 
$30 million. What is that? 

Dr. FrrzGrraup. That is an old Marshall plan loan, ECA loan. 

Senator Capenarr. Is that repayable in dollars? 

Dr. FrrzGeratp. That is repayable in dollars, and is obtained— 
or the dollars originally were obtained by the issuance of a note to 
the Treasury, so Treasury holds the note for $30 million, which will 
be paid off when and as Turkey repays that loan. 

Senator Humpurey. Is your point, Dr. FitzGerald, that we are 
better off in this loan fund to start de novo, so to speak, and get these 
other accounts cleared up on the basis of their genesis, that they 
started out a certain way. You have notes from the Treasury, for 
example, in some instances, that have to be repaid; you have foreign 
currencies in other instances. You believe these should be cleared up 
separately and not clutter up the new loan fund ¢ 
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Dr. FrrzGerravv. This is a judgment which the Congress will make, 
of course. 

Senator Humpurey. What is your advice? 

Dr. FrrzGrrarp. It seems to me it would be better where there are 
notes outstanding, that the Treasury now holds, which are secured 
by these loans, that as the loan repayments are made, they be used to 
retire the notes, because, if you transfer the loan repayments, then 
you should also transfer the debt to this new outfit. 


QUESTION OF PROVISION FOR TRANSFERRING SOFT LOANS TO HARD IOANS 


Senator Arken. May I ask one question, Mr. Chairman? 

Senator Futsricut. The Senator from Vermont. 

Senator Arken. Assuming that you made a loan to an underde- 
veloped country for $40 million, repayable over a 20-year period, and 
then suppose that underdeveloped country, which had made the soft 
loan, finds it got into a piece of luck, maybe struck oil, or something 
like that, and becomes a sound risk, would there then be any provision 
for requiring them to transfer to hard-loan agencies, just as there is 
in the domestic agencies ? 

We have domestic agencies that can make these soft loans and, as 
quickly as the borrower becomes a good credit risk, he is required to 
transfer. 

Mr. Hoxtisrer. We are hoping in most of these loans that we will 
make, that eventually they will get into shape so they will repay 
in currency that is worth something. As the country’s strength 
comes back, its currency gets stronger and stronger, and finally its 
currency is equally as valuable as dollars. 

Senator Fursricut. It is convertible as it becomes prosperous. 

Senator Arken. How does the rate of interest compare ? 

Mr. Hotuister. They pay 4 percent in foreign currency; they pay 3 
percent in dollars. It is an incentive for them to pay in dollars. 

Senator Arxen. I have in mind the Farmers’ Home Loan Admin- 
istration, which can only make a soft loan, and yet has almost as good 
a record for repayment as the RFC and some of the other organizations. 

Senator Futsricur. RFC made soft loans. 

Mr. Hotuister. They made some awfully soft loans at the time. 

Senator Futsrieut. They weren’t supposed to lend unless the ap- 
plicant for the loan had been turned down by others. 

Senator Mansrretp. They came out with a profit. 


EXAMINATION OF BUDGETARY ESTIMATES FOR MILITARY AID 


Senator Futsriegnt. The Senator from Montana. 

Senator Mansrretp. Mr. Hollister, the recommendations of this 
committee are quite numerous, and I am sure that you and your de- 
partment have gone over them. On page 26 of the Committee’s report 
on oe aeny of the foreign aid program the Committee recommends, 
under B: 


Military aid policy should be continued and efforts consistent with national 
security should be made to reduce the rate of expenditures. 
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The Committee finds that military aid is essential to the national defense and 
recommends that it be continued. On the basis of its inquiry, it believes imme- 
diate reductions in costs are possible and notes that in recent weeks the Presi- 
dent has proposed saving of $500 million in his January budget estimates. The 
Committee urges the P reside nt to continue to examine the budgetary estimates 
for military aid for fiscal year 1958 with a view to additional reductions. 

Has this been done ? 

Mr. Houutster. The President is reviewing all these programs at the 
present time. 

Senator Mansrie_p. Have you, in conjunction with whoever heads 
up the military assistance, military aid aspects of the program, done 
this? 

Mr. Ho.uister. Yes, sir. 

Senator Mansrrietp. Do you intend to keep on doing that? 

Mr. Hotutsrer. Yes, sir. 

Senator Mansrietp. Do you intend to come up with further reduc- 
tions ? 

Mr. Hotuister. This year? 

Senator Mansrretp. This year, yes. 

Mr. Hotuister. I think there is the probability, Senator, depending 
on whether or not we have to go forward with a couple of rather 

substantial programs, there will be, I think, somewhere between $50 
million and $100 million of funds which we will not obligate by the 
end of the year; that is, depending upon whether or not we > have to go 
through w ith an additional amount—this is executive session, isn’t 
it—— 

Senator Futsricut. Yes. 

Mr. Hotiister (continuing). [Deleted.] If we do not find pro- 
grams that are part of what we think are the proper development of 
our work, we will not obligate the funds this fiscal year. We do 
intend to continue these unobligated balances available next fiscal 
year. 


UNOBLIGATED BALANCES 


Senator Mansrtetp. As long as you brought up that question, what 
is your unobligated unreserved amounts going to be in the economic 
field of the ICA program on June 30? 

Mr. Houister. That is the figure I gave you. 

Senator Mansrie.tp. Between $60 million and $100 million ? 

Mr. Hotuister. If we should have to make additional advances 
[Deleted.] in the amounts we have talked about, it would probably 
be somewhere around [Deleted.] I believe we would not obligate. 

Senator Mansrretp. Then on the basis of what you just said, even 
at rockbottom, it might be that you would have $40 million unobli- 
gated ? 

Mr. Hoxtutsrer. Yes. 

Senator Mansrretp. And the Defense, ISA, whatever it is called 
in the Defense Establishment, would have something on the order of 


$550 million ? 
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Mr. Hottister. Whether they will have additional figures over the 
$500 million already discussed 1 would not be able to say. 

Senator Mansrrevp. As of now it seems reasonable to assume that 
the ICA, both in the Defense and its economic fields, will have an 
unobligated unreserved amount on the order of approximately $600 
million ¢ 

Mr. Howiister. Well, $550 million to $600 million, assuming their 
$500 million figure—I know their $500 million _— is correct to that 
extent. Whether they will have some additional I would not want to 
say, $540 million or $550 million, but we have the figures in the record. 

Senator Mansrtecp. A second recommendation made by the com- 
mittee was—— 

Senator CapeHart. Will you yield just a moment? 

Has this $600 million already been appropriated ¢ 

Senator Funsrieur. Yes. 

Senator CapeHart. Authorized and appropriated ¢ 

Mr. Houuitstrer. This is money appropriated last. year. 

Senator CapeHartr. Which may not be spent on June 30. 

Mr. Hotuister. Not spent? That is an entirely different question. 
We are discussing obligations after the close of the fiscal year. It is 
not spent until a good deal later. It may not be btientéd. 

Senator Carenart. In other words there is no way we can recover it? 

Mr. Houusrer. If it is not obligated or reserved—we do not reserve, 
the military people reserve—unless obligated or reserved, it would 
lapse unless Congress continues it available as we are requesting. 

In other words, under the present system it goes back to the 
Treasury unless the Congress reappropriates. 

Senator Carenartr. What is going to happen to your $600 million? 

Senator Mansrietp. Let’s wait until we mark up the bill. 


RECOMMENDED REDUCTION IN RATE OF EXPENDITURE FOR SUPPORTING AID 
AND MILITARY AID 


Mr. Hollister, the second question I have to ask has to do with the 
recommendations of this committee in its study of the foreign-aid 
program on page 27, C, nonmilitary aid policy: 

Supporting aid should be continued and efforts consistent with national secur- 
ity should be made to reduce the rate of expenditure. 

The committee believes that the connotation of supporting aid, which goes in 
large part to peoples under critical threat of Communist aggression or subversion 
is in the national interest. It also believes that reductions in the budgetary esti- 
mates for fiscal 1958 are possible, and to that end urges the President to reexamine 
immediately those estimates country by country. 

Has this been done? 

Mr. Hoxuisrer. Yes, sir. 

Senator Mansrretp. Have you come up with any further reduc- 
tions ? 

Mr. Ho.uisrer. The President does not feel that any reduction 
should be made in the request which we are now making except to the 
extent of the $500 million whch has already been referred to and which 
has already been deducted from these budget figures. 








MUTUAL SECURITY ACT OF 1957 475 


Senator MansriecpD. What about being able to reduce some of our 
military expenditures? I note for example that at the present time 
we are maintaining 20 Army divisions in Korea plus 1 Marine division 
and at the same time we have 2 American divisions there. 

South Korea is down for [deleted] million. I would venture to 
guess that if you put with that the cost of the two American divisions 
there, that we are putting into South Korea more than $1 billion a 
year. 

Is that a fair assumption ? 

Mr. Ho uuisrer. Senator, I am not much up on the military figures, 
but it can’t be far off. That is counting the $300 million that I put 
in; is that what you mean ? 


DESIRABILITY OF REDUCING SIZE OF FOREIGN ARMIES 


Senator Mansriecp. Yes. Now there has been some talk in the 
newspapers lately on the part of this administration that there will 
be a change from conventional weapons to atomic weapons in Korea. 

Is it necessary to maintain a 21-division Korean Army when military 
people tell you that, unless you want them for aggressive purposes, 
halt that number will suffice to take care of the internal security of 
the country and to safeguard the country from attack from without ? 

Mr. Ho.uistrer. Senator, you are getting into an area on which it 
is better, I think, for those who are better informed on the subject 
than Lam to testify. 

Senator Mansrreip. Do we havea military official here ? 

Mr. Hoxiisrer. They will be here, but not today. 

Senator Mansrrevp. I would like an answer to that question. I 
would like an answer to the question covering Taiwan. [ Deleted. | 

If you add that up to the military personnel stationed on the island, 
and they have been coming into the news lately, plus the 7th Fleet, 
it sani appear that the amount of expenditure there is between a 
half billion and a billion dollars as well. 

[ Deleted. | 

Mr. Houuister. I think there is only [deleted] in the Laotian Army. 

Senator Mansrievp, They have been reduced then ? 

Mr. Hotuisrer. Yes. They have been trying to get it down. 

Senator Mansrretp. [Deleted.| France, as the chairman brought 
out this morning, is being increased. [ Deleted. | 


DEVELOPMENT OF NATIONAL POLICE FORCES 


Now information has come to my attention just from reading the 
ublic prints that the President and the National Security Council 
ast year did approve a scheme for certain countries to develop na- 

tional police forces and organizations somewhat similar to the FBI 
to maintain internal security in certain countries; is that correct? 

Mr. Hotuister. Yes, sir; and I think that that is something I know 

a little more about than the exact figures on the cost of the military. 


[ Deleted. ] 
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PROBLEM OF MAINTAINING HUGE ARMIES 


Senator Mansrievp. I think you are to be commended because I 
think you are coming to grips, at least after a fashion, with the problem 
of these huge armies which are being maintained. ‘These armies in 
some instances are getting older and losing their effectiveness, but they 
do take an awful drain, and if we could spend some of this money 
which we are appropriating to maintain huge armies in important 
areas of the es for the economic betterment of these countries and 
other underdeveloped countries, I think we would be a “darn” sight 
better off. 

I would hope that these questions I raise this afternoon would find 
their way into the hands of the Defense people and that they would 
come up with answers to them because I think if we are going to do 
anything in reducing this program, and frankly I think it can and 
should be reduced, that this is one area that we ought to face up to 
the situation. 

Mr. Hotuistrer. Senator, may I say this: Every time I get the 
opportunity I point out the fact that while I am obviously not quali- 
fied to decide how many troops should be in a particular country to 
achieve a particular purpose, that the larger the armies that are in 
the field in these countries, the larger not only is the cost of keeping 
up the armies but also the economic cost to the country, so it doubles 
your cost. It doubles your cost in what we have to put in, in the way 
of hard goods and training and defense support, but it also doubles 
the cost that we have to put in to keep the country functioning at all. 

Some countries are not even able to keep a few soldiers in the field, 
much less the amount they have to keep in. But you must balance 
against that the fact that if you need a certain amount of defense in 
that area, it is about 10 percent the cost of what it is to keep an Ameri- 
can soldier in the field to keep a foreign soldier in the field. 

Senator Mansrmexp. That is true but sometimes you build up a 
gargantuan machine and the test is, you have got to keep it big, and if 
we are willing the folks in this country would want it bigger if we 
pay for it. 

That is all, Mr. Chairman. 


CONGRESS’ CONTROL OF DEVELOPMENT LOAN FUND 


Senator Humrurey. I have some questions, Mr. Chairman. 

First of all, on the issue of the memorandum that you were kind 
enough to present relating to some questions that I asked earlier on the 
proposed development loan fund and how Congress might exercise 
control, I thank you for that memorandum. 

It has been made a part of the record I understand, is that right, 
Mr. Marcy? 

Mr. Marcy. Yes, sir. 

(See page 108.) 
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LOAN FUND ADMINISTRATIVE MACHINERY 


Senator Humpurey. I am interested in the discussion that was 
held here as to how the administrative board or advisory board will 
be developed, and I don’t want to go into it here in detail again, but 
I do think here again, Mr. Chairman, that we should have a memo- 
randum at least of a suggested proposal that is in writing so that we 
have some idea of how the manager of this fund is to operate and what 
the National Advisory Council will do. I mean give us some theo- 
retical assumptions or some theoretical cases. 

Give us some explicit language of the development of it. 

Mr. Houuisrer. Yes; I can do that, Senator. 

We already have as an attachment B to my statement today a brief 
summary of the proposed administration of the development loan 
fund. It is not perhaps in as much detail as you want. ° 

Senator Humpurey. May I just say I ask this not to burden you 
today but I am sure it will be probed a great deal in the Senate. 

Mr. Houutsrer. I have got the wording of the act under which the 
National Advisory Council was set up if you would like to have me 
read that to you, showing its authority. 

Senator Humpurey. May I just suggest that at a later time at the 
convenience of you and your staff before we are through with these 
hearings that this be put in a memorandum, it be made available to us 
and put in at the place where we discussed the development of this 
loan fund administrative machinery. 

Mr. Horuister. Yes, sir. 

Senator Humenrey. Because it is still not too clear to me except I 
understand you would like a manager of the fund that has the final 
authority to make the decisions after you have had consultation. 

Mr. Howutsrer. Yes, sir: except that the manager would be a sub- 
ordinate official to the director of the ICA. 

Senator Humpurry. I understand that. 

Mr. Hotutster. Except for that he would—— 

Senator Humeurery. You would not have split responsibility at the 
administrative level for the loan fund? 

Mr. Hoxuisrer. No, sir. 

Senator Humpnrey. But there has been a good deal of talk here, 
which I think would be relevant to the discussion in the Senate, as to 
what role the Export-Import Bank would have, the World Bank, 
International Development Fund, and so forth. 

I think this ought to be spelled out more than just in the ad lib 
conversation that. we have had here for the good of everyone. That is 
my feeling about it. 


PROPOSAL OF DR, ILOWARD RUSK FOR INTERNATIONAL PROSTHETICS PROJECTS 


Off on a completely different subject for a moment, Dr. Howard 
Rusk, one of our most eminent physicians and medical consultants has 
been working with the Government as you know for a long time on 


eee 
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medical manpower resources. I believe he was chairman of that 
Presidential committee. 

I have had some letters and communications from Dr. Rusk re- 
cently relating to a project with ICA of I believe he calls it inter- 
national nenaehecise projects, that is for those that have lost a limb, 
arm or leg, setting up inion and workshops through ICA coopera- 
tion in many of these countries where there are maimed and crippled 
people. 

It was my privilege yesterday to visit with some of the medical 
people on this very subject matter of health proven on the interna- 
tional level. What are you doing about this? 

There has been correspondence between oe agency and the For- 
eign Relations Committee going back to March wherein there was a 
recommended budget on methods of implementation of a special in- 
ternatfonal prosthetics project. 

Mr. Jameson of your office has been going to give us an answer on 
this for some time but none has been forthcoming. 

Mr. Ho.tuister. Senator, I am sure I don’t know about Mr. Jame- 
son’s shortcomings. I hope they are not great. 

Senator Humrurey. I was not talking about his shortcomings. I 
said the answer was supposed to be forthcoming. 

Mr. Houutsrer. I said that semihumorously. 

Mr. Jameson is here but I must take complete responsibility for the 
failure to go ahead with that program. 

Dr. Rusk came to me last year. He is a very charming gentleman. 
He is doing, I think, a most extraordinarily fine job. At that time 
he talked to me about ICA aid for this project in South America alone. 

Senator Humeurey. Right. Dr. Lee has been down there since. 

Mr. Hoxuisrer. I told him very regretfully it did not seem to me 
that we ought to make funds available for activities of this kind in 
special medical fields ; that I could see no reason why if we made sub- 
stantial funds available for that kind of activity we should not do it 
for the blind, for people with multiple sclerosis, and for many other 
afflicted groups. 

Senator Humpurey. I agree with you. 

Mr. Hotxistrer. I told Dr. Rusk this and I remember his saying to 
me “I don’t understand why you will not support such a worthwhile 
project.” 

I said, “My trouble is that almost everything presented to me is 
worthwhile. The problem is that with limited funds we must handle 
things on a basis of relative priority.” 

It did not seem to me that we ought to be putting ICA funds into 
things that were so specialized as this was. 
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USE OF AID FUNDS FOR HEALTH NEEDS 


Senator Humpurey. What would you think if somebody proposed 
an amendment and was able to muster enough votes to take 5 percent 
of the entire budget you got and directed it to health needs? 

Mr. Hotzasrer. If the Congress voted that, obviously I would 
administer it. 

Senator Humeurey. Would you be able to administer it? 

Mr. Horutsrer. Five percent of the total ICA budget? 

Senator Humpnurey. What would that be? 

A couple of hundred million dollars. How much is it? 

Senator Carenarr. Five percent of 4 billion would be 200 million. 

Mr. Houisrer. Senator, whatever the Congress votes to be done, 
this organization will obv iously do its best to do. 

I still think I was wise in saying that we should not put substantial 
funds into various types of speci: alized medical ac tivities, because it is 
hard for me to see where it would stop. It is true that in our tech- 
nical 

Senator Humpurey. Before you go any further on that, why do 
you put funds into mpecnalinee types of military activities then ? 

Mr. Hoxuister. I don’t quite understand what your question is. 

Senator Humrenrey. We train, for example, in some country a 
police force, period, and in some other country we will specialize on 
infantry and not tank or air power. 

Mr. Hortisrer. I am not prepared to make a comparison of how a 
particular kind of defense fits into a general defense picture. What 
we are engaged in on the military side of our program is trying to 
make our friends and ultimately ourselves stronger in the world. 

Now on the economic side we try to do the same thing. Unfor- 
tunately as I say, we have limited resources which have to be spent 
in those things w here a matter of relative priority is concerned, and 
I always find difficulty in justifying the individual case, pathetic as 
it may be or attractive as it may be from some other point of view, be- 
cause I don’t believe that that is the way in which the money is 
best spent. 

Sanedtok Humrnrey. Don’t you have a nutritional program under 
your military assistance ? 

Mr. Horsisrer. We have general nutritional programs under our 
technical assistance around the world. Have we one in the military ? 

Senator Humrnrey. You kind of help the boys so they have enough 
food so they perhaps can carry the gun? 

Mr. Hotrister. We probably have. 

Senator Humrnrey. I can see your point of view. 

I don’t necessarily agree with it and I want to say something to 
you. I have been a strong supporter of all this military and foreign 
aid program. 





480 MUTUAL SECURITY ACT OF 1957 
SCOPE OF MILITARY ASSISTANCE QUESTIONED 


I don’t think anybody around this table has got a better record of 
support, but I must be very frank with you. I am getting mighty, 
mighty, mighty uncertain about some of it. I happen to feel like 
Senator Mansfield does about this military assistance. 

I am not sure who these people want to fight. I have talked to an 
awful lot of people lately and they don’t want to fight any Com- 
munists, they want to fight each other and I am getting worried about 
this. 

It seems to me like in some instances we are giving arms to people 
who have no more idea of fighting any Bolsheviks or Stalinists or 
Communists than the man in the moon. They want to fight their 
next-door neighbor, or they feel that if this country gets tanks they 
have got to have tanks; if this country gets fieldpieces, they have got 
to have fieldpieces. 

It is keeping up with the Joneses on an international] level out of our 
pocketbook. 

MEDICAL ASSISTANCE 


Now if somebody wants to keep up with the Joneses, I would rather 
have them do it on a health-clinic basis. 

But I think we have got to start to concentrate on these things. 

Mr. Hoxuistrer. I think you know that in our programs, generally, 
we have all kinds of medical programs involving preventive activities. 

Senator Humpurey. How much percentage of this total budget is 
dedicated to medical care ? 

Mr. Hotusrer. I can get that for you. 

Senator Humpnrey. I hear it is under 1 percent. 

Mr. Hoxuister. I would not know. 

Senator Humpurey. This is what I was told by the top people that 
have studied this from the American Medical Association and the 
people that are involved in these programs. What I am getting 
at is how do we utilize more of these funds to do things people to 
people ? 

In community clinics, crippled children’s clinics, the blind, these 
contagious diseases, a few dollars appropriated for these antibiotics 
moni de a tremendous amount of good, just a tremendous amount 
of good. 

Mr. Houiister. All I can say is we put a substantial amount of our 
technical-assistance money into the health field. 

Senator Humerurey. The technical assistance; yes. 

Mr. Hotuister. The technical-assistance money. 

Senator Humpurey. Yes. 
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MALARIA CONTROL 


Senator Funprieut. How much did you put into malaria control ? 

Mr. Hotutster. We have got that at $23 million for next year; 
that is counting the bilateral activities. U p_ to date we have been 
putting something like an average of $10 million in. Senator, this 
came up last year. A study was presented to me indicating that 

malaria could probably be eliminated in a large part of the world, 
all but central Africa and behind the Iron Curtain, by the expenditure 
by us of something like $14 million a year for a certain number of 
years over and above what we were alre: ady doing. I urged that 
program very strongly and we have got it in as a “special item for 
the coming year. 

The trouble with malaria is that while it gets under control, the 
mosquito finally gets an immunity from DDT and though you con- 
trol it for a while finally those mosquitoes get immunity and they 
propagate and then you may be as bad off in a few years as you were 
before so we are going to try to eliminate malaria completely in 
these areas. 

I say we put a lot of money into preventive work of that kind 
but I have not taken individual situations of people who have certain 
types of diseases and worked particularly on them. 

Senator Humpurey. They are very dramatic, though. 

Mr. Houister. I know they are. 

Senator Humrnrey. If you want some appreciation, you can do 
more good. When I was in Spain I found out we do work in irriga- 
tion and reclamation, this so-called defense assistance, isn’t that right? 

Mr. Houutstrer. Yes, sir. 

Senator Humpnrey. But nobody knows it. They don’t really know 
it, but you will find they know they are getting some food. I agree 
there is the long term and the short term, ‘and these things seem to do 
an awful lot of good in terms of the short term, and since we are 
very much off the record here 

Senator Funprigut. Do you want this all off the record? 

Senator Humrnney. No. 

(Off the record.) 


INCREASED MEDICAL ASSISTANCE ADVOCATED 


Senator Carenartr. You are advocating that we spend more of this 
money on medical aid ? 

Senator Humeurey. And not just through the point 4. I am 
advocating that we use some of this money that is in here for building 
clinics, for really going at the job of even buying medicines and getting 
at it. 

Now we used $14 million under the point 4 progr: 
$14,111,000 total for health and sanitation. 
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That is what the record shows here for fiscal 1957 I believe it is. 

Mr. Saccro. Under technical cooperation. 

Mr. Hoxtistrer. That is almost 10 percent of the whole technical 
cooperation fund. 

nator Humpurey. Technical cooperation is only $168 million. 

Mr. Hotruister. There are $20 million in medical commodities that 
go into these countries for sale. 

Senator Humpurey. For sale? 

Mr. Hotrister. Yes. When I say “for sale,” it may be on a grant 
basis by us that they are resold by the countries there within their 
borders. 

Senator Humpurry. I am of the opinion, Mr. Hollister, that if as 
much attention were paid to how we could develop these educational 
and health programs as we paid to figure out how we could develop 
these military programs, and even some of these more grandiose 
economic programs, we would be making more headway. 

At least I think it is worth the attempt, because I don’t believe 
enough has been done. 


ICA OVERSEAS PERSONNEL 


Now I want to ask about personnel overseas. We asked Mr. Wilson, 
the Secretary of Defense, if he were contemplating making any study 
of the overseas personnel of the military establishment, and he 
answered to this effect, that they were contemplating a 12 percent cut. 

What are you doing? 

Are you making that same kind of a study and are you contemplat- 


ing any cut? 

Mr. Hotuister. We are studying it all the time, Senator. We are 
not contemplating a substantial cut because in most places we are 
undermanned. We will have to say again what I said a little earlier, 
that as there has been this shift in our program to a larger percentage 
of project type work and to more technical aid, you have got more 
bodies in these foreign countries, and as we get into these university 
contracts of course, with which you are familiar, that means a certain 
number of additional people that are over there under those contracts. 

Senator Humpurey. But you are using many times their people in 
the area. 

I am talking about Americans overseas. 
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Mr. Hotuisrer. I am talking about the number of Americans. No, 
the people that we send in under those university contracts are Ameri- 
cans. We bring the foreigner over to this country. We send the 
American people from the universities over into the foreign countries. 

Senator Humpnrey. The University of Beirut, you don’t. 

Mr. Hotuisrer. That is different. I am talking about the univer- 
sity contracts that I think you were interested in, for example, the 
University of California or Texas A. and M. where we make a deal 
between that university and the university of some given country. 

The Texas A. and M. will send its people over to that country, those 
oeople will be brought over here for training. Many more American 

odies go in under those operations. Now the more highly we de- 
velop projects and things of that kind, even though the additional 
total cost is not very much greater for the whole thing, the person- 
nel numbers rise to say nothing of administration funds. 

Senator Humrurey. I am a little disturbed about reports I have 
heard. First of all, 1 want to say that the university type of program 
is one that appeals to me, but I have heard that sometimes in these 
contracts instead of sending regular faculty members, they go out and 
recruit a brand new corps. 

Mr. Houuister. That is true, and we stop that as fastaswecan. We 
study those very carefully. We do not accept those where they just 
go out and do the recruiting which we can do ourselves. If they don’t 
send enough of their own people we call the contract off. 

Senator Fursrienr. Before you get off that, subject, how many 
people do you have now, Americans? 

Mr. Houutster. We have 1,700 here in Washington. 

Senator Fuisrieutr. Put in the record will you, a complete break- 
down of the personnel in each of your posts, because that is a matter 
that is very interesting to the Senate. As you probably heard on the 
discussion of the USIA, I know we will need that information, for 
each post, each country, how many Americans and how many locals. 

Mr. Hoxuister. As of April 30 we had a total of United States na- 
tionals employed of 5,301. 

— following information was subsequently submitted for the 
record :) 
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Senator Futsricur. That is everywhere. 

Mr. Hotuister. That is everywhere; 5,300 is the grand total, 1,769 
in Washington, 3,532 overseas. That is Americans. 

Senator Humpurey. Does that include the military ? 

Mr. Hottister. Oh, no. 

Senator Futsriecut. No, this is just ICA. 

Mr. Houtister. This is ICA. This is in some 55 or 60 different 
countries. 

Now that does not count nationals employed by contractors who 
receive program funds. These are our regular employees. 

Senator Futsricut. How many foreigners? 

Mr. Hotuister. 3,647. 

Senator Mansriep. Mr. Hollister, could you also furnish a break- 
down of the benefits these people receive overseas, the cost of living 
allowances, rental allowances, educational allowances, health allow- 
ances ¢ 

Mr. Houiister. Of course, Senator, that would be a very large 
compilation. I could do it on some individual cases, but you see, we 
have every kind of person. We have stenographers, foreigners who 
drive cars, janitors. 

Senator Mansrretp. What do you get overall in the way of repre- 
sentation allowances ? 

Mr. Ho.uister. It depends pen where you are. 

Senator Mansrre.p. Overall ? 

Mr. Scorr. We spend about $200,000 of administrative funds and 
limit our representation to administrative funds. 

Mr. Hoxuister. For representation you mean ? 

Mr. Scorr. Yes, sir; for representation. 

Senator Mansriexp. That is 3,000 some employees compared to 
the State Department 10,000 employees, $600. 


POSSIBLE ADDITIONAL REQUIREMENTS FOR SPAIN AND TURKEY 


Senator Humenrey. You mentioned that in Turkey and Spain ad- 
ditional amounts might be required. You did not mention how much, 
did you? 

Mr. Hoxuisrer. The figure we are talking about in Spain is 
[ Deleted. }. 

Senator Humenurey. For what? 

Mr. Hotsister. Well, just additional aid before the end of the year. 

Raw materials, some machinery perhaps, a small amount. Raw 
materials largely, commodities. 

Senator Humpurey. Commodities? 

Mr. Hotuister. Largely. 

Senator Humpnrey. Why don’t we send some more agricultural 
commodities over there? 

Mr. Houuister. We have under discussion with them now an addi- 
tional Public Law 480. 

PUBLIC LAW 480 


Senator Humenurey. I want you to give me this report that I asked 
for as to how these Public Law 480 deals work. 

I have not been able to find out yet. I think I put as much time on 
it as any Member of the Congress. I have just been digging and dig- 
ging and I can’t quite find out who is in charge of the aid. 
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Mr. Howtisrrr. In Public Law 480 negotiations it is pretty hard to 
find out who is in charge sometimes. 

Senator Humrurey. I should say it is. 

Is this [ Deleted. | for edible oils primarily ? 

Mr. Hoxuister. I would have to get the breakdown. 

Dr. FrrzGrratp. It would be some edible products, but on the 
assumption 

Senator Humpurey. It is food commodities; isn’t it? 

Dr. FrrzGrratp. No, Mr. Senator. On the assumption that the 
urgent requirements of Spain could be met from Public Law 480 if, 
as, and when the Congress passes the extending legislation—— 

Senator Humpurey. Now there is money left, and I am so tired of 
hearing about the Congress hasn’t got any money left. There is some 
money left. 

Dr. FrrzGeratp. There is a few million dollars. 

Mr. Houuisrer. Senator, they are scraping the barrel in 2 or 3 places 
trying to fill 2 or 3 emergencies but to get any substantial amount there 
has to be additional legislation. 

Senator Humpurey. They ought to ask to push a little harder. 

Dr. FirzGrratp. There are three amendments being discussed this 
afternoon. 

Senator Humpurey. One amendment that applies to using Public 
Law 480 funds for private enterprise, which is a good amendment 
which I hope we will get some help on. 

How much money do you plan on sending to Turkey ? 

Mr. Houiister. We don’t know. We have somewhat the same 
problem there as in Spain but it is more aggravated. For a year and 
a half now we tried to get Turkey to put its house in order and every 
time they say they are going to they don’t do it. We are hopeful 
that something will be done to make it wise for us to go ahead. 

If we go ahead every time when we ask them to do these things 
and they don’t do them, then it is easy for them to get the money and 
they don’t do the things which we think they ought to do. 

Senator Humpurey. They are asking to buy some food, too? 

Mr. Ho.sisrer. Turkey is, yes. I think they are asking for Public 
Law 480. 

Senator Humpnrey. About $12 million worth ? 

Mr. Hotsaister. Turkey has been a problem now for over a year 
and a half on their financial situation. They have not done the 
things they ought to have done. 

Spain has gone ahead and done some of the things which we felt 
they ought to do. They consolidated, for instance, their exchange 
rate which is a highly advantageous thing. 

That has been quite helpful. 

Senator Humpurey. We had a little problem with them on that; 
didn’t we? 

Mr. Ho.iister. Quite a problem; yes. 

Senator Humpurey. You notified them, as I recall rather sum- 
marily, that there would be a difference on how we would look upon 
the value of their currency despite the agreement that we had. 

Mr. Hottisrer. No; they misunderstood that completely, Senator. 
What we told them was that whatever was done, as long as we were 
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discussing a change in rate, it ought to be made retroactive to a certain 
date on the new exchange "rate. Then we informed them that unless 
they acted within the next few days to sign this thing up, there would 
be $5 million which would be lost. 

That was not our fault. That was because Congress requires us, 
if you will remember, to obligate by April 30 a certain amount of 
money. We were in a jam there that unless we got that obligated by 
the end of April, that $5 million would lapse. 

Senator Humpnrey. There was a great misunderstanding, I know 
that. 

Mr. Hotutsrrer. There was a misunderstanding which I hope has 
been ironed out now. 

Senator Humpurey. I talked to the economic minister and they 
were pretty hot about it. 

Mr. Hoxuisrer. It is one of the unfortunate things that happens 
when you are faraway. I think gen our Embassy may have mis- 
understood a little what the message wa 


ICA PERSONNEL IN FORMOSA, JAPAN, AND KOREA 


Senator Humpnrey. How many people do you have on Formosa, 
Mr. Hollister ? 

Mr. Houuisrer. We have the last I saw, I think it was a little under 
100 employees, yes ; 92 regular employees there, Americans. 

Now, in addition, we have 110 foreign nationals. 

Senator Humpurey. And Japan ¢ 

Mr. Hoxiister. In Japan w ehave 27. 

Do you want the foreigners ? 

Senator Humrurey. You might just as well. 

Mr. Houuisrer. Thirty-one. 

Senator Humrnurey. And in Thailand ¢ 

Mr. Houutsrer. In Thailand we have 130 Americans and 28 foreign 
nationals. 

Senator Humpurey. What do you do with 130 in Thailand ? 

Mr. Hoxuisrer. I would have to break it all down for you. 

Senator Humrurey. That figure stands out there. 

Mr. Scorr. They are basically technicians, public-health technicians, 
auditors, and so on in the technical-assistance part of the program. 

Senator Humpurey. And in Korea? 

Mr. Hotuister. We will break it down for you if you want to. 

Senator Humenrey. It seems to me that if you get one that stands 
out there like that, it might be a good idea. 

Mr. Ho.uisrer. It is not always necessarily the size of the program 
that controls. A much larger program, if it is a simple program, 
would have much less people. 

Senator Humpnrey. You mean in terms of dollars? 

M. Ho .uisrer. In terms of the number of people. A smaller pro- 
gram in terms of dollars, if you had a lot of technical activity, would 
need a lot of extra people even if the amount of money is much less. 

Senator Humeurey. I understand that. In Korea? 

Mr. Hotuisrer. Korea is our largest, 279 Americans and 971 for- 
eigners. 
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DECISION TO EXTEND ECONOMIC AID TO MOROCCO 


Senator Humrnrey. Here is a general question which may require 
a followup in terms of a memor: andum. Can we get a step-by-step 
description of how a deci ision is made to put aid into a single country, 
economic aid, let’s say, in Morocco ? 

How did we Hédide to put aid into that country ? 

What departments and agencies were involved, and did the Secre- 
tary of State give personal approval for the program ? 

This is sort of a case study. 

Mr. Hotiister. Yes; we could work that out for you, Senator. Of 
course, any program that we adopt is a result of a lot of discussion in 
my shop and over in the State Department. The final program ap- 
proval receives approval by me, and before it comes to me it has on it 
the : approval of the deputy over in the State Department who is as- 
signed to that work. 

The Secretary does not individually approve all the programs. 

Senator Humpurey. Would that mean Mr. Dillon / 

Mr. Hotuister. No; that is Mr. Barnes, who acts for the Secretary 
on that. 

Senator Humpnurey. Who is Mr. Barnes? 

Mr. Hotutsrer. Mutual Security Administration Deputy over there. 
Special Assistant Secretary. He has a new title—Special Assistant 
to the Under Secretary, I believe. 

Senator Humpurey. Where does the Under Secretary for Economic 
Matters come into this business? 

Mr. Hottisrer. I had probably better get them to describe that to 
you, Senator. 


ROLE OF STATE DEPARTMENT IN EXTENDING AID 


The economic area in the State Department, of course, is a separate 
area. Each one of the regions has its own economic people. That is 
why over in the State Depa irtment occasionally you have a good deal— 
I won't say a good deal—but some disagreement because the economic 
area may think one way and the region may think another. 

Then it has to be settled by somebody at the top. Of course, while 
we are in daily conference on everything we deal with the economic 
area of State, our people also have to work directly with the desk 
people and with the regional heads and their economic officers, but the 
chief responsibility for the economic planning is ours. 

Senator Mansrieitp. Mr. Hollister, I have never heard of this man 
Mr. Barnes before. Do you mean to say that a fellow who does not 
hold an outstanding position in the Department of State acts for the 
Secretary of State and puts his O. K. on it? 

Mr. Hotuistrer. He coordinates all the different areas over there. 
It is my responsibility to work out and approve the program. 

Senator Mansrietp. But does Mr. Dulles ever look at these things or 
does he put his trust in Mr. Barnes ¢ 

Mr. Hotutsrer. Mr. Dulles does not try to handle the day-by-day 
operations. He could not possibly do it, Senator. He has delegated 
to me the power, the authority to run the International Cooperation 
Administration, and he trusts me to do it. 

925285782 
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Now when somebody appeals from a decision I make, it goes to the 
Secretary. Except for that, what I say goes. 

Senator Mansrievp. Has there ever been an appeal ? 

Mr. Houtuister. Yes; a number of them, and occasionally the Secre- 
tary overrules me. 

enator Humpurey. Where does Mr. Barnes fit into this? 

Mr. Hotuister. Mr. Barnes is merely the mechanical way in which 
the different people in the State Department who work on the whole 
program coordinate their activities, and when Barnes puts his ap- 
proval, his signature on a program approval, it shows it is cleared 
through the necessary people in the State Department. Is that about 
the machinery, Mr. Claxton? 

Mr. Ciaxton. That is correct. 

Senator Humpnrey. What does Mr. Dillon have to say about your 
work ? 

Mr. Houuistrer. He has only been there a short time. 

Senator Humpurey. But the office has been there a long time? 

Mr. Horuisrer. Mr. Dillon has no direct connection with my work 
at all except that as head of the economic area, he is naturally actively 
interested in all of the economic operations, and as Dr. FitzGerald has 
just said to me, Mr. Barnes gets clearance from the E area which is 

fr. Dillon’s area. 

Mr. Barnes is merely the mechanical officer who is delegated the 
work of seeing that everything in the State Department is pulled 
together on our programing. 

Senator Humpnrey. I am sure this maybe works out all right. I 
have just never been quite clear about it. I was looking over a chart 
of the State Department not long ago, and with your agency there, 
and I know that Mr. Dillon has an important role. He is Under 
Secretary for Economic Affairs. 

Mr. Hotiisrer. He is Deputy Under Secretary. 

Senator Humpnurey. Mr. Kalijarvi is Assistant Secretary. 

Now it just seems to me that these are the men that are supposed 
to work out what we call a foreign economic policy, if we have such 
a thing. 

Mr. Houutster. That is right. 

Senator Humpurey. And yet the ICA has the largest amount of 
money that is to fit into the economic picture, and I have never quite 
been able to see myself where the economic advisers, the top economic 
personnel of the State Department, worked and coordinated their 
efforts with the ICA or vice versa. 

It maybe happens, but it sure does not show up in terms of the 
charts. 

Mr. Hotuister. Their work is in the general policy field. They do 
not take individual countries and work out the problems of individual 
countries. 

Senator Mansrrevp. Mr. Hollister, getting back to this Barnes- 
Hollister relationship again, I am assuming that projects are under- 
taken on many if not the majority of occasions without the Secre- 
tary of State knowing a thing about it. 


ROLE OF SECRETARY OF STATE IN PROJECT APPROVAL 


Mr. Hoxtuisrer. On the average project which is carried on in one 
of these countries as a routine matter, the Secretary of State obviously 
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can give little attention to the individual project unless it is par- 
ticularly brought to his attention. 

Senator, he could not possibly- 

Senator Humrurey. I understand that, but I want to get this 
straightened out, because if I understand this correctly then, he knows 
little or nothing about any of the projects unless they are of major 
importance, and the only time that he comes directly in contact with 
one of them is when a pr o}ee t ora plan is on an appeal % 

Mr. Houuisrer. Well, I don’t think that is quite the case, because 
obviously the Secretary is in touch with the regular members of his 
staff. He has regular staff conferences. I attend a staff conference 
there every Tuesday and Thursday morning in which the important 
things that happened i in the last few days are run over by all the Assist- 
ant Secretaries, some 30 people there. 

The Secretary is kept up with most of the things that happen 
obviously, but he cannot get into the detail of how much in the way 
of commodities are shipped into a particular country or anything of 
that kind. 

(The following information was subsequently submitted for the 
record :) 





How THE DECISION Is MADE To GIVE A CERTAIN AMOUNT OF AID TO A COUNTRY 
(Answer. to a question by Senator Humphrey) 
I. BACKGROUND 


The decision process differs somewhat in the case of the several appropriations 
under the Mutual Security Act. The following discussion applies to defense 
support funds only, there being procedural variations in the case of such other 
funds as technical cooperation and military assistance. Needless to say the 
following illustration (1) describes only the mechanics of how the decision is 
made and necessarily fails to record the informal interplay of personalities and 
related events upon the decision and (2) lists steps in sequence whereas in fact 
they often occur simultaneously and are reconsidered with some issues being 
debated and key decisions deferred until late in the process and (3) is subject 
to great variation from year to year and among the several programs and 
areas. 

II. LISTING OF STEPS IN THE DECISION PROCESS 


A. Major items in the policy setting 


1. Decision by NSC upon United States policies and objectives in the country. 
(Standing decision until reversed. ) 

2. Recommendation by JCS leading to executive branch decision upon force 
objectives, force goals, and force levels in the country. (Continuing process with 
revisions made from time to time as required.) 

3. Decision by the President based principally upon fiscal considerations as to 
the target within which expenditures (and sometimes new obligational authority) 
for the entire mutual security program should, to the extent possible, consistent 
with our objectives, be kept. In some years this portion of the process is omitted 
and the balance of the process up to the point of Cabinet level consideration is 
predicated upon considerations of requirements developed without reference to 
any fiscal limitation. 

4. Decision by Director of ICA, pursuant to policy guidance obtained from 
State and Defense, and having reference to the above decisions and to national 
intelligence prognoses, and estimates of economic conditions, as to what assump- 
tions will be made by programers in estimating the defense support required for 
the particular country. This decision is contained in the form of a guidance 
which is issued to the Washington and field programers in midsummer. (In 
the case of military assistance, general guidance is used by Department of De- 
fense to develop more detailed military program guidance to the MAAG’s. In 
most instances there is a close relationship between the development of the 
defense support and military assistance programs.) 
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B. Steps in the program development and enactment process 

1. Field missions (USOM’s) using above guidances, develop, in consultation 
with military assistance advisory groups (MAAG’s), estimates of required de- 
fense support programs. This estimate is the culmination of a complicated 
process which involves several steps which, for understanding, may be character- 
ized as follows: (a) estimate of requirements: this is developed jointly by the 
country team since it embraces the totality of the governmental costs for both 
military and nonmilitary activities in the budget year; (b) estimate of country 
capabilities : this estimate is developed by the USOM and Embassy, and involves 
a judgment of the economic and political capacity of the country to meet the 
requirements described in (@) above; (c) estimate of requirements for United 
States aid: taking into account the stated United States objectives for the coun- 
try, the requirements and country capacities mentioned above, and applying other 
relevant judgments such as alternative sources of external assistance, such as 
Public Law 480, private financing, etc., technical feasibility, United States fiscal 
limitations and the timing element in achieving United States objectives, the 
USOM and Embassy arrive at a decision on the estimated defense support for 
the country. (These estimates must cross-reference to, and reconcile with, 
separate estimates prepared by MAAG’s on military assistance requirements. ) 

2. Missions submit coordinated and agreed estimates with approval of am- 
bassador, or if agreement cannot be reached within the country team, the sub- 
mission contains a statement of reasons for such disagreement. (Submissions 
arrive in Washington in early fall.) 

3. Estimates are received and analyzed by ICA regional offices which have the 
main line of responsibility for processing and forwarding these estimates. 
(Early fall.) 

4, Simultaneously, appropriate portions of these estimates are reviewed by 
the technical and management offices of ICA, by State desk offices, the economic 
area of State, and by the Department of Defense office of International Security 
Affairs. Copies of field estimates also go to the Bureau of the Budget and to 
Treasury, and several other agencies. (Harly fall.) 

5. ICA regional offices make an esitmate of the amount required for defense 
support for the country and submit it to the Director of ICA, simultaneously 
distributing it for a full interagency review. The regional estimate contains 
either concurrences of other ICA technical and managerial offices and State and 
Defense regional offices or statements of the reasons why such concurrence 
cannot be given. (October or November.) 

6. The Director of ICA or his deputy for program and planning convenes a 
series of interagency meetings extending over a period of weeks during which 
the defense support estimate for the country is examined to determine its adher- 
ence to established policies, adequacy to accomplish objectives, technical feasi- 
bility, financial feasibility, ete. Explaining and defending the estimate are 
representatives from the regional offices of ICA, State, and Defense. Obsery- 
ing, contributing or questioning are representatives from such offices as that 
of the Under Secretary of State (U/MSA); the economic area of State; the 
Assistant Secretary of Defense (ISA) ; the Director of ICA and his Deputies for 
Planning, Technical Services, and Management, and his Controller; the Bureau 
of the Budget; the Treasury; the USIA and the International Educational 
Exchange Service (IEES) of State; and the Department of Agriculture. (No- 
vember or December.) 

7. The Director of ICA makes an estimate of one or more aggregates which 
may or may not have separately identified within them the amount of defense 
support for any given country. (November or December.) 

8. The Director of ICA meets, usually over a period of time, with the Secre- 
taries of Defense and State or their designees, the Assistant Secretary of De- 
fense (ISA), and the Under Secretary of State, respectively, reconciling any 
diverging views. 

(Note.—Particularly at this state any effort to record in a step-by-step out- 
line such as this the actual process of decision is bound to be inaccurate and 
incomplete. Even the major steps vary from year to year and country to coun- 
try). (November or December.) 

9. The Director of ICA communicates to the Director of the Bureau of the 
Budget the agreed estimate for the mutual-security program which contains (but 
does not normally separately identify) the estimate of defense support for the 
particular country. (November or December.) 

10. After discussions involving the President, the Bureau of the Budget and 
among Cabinet level officials, which discussions may or may not take place in 
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Cabinet meetings or NSC meetings, or both, the President decides upon the 
figures to be included in his budget (normally two aggregates: military and non- 
mnilitary). (December.) 

11. The Director of ICA, after consultation with State and Defense, as nec- 
essary, issues instructions for the preparation of submissions to Congress con- 
taining the figure for defense support in the particular country. (December or 
January. ) 

12. Within the degree of flexibility permited by the above instructions the ICA 
regional office decides, after clearing with the appropriate State and Defense 
regional office, the detailed defense support figure to be included for each country 
in the illustrative presentation to the Congress. 

13. The Congress enacts authorizing and subsequently appropriations legisla- 
tion which identifies a separate amount for defense support but not normally 
a separate amount for the particular country. (July or August.) 


C. Program refinement and implementation 

1. The Director of ICA instructs staff to issue a guideline in draft which 
identifies the amount of the defense support which was appropriated by Con- 
gress, that will be devoted to each region, and frequently to each country— 
although some flexibility is contained in this document to vary these amounts 
among countries. (August or September.) 

2. This draft is reviewed by the several offices in State and Defense and ICA. 
(August or September.) 

3. The Director of ICA convenes a meeting of his principal advisers and re- 
views this draft. (August or September.) 

4. He discusses the decisions reflected in this draft as he has subsequently 
modified them with the Secretaries of State and Defense or their designees, 
the Under Secretary of State and Assistant Secretary of Defense (ISA) re- 
spectively. (August or September.) 

5. A joint decision by these officials is arrived at, after which such decision 
is communicated by the Director of ICA to staffs of the three agencies. This 
decision tends to fix, within the limits of whatever flexibility is delegated in the 
particular case, the amount of defense support for the particular country. Due 
to the necessity for setting aside reserves against contingencies, this initial 
amount may represent only a tentative, rather than a final decision as to aid 
level. 

6. The regional office of ICA in whose jurisdiction the particular defense sup- 
port country lies, proceeds at once to (a) inform the USOM of the decision which 
has been made, and (b) request that the USOM prepare in cetail a refined 
country program. (August or September.) 

7. Based on the information received from the field, the ICA regional office 
prepares a request for a program approval (not necessarily for the entire 
amount which the country will receive during the year). This document is 
reviewed and approved by appropriate technical and managerial offices within 
ICA and by State and where appropriate, Defense. (Fall or winter.) 

8. The Director of ICA signs the program approval which sets the magnitude 
of defense support for negotiation with the country, unless amended at a later 
time during the year. This step is in fact the actual allocation of assistance, 
although in the process of negotiation the program may change before final 
obligation of funds. 


III. CHANGES IN THE DECISION PROCESS 
The above listing is based on past experience. There are under consideration 
maby proposed changes in the process which would (@) reduce the number of 
steps, (b) speed up the program approval process, (c) delegate more authority 
to the field and (d@) improve the coordination among the three agencies primarily 
involved in the process. 
ASWAN DAM DECISION 


Senator Futerient. Will the Senator yield there ? 

I wonder, Mr. Hollister, did you play any part in the Aswan Dam 
decision? Were you consulted about it ? 

Mr. Hoxuistrr. It was discussed with me, but I took no active part 
in it, except, Senator, of course as to the funds. When the time came 
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for deciding where the money could be raised, I was naturally in on 
that, because in order to get together the $54 million or $55 million 
which the United States was tentatively planning to put into that, 
which with the British money would make the original $70 million to 
go into it, I had to decide where we could get the money from other 
programs. 

Senator Futsrieut. Where who would get it—the Secretary, you 
mean ? 

Who made the decision to make the offer, you or the Secretary 
of State ¢ 

Mr. Hoxutster. The Secretary of State, of course. 

Senator Fursrient. That is an example under the line of question- 
ing that the Senator from Montana asked. Ona big project like that 
he did make the decision. 

Mr. Howutsrer. I am subject to policy direction by the Secretary 
of State. 

Now what policy direction is of course runs all the way down the 
line. If the Secretary decided some very minor thing should be 
done somewhere and he tells me to do it I will do it, but generally it 
is high policy that he sticks to. 

Senator Futsricut. In the Aswan Dam case did you go to the Sec- 
retary and recommend that he make the offer to do that ? 

Mr. Hotrxaster. No, sir. 

Senator Fursricnt. You did not? Did you recommend against it? 

Mr. Hotuisrer. No, sir. 

Senator Futsricut. You made no recommendation. 

Mr. Hot1aster. No, sir. 

Senator Fursrient. Did you make any recommendation that it be 
abandoned and the offer withdrawn ? 

Mr. Hotuister. No, sir. 

Senator Fursricnr. You did not play any part in the decision 

Mr. Hotxtster. I played parts in it. 

Senator Fu_sricur. But only in getting the money ; I mean making 
the financial arrangements? 

Mr. Hotxisrer. I did not make the policy decision about whether 
or not it was a wise thing to make that offer to Egypt; no, sir. 

Senator Futsrienr. Or to be abandoned, either ? 

Mr. Hotuister. No, sir. 

Senator MansrreLtp. You just carried out orders ? 

Mr. Hortisrer. Yes, sir. 

Senator MansFreLD. From the top? 

Mr. Hotuister. Yes, sir. 

The problems I had to decide of course were what that decision in- 
eee in the way of dropping other programs to make money avail- 
able. 

Senator Futsricut. It was International Cooperation Administra- 
tion money that was going to be used, wasn’t it ? 

Mr. Hotuster. It was mutual security funds. 

Senator Futsricut. It was under your shop ? 

Mr. Horxister. ‘That is correct. 

Senator Fursrieut. But this is an example in which there was ac- 
tive intervention of the Secretary to make a decision on policy ? 

Mr. Hourasrer. It was policy decision; yes, sir. 
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COMMERCE AGREEMENT WITH SPAIN 


Senator Humpurey. We discussed Spain today. 

Are you familiar with the fact that our Government has never 
negotiated the supplemental agreement relating to commerce with 
Spain following the agreements of 1953 ? 

Mr. Hotuister. I am not; no, sir. 

Senator Humpurey. Don’t you think we ought to do something 
about that ? 

Mr. Hotuisrer. I would not want to pass on it, not knowing more 
about it. 

Senator Humeurey. The facts are, as I heard them, both from our 
Embassy and from the Spanish Government, that in 1953, the agree- 
ments over the Spanish bases and other agreements were signed by 
the respective governments, and that there was to be a followup sup- 
plemental agreement relating to commerce. 

I see Dr. FitzGerald there indicating some nodding interest. 

Are you familiar with that? 

Dr. FrrzGrratp. Only to the extent you have mentioned, sir, 
that there was an agreement that one of these treaties be worked out 
and it never has yet been worked out. 

Mr. Hotutsrer. The ordinary treaty of commerce and friendship. 


RESPONSIBILITY FOR OVERALL FOREIGN ECONOMIC POLICY 


Senator Humpnurey. My point is, and I am not making it very 
clear, apparently not anyway, that here is the International Coopera- 
tion Administration that has the greatest economic impact in terms 
of American policy of any agency of our Government. 

You have the money. You decide the projects. In fact, by the 
decision of the use of this money you really determine what American 
economic policy will be in many countries. Yet I don’t see where the 
State Department people who are held responsible for the overall for- 
eign economic policy as a part of total foreign policy are basically 
involved in the decision making, and that is pointed out here in this 
report of the special committee on page 19, and it seems to me that this 
is something that requires much more attention than it is being given. 

Mr. Hout.ister. Senator, they are very definitely involved and in 
charge when it comes to basic policy decisions. It is awfully hard to 
decide what is a basic policy and what is a routine matter. 

Obviously, if we give additional amounts of aid to any particular 
country, that is a high policy matter and it is terribly important to 
that country. If the decisions are minor they are made further down 
along the line. As they get more and more important, they get nearer 
and nearer to the top. The really important ones are usually worked 
out by my people and the State Department people, and finally an 
agreement is made between the two as to the proper procedure. 

When it is in the straight economic area, mine is the final decision 
unless I am overruled by the Secretary or I assume that the Under 
Secretary is speaking for the Secretary when the Secretary is away. 


LETTER FROM DOCTOR RUSK 


Senator Humpnrey. I would like to call your attention again to the 
correspondence I referred to earlier, and I hoped we might get a reply 
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to it. I know that you have been busy, but this correspondence was 
referred to on March 22. 

Mr. Houutster. That is with respect to Dr. Rusk? 

Senator Humeurey. That’s right. 

Mr. Hoxutster. I shall have that looked up. 

Senator Humpnrey. I hoped that we might get a little more atten- 
tion to these particular types of projects. I know they are specialized, 
but specialized projects have a way of doing an awful lot of good. 

Mr. Saccto. He is seeking the advice of the Public Health Service 
on that. That is what our delay is, sir. 

Mr. Housister. Was not the letter acknowledged immediately ? 

Senator Humpurey. Yes, it was acknowledged by telephone to the 
effect that there would be some—— 

Mr. Hou.istrer. My instructions are to acknowledge all inquiries 
of that kind immediately and to explain that sometimes it takes a 
little while to get the information together. 

Senator Humpnurey. It says here that the correspondence has been 
referred to the Public Health Service from whom they have received 
no reply, but I don’t want to press the point, but frankly, March 22, is 
a long time ago. 

Mr. Hottister. I can agree with you, Senator. 

Senator Humrnurey. And Dr. Rusk is a very fine, distinguished 
public servant and he is entitled to an answer. 

Mr. Hotuister. One of the things I am contending against all the 
time is the slowness with which communications are sometimes an- 
swered and action is taken. 

Senator Humpnrey. Why doesn’t somebody crack somebody over 
the hand and tell them to answer some of the mail ? 

Mr. Hotutster. I think if you will ask some of my people who have 
worked with me, you will find that they get cracked over the hand 
quite often. 


DELAYS IN HANDLING ADMINISTRATIVE MATTERS 


Senator Humeurey. It is just like I hear constantly, that this stuff 
gets lost. We have had this before with universities. I think we 
ought to make a very good point of this. 

We constantly get complaints, those of us who are here, from our 
constituents, particularly from the universities, that they have had 
trouble getting things settled down, getting clearances. I was in 
countries where I found out that letters had been written—I will 
be very much to the point. Why hasn’t there been an answer made to 
the CARE program in Egypt since the 21st day of September 1956? 

Maybe this does not fall in your jurisdiction. I can’t find whose 
jurisdiction it is in. There must be somebody in this Government 
who gets the letter. 

Mr. Hotazister. If anything happens in my jurisdiction, it is my 
responsibility, Senator. 

Senator Humpurey. I don’t know whether it is in yours, but I just 
keep asking. The Department of Agriculture doesn’t seem to know 
anything about it. 

Senator Carrnart. Isn’t it a fact that CARE is a private corpora- 
tion ? 
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Senator Humpurey. I don’t care whether it is a private corpora- 
tion. The letter was written to the Government. ‘They write to me 
and get answers. 

(See p. 823 for information subsequently supplied.) 

Mr. cea Senator, would you read this letter? I won't 
trouble the rest of the committee, but it is an answer to some of the 
university problems. We just had a meeting with a committee repre- 
senting the universities and they now say the problem has been 
worked out. It hasn’t been easy. 

Senator Futsricut. Senator Smith? 

Senator Smirn. I am very sorry I had to go out, Mr. Hollister, 
but I had to attend another meeting. Two things that I am being 
asked about in this whole new setup are these, and perhaps you can 
clear it up very quickly. 


QUESTION OF CONTINUING AUTHORIZATION OF LOAN FUND 


First, the so-called continuing authorization: A good many people 
oppose continuing authorization. 

Now I assume from your testimony that you feel that is a very 
important part of this program, continuing authorization, especially 
this loan fund which will virtually be an authorization covering three 
years with the amounts we have already discussed; is that correct? 

Mr. Hotuisrer. Yes, sir, the loan fund will be a fund that will have 
appropriated funds in the first year and will be able to draw from 
the Treasury the second and third years and thereafter so we can 
count on having the money unless Congress acts to the contrary. 

Senator Smiru. Of course, Congress will always have the power. 

Mr. Houuisrer. That’s right, but Congress would have to act af- 
firmatively in order to make it impossible to have these funds after 
the first year. 

In the first year, not only does the authorization committee have 
to act, but the Appropriations Committee will also have to act in 
order to supply the first $500 million. 

Senator Smiru. As I understand it, to do an effective job with 
those loan funds, you would need more than a 1-year authorization. 
You start a project and it goes on for subsequent years. I want to 
get an answer from you as to the importance of this. 

Mr. Hotuisrer. I feel one of the weaknesses of the existing ar- 
rangement is the fact that you never have any reasonable assurance 
that anything can go forward except in the current year, and in addi- 
tion to that you have to obligate your funds before the end of the 
year, and you have to obligate 80 percent of them at the end of 10 
months in order to be able to use your money. The result is you are 
being pushed into either doing short-time things that do not take 
snes study, or into hurrying into more important projects without 
sufficient engineering study or whatever might be needed in order to 
be able to live within those limitations. I think it is a great mistake 
and wasteful. 

Senator Smrru. That is what I wanted to get into the record be- 
cause there is a complete misunderstanding about that. There are 
statements made that if we authorize for the forthcoming years, we 
lose control of the whole program, and we want to know constantly 
what is going on. 
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PERIODICAL REPORTS TO THE CONGRESS 


As you have testified, you are planning to make periodical reports 
to the Congress both as to what you have done in the past and what 
you are planning to do in the future and what your projects are 
and all that. 

Mr. Hotuister. What we have done in the past, Senator, but we do 
not want to make a very definite statement of exactly what projects 
are being planned. That, incidentally, is the thing which is under 
some dispute now, because the subcommittee of the Government 
Operations Committee of the House, headed by Mr. Hardy, is quite 
insistent that we do not go as far as we should at the present time in 
stating exactly what we are going to do with all the funds. 

We feel, with respect to the development loan fund, that we should 
not be asked to state ahead of time exactly what all these funds are 
going to be used for, giving specific projects in specific countries. 

Senator Smiru. I agree you couldn’t do that. 


PRESENTATION OF ILLUSTRATIVE PROGRAMS 


Mr. Hotttster. That has been part of the trouble of the illustrative 
programs that we have been carrying on in the past. 

You give an illustrative program. Then when the time comes, con- 
ditions are so changed that you don’t go ahead with that. Then you 
are accused of not playing fair with the Congress because you promised 
you would do something which, when the time comes, you think it is 
unwise to do. 

Senator Smrrn. Or you are up against the criticism of that country. 

Mr. Ho.utsrer. That’s right. You have got to have a certain 
amount of confidence on the part of whoever is going to run a thing of 
this kind to do it right or you ought not to embark on it at all. 


INITIATING PROJECTS 


Senator SmirH. You don’t plan to be in the business of initiating 
projects in countries. You confer with the people who want help. 

hey will do the initiating and request the a from us. I asked that 
because when I was in Burma a year or two ago, I was told by the 
Burmese Government they did not like having a lot of do-gooders 
coming into the country, 40 or 50 people running around telling them, 
“You ought to do this, that, or the other thing.” 

They said, “We are eager to have you help us if you will let us 
suggest on a partnership basis with you what is best for us. We are 
willing to take your advice, but we don’t want you to tell us what we 
need.” 

I think it is terribly important to get that straightened out because 
in lots of areas that feeling exists today. 

Mr. Houutster. Yes; but I want to straighten out onething. I don’t 
want to criticize what happened several years ago or anything I had 
nothing to do with, but all I have got to say is that since I have been 
running the show, there has been none of this running around trying 
to foist on the countries something they don’t want. 

Senator Smrrn. I will say that when I was in South America I felt 
that was your policy very clearly, because we met there and had reports 
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and so on, and heard from the people locally what they really wanted. 
I congratulate you on that. 

Mr. Hotsister. There should be this condition, however, on any- 
thing that a country wants done. You should not necessarily go into 
something just because the country wants it. 

Senator Smirxa. Obviously. 

Mr. Ho uisrer. If it is a very unwise thing for the country to do, 
you should say we don’t believe that is the best way of spending the 
money available, because it will not do what we think will bring the 
results which you hope for. 

But we should never try to put into a country something which that 
country does not want. It should be an agreement between the two 
countries not only as to what the country wants, but in general what 
best fits the welfare of that country, and therefore, our purpose. 


CONTINUING AUTHORIZATION FOR DEVELOPMENT LOAN FUND 


Senator Smiru. Now a further step on this continuing authoriza- 
tion, and that of course implies that there is a continuing authorization 
and we pass the necessary legislation like this act before us here. 

Of course, the Appropriations Committee each year would have to 
make appropriations for that fiscal year, or would you expect to get 
an appropriation covering, say, 3 years? 

Now I am discussing the development loan fund. 

Mr. Hotutstrer. If you are discussing the development loan fund, 
there would not be an appropriation each year. What we are asking 
for is an appropriation for the first year of $500 million, and then au- 
thority, as money may be needed thereafter, authority to draw on the 
Treasury $750 million for the year 1959 and $750 million for the year 
1960, and thereafter with the unused accumulation of the past still 
available. 

In other words, the extent of the $500 million which was appro- 
priated for fiscal 1958 which was not used would be available in 
fiscal 1959. 

Senator Smirn. That is a continuing appropriation. 

Mr. Ho.iister. Yes; and then in addition to that when that is 
obligated we could go to the Treasury and get $750 million more 
and at the end of 1959, if there was something that had not been drawn 
from the Treasury in fiscal 1959, there would be the ability to draw 
not only what had not been drawn in 1959, but also an additional 
$750 million for fiscal 1960. That would be the theory upon which 
this legislation is drafted. 


THREE-YEAR AUTHORIZATION 


Senator Smrru. Assuming this legislation is passed, you will want 
the authority for use of these funds, $500 million the first year, 750 the 
second year, and 750 the third year, without further going to the Ap- 
propriations Committee. This I think is terribly important. You 
would expect that you would draw from the Treasury in those 3 years 
up to those respective amounts, with accumulations that had not been 
used in the past. 

Mr. Houistrer. Yes, sir. That is without going to the Appropria- 
tions Committee for that particular fund. Of course, there would be 
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certain other mutual security parts of the bill which would have to go 
to the Appropriations Committee. 

Senator Smrru. But you would go ahead and draw on the Treasury 
without further action by the Appropriations Committee. 

Mr. Houuisrer. Yes, sir. 

Senator Smirn. In the next fiscal year. You are going to get some 
opposition to that now, and that is why I want this clear in the record. 

Mr. Horuisrer. That is clear. 

Senator Smiru. There will be opposition to that, I am sure. 

Mr. Howsister. Yes, sir; I am sure there will be. Don’t forget 
that the whole accounting of the preceding year with funds on hand, 
funds committed and everything of that kind, will be presented each 
year, of course, to all the committees. 

But the right to draw on the Treasury will still remain, unless some 
committee acts affirmatively to withdraw that right. 














COMPARISON WITH EXPORT-IMPORT BANK 












Senator Smirn. Is there any precedent to that ? 

Mr. Houutsrer. Particularly the Export-Import Bank. That is the 
way they operate. 

senator Smirn. Then you put yourself practically in the same legis- 
lative position, we will say, with the Export-Import Bank, although 
you have a different area for your lending. 

Mr. Houuistrer. As far as funding is concerned, except for the first 
year where we are asking for an appropriation of $500 million. 

Senator Smiru. That is where there is going to be some confusion. 
You are asking definitely for an appropriation of $500 million the first 
year. 

Mr. Hotuister. Yes, sir. 

Senator Smrrn. You are not just asking for an authorization to 
draw on the Treasury the first year. 

Mr. Hotuisrer. No, sir; $500 million appropriation. That has to 
pass the Appropriations Committee. 

Senator coum, That will go to the Appropriations Committee this 
year ¢ 

Mr. Houutster. That is correct. 

Senator Smiru. Before this fiscal year is over, for your fiscal 1958? 

Mr. Hotuistrer. Yes, sir. 

Senator Smiru. But you are also taking the position that you won’t 
need to go for fiscal 1959 and fiscal 1960. I want to get that clear. 

Mr. Ho.utsrer. Yes, sir. The Export-Import Bank has $5 billion 
of authorization to draw on the Treasury without any yearly limita- 
tion or anything of that kind. When they need more money to make 
more loans, they draw on the Treasury. 

Senator Smiru. I think we ought to get that perfectly clear in the 
public mind and in the minds of our committees, that this is being put 
on the same basis as the Export-Import Bank, but with a little differ. 
ent field of lending. 

Mr. Hotsisrer. That is correct. 
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REVIEW BY FOREIGN RELATIONS COMMITTEE 


Senator Mansrietp. Will the Senator yield there? It is brought 
out, unless I am mistaken, that once you authorize this revolving 
loan, then it never comes before this committee. 

Senator Humpnurey. That is the point. 

Senator Mansrtetp. It comes before the Appropriations Committee 
year after year, but as far as we are concerned, we are shut off. 

Senator Humrpnurey. When it gets before the Appropriations Com- 
mittee, it goes before a subcommittee, and when it gets before a sub- 
committee, the question is how many people are on the subcommittee, 
so that actually insofar as the determination of the policy of con- 
sultation on foreign policy relating to this program is concerned, you 
are really putting that aside. 

Senator Futsricur. Will the Senator yield? I don’t think they 
have to go into the authorization. 

Senator Humpurey. No; I meant what we are doing is giving up 
the review of this program every year. 

Senator Futsrienr. Not necessarily. If we receive a report every 
6 months, if we want it, and we take a look at it, and if we don’t like 
it-—— 

Senator Humpurey. What do you do? 

, Senator Futsricut. We can offer a resolution to rescind the au- 
thority. 

5 eta Humpurey. That is one thing, but once you have this thing 
in han 

Senator Futsrieut. We abolished the RFC. It had the same kind 
of borrowing authority and we abolished it, I think erroneously. 

Senator Mansrietp. It ended up with a profit. 

Senator Futerienut. I think erroneously and mistakenly, but any- 
way, it was abolished. That is what you can do about it, but the al- 
ternative is to operate it like they operate it, which is highly un- 
satisfactory. 

Mr. Houtisrer. Don’t forget, Senator, you come up every year with 
parts # this mutual security program, which is one type of review and 
control, 

Senator Humpnrey. Don’t forget, for example, if the ICA decides 
they want to loan Saudi Arabia $90 million, that if any member of the 
Senate doesn’t like it, it is too bad. 

Mr. Hoxutstrr. They can do that today. 

Senator Humeurey. Not exactly. You have got to be a little more 
considerate now because you have got to come back up here and 
face us, but in this instance all you have to do is come back and say, 
“T loaned it, folks; I am sorry,” and there is still authority to do it, 
and I picked this country out of the blue because there are times when 
on of us have different points of view as to the direction of foreign 

solicy. 
Mr. Hotuister. Senator, I fully realize all the arguments you are 
giving. I served myself in the House and I know how a Member of 
Congress feels about giving up a certain amount of authority, particu- 
larly over the purse strings. 

It is the only way you can control things. The only thing I can say 
on the other side is if you are going to have a program of this kind 
operate properly in the world, there has got to be a certain amount of 
discretion in its operation. 
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Senator Humpurey. I realize this. I am just caught in a dilemma, 
but I don’t want to kid myself. I would most likely take the plunge, 
but in taking the plunge, let’s face it. ; 
We are not going to come back from this swim for a long time. I 
mean, we are going to get some review, but you are not going to get 
any chance to really authorize or legislate. 
Mr. Hou.ister. Of course, at the end of 3 years—— 
Senator Hcmpnrey. At the end of 3 years; yes. 











YEARLY REVIEW OF WHOLE PROGRAM 





Mr. Ho xutsrer. But each year the whole program, of course, will 
come up for general consideration and affirmative action by the Con- 
gress can amend or eliminate the whole business. 

Today I could do all kinds of perfectly foolish things, all assuming 
that I got the State Department to go Hone with me, with the funds 
that. we have available. With the transfer rights under sections 501 
and 401, very substantial amounts of money could be used in very 
stupid things. There is no question about it. You have to grant that 
ane authority in order to have an organization of this type operate 
at all. 

This is admittedly somewhat wider authority in some ways than the 
amount of money involved. On the other hand, it is limited to develop- 
ment and is limited to loans entirely, which it isn’t today. I can make 
grants today of very substantial amounts for very silly things. 

Senator Futsrient. That is what I like about this program, that 
at least it has a chance of being a revolving fund. You would not be 
complaining if it was authority to give away $500 million for all time, 
and give it away every year. That has been done now for 10 years. 

Senator Humpurey. I am not complaining; I am asking. 
(Discussion off the record.) 

























EDUCATIONAL EXCHANGE PROGRAM UNDER PUBLIC LAW 480 





Senator Futsricur. Mr. Hollister, last year we had a provision in 
the bill that passed the Senate and it was changed in the House, I 
mean in the conference, to read as follows; this is under funds of 
Public Law 480: 

In the allocation of funds among the various provisions set forth in this sec- 
tion, a special effort shall be made to provide for the purposes of this subsec- 
tion, including a particular effort with regard to (1) countries where adequate 
funds are not available from other sources for such purposes; and (2) countries 
where agreements can be negotiated to establish a fund for the interest and 
principal available over a period of years for such purposes. 

This relates to section 104 (h), I believe it is, relating to Public 
Law 480 funds for the exchange program authorized under the 
Smith-Mundt Act. 

Now the record since that time has been worse than it was before. 
I have 1 or 2 questions that I want to ask. 

Why is it that since the beginning of the Public Law 480 program, 
up until December 31, 1956, less than 1 percent of the foreign cur- 
rencies received in payment for commodities have been allocated for 
educational exchange purposes under section 104 (h) of Public Law 


480? 
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Mr. Hotuister. Senator, that is outside my province. There are 
only 2 sections under that, 2 subsections of that section 104 (g) and 
(d), I think it is 





NEGOTIATIONS ON PUBLIC LAW 480 MONEY 


Senator Futsricnt. Aren’t you involved in the negotiations rela- 
tive to what is done with the money under Public Law 480? 

Mr. Hotutstrer. Only as one of a group. You see the trouble is, 
Senator, the countries themselves are more anxious to get most of 
this money lent back to them for economic purposes, 

Senator Fu.tsrient. I know, and they get most of it. 

Mr. Ho.uister. When that is done, then it is our job to program 
that and to watch it. 

Senator Humrpnrey. They do not get most of it. Most of it isn’t 
loaned. It is laying around in banks. 

Senator Furtsricutr. According to this title, if it is not errone- 
ous 

Mr. Ho.uister. I am trying to get as much as possible into all those 
countries. 

Senator Futsricur. According to this, 64.4 percent was under loan 
from multilateral trade and economic development, section 104 (g). 

Mr. Houutster. That is the one we administer. 

Senator Futsricut. What I mean is, in the negotiating stage with 
them, these countries, before you conclude to give them the wheat 
or whatever it is, sell it to them under this law, there is a time when 
the use of it can be determined. Those administering this—this is 
under a section of the Mutual Security Act of 1956—it seems to me 
you have some responsibility for carrying out the express wishes of the 
Congress. 

r. Hotuisrer. We have little to say about the allocation of the 
proceeds from the sales among those various sections of the act. 

Senator Fu.tsricur. You could have something to say. You have 
to approve the agreement to conclude a Public Law 480 agreement, 
don’t you? 

Mr. Ho tuisrer. Senator, suppose I get you a little memorandum 
on the exact machinery that is used. 

Senator Futsricut. I would welcome that. It is highly compli- 
cated. 

I want to end up with this suggestion. There are 2 or 3 questions, 
but I will desist if you will get me a detailed memorandum of pre- 
cisely who is responsible and who could be made to insist that not less 
than a certain amount should be allocated for this purpose. 

(The information subsequently submitted for the record appears on 
p. ot 
Mr. Hott:ster. We have kind of come into this by the side door. 
The Department of Agriculture is very anxious to make any kind of 
deal they can to get rid of their surpluses. 

Senator Futsrieut. That’s right. 

Mr. Ho xuisrer. The State Department’s first interest is generally 
the political aspects of the thing. i 

Senator Fu.sricur. That’s right. 

Mr. Ho.iisrer. When by the pressure of the country involved the 
funds come into certain areas which involve economic development, 
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then that becomes our baby, and we take these funds and program 
them and do the best we can to direct their use in the proper way in 
that country, fitting it into the rest of our program where we can. 
It isn’t easy to do. 

Senator Fursrient. I don’t think this particular thing will be 
difficult because it will amount to very little, and in most of these 
countries it will be agreeable. 


PROPOSED AMENDMENT 


I want to ask you this question. We said in that provision last 
year that special efforts shall be made. I wanted to add this further 
language, and see if you have any objection to it. This would merely 
be an addition to that language: 

* * * shall include the setting aside of such amounts from sale, proceeds and 
loan repayments under this title not in excess of $1 million a year in any one 
country for a period of not more than 5 years in advance as may be determined 
by the Secretary of State as required by the purposes of this subsection. 

I emphasize that it is permissive. We are giving the Secretary 
authority to request the allocation within these limits of the amounts 
or repayments. Do you have any objection to such language? 

Mr. Hotuister. Senator, I would want to study it very carefully. 
One million dollars in a single year—I mean, a single country —— 

Senator Futsricur. Not in excessof. This is merely to provide for 
those very large programs, and this still leaves to the Secretary 

Mr. Hotuister. I can’t see offhand why there would be any objection. 

Senator Futsrient. I intend to propose it to the committee, and I 
want to give you warning of it so you can take a look at it, and if you 
have either objection or suggestion as to how it could be improved—I 
intend it to be permissive; that is, it does not require you to do this, 
but if the Secretary says in a certain country, like Turkey, for example, 
that we think $1 million a year, which in effect means not more than 
the equivalent of $5 million in any one country, could be set aside 
under this as of any one time for this purpose, he of course would have 
to request and authorize it. It is not self-executing, but it is an 
authority that we think might give him leeway. 

Mr. Houuister. I see no obvious objection to that at all. 

Senator Furerient. If you don’t have any, I would like a memo- 
randum or your comments on it. I think that the amount that has 
been set aside for this purpose is disgraceful. 

It is less according to this, it is only one-half of 1 percent, five-tenths 
of 1 percent in one period. This other period is two-tenths of 1 per- 
cent. These are the allocations of the fund. 

In addition to the reasons I wanted here, this memorandum which 
the Senator from Minnesota is also interested in, it would be very 
interesting to the committee. We want to pinpoint exactly who it is 
that is involved in these negotiations. 

(See p. 787 for this information.) 





DISTRIBUTION OF BOOKS AND PERIODICALS 


Senator Humrpnurey. Also, I would like to ask, Mr. Chairman, 
whether on that amendment last year in the Mutual Security Act 
pertaining to the financing of, publication, translation, distribution 
of books and periodicals, $5 mill 


ion was allocated for that purpose ? 
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What, if anything, happened under that? 

Mr. Hortister. We don’t administer that at all. The State Depart- 
ment administers that entirely. 

Senator Humpurey. The State Department and USIA administer 
that? 

Mr. Houuister. We have nocontrol of that atall. You see, Senator, 
every now and then it is like a Christmastree, they hang things on the 
mutual security legislation that sometimes I have no control over at all. 

Senator Humpurey. CARE registers with the International Co- 
operation Administration, doesn’t it? 

Mr. Houuister. Yes, sir, it did. 

Senator Humpnrey. Under section 416 there is to be donated to 
nonprofit, voluntary agencies that have registered with you, food- 
stuffs for use and assistance of needy persons outside of the United 
States. 


RESPONSIBILITY FOR RELEASING SURPLUS FOOD TO PRIVATE ORGANIZATIONS 


When I bring up this CARE item, this is what I am trying to get at: 
Is it the Secretary of Agriculture who is responsible for saying to 
CARE they are going to get more food in a country under this title 
or under this section, or is it you ¢ 

Mr. Houutster. That is a subsection of what act? 

Senator Humpnrey. This one is section 416. 

Mr. Saccto. 416 of the Agricultural Act. Public Law 480 amends 
that. 

Mr. Hotuisrer. It is title 3 we operate under, title 3 of Public 
Law 480. 

Senator Humpnrey. Title 3, yes. 

Mr. Houutstrer. Yes, and with information given us by our Special 
Committee on Voluntary Agencies, we make the allocations to all 
those organizations. 

CARE PROGRAM IN EGYPT 


Senator Humpnrey. That is what I understood, Mr. Hollister, and 
that is why I am asking why requests that have been made, have been 
held in abeyance. 

I don’t say there has been no acknowledgement, but I was told by 
the director and manager of the CARE program in Egypt that since 
September he has been requesting an answer as to whether or not 
CARE is going to get more of these surplus foods under this section 
416. 

Mr. Houuisrer. I would have to check and see why. Sometimes 
some organizations are not given everything they ask for. 

Senator Humpurey. It isn’t a matter of ; getting everything. They 
had a program feeding 2,900,000 people, and it is down to 100, 000. 

Mr. Houuisrer. I am not saying in this particular case, but there 
are cases where we cannot within the resources available and with 
the recommendations made by the committee that supervises the 
activities of the private organizations allocate to them everything 
they would like to have. I would have to find out what the situation 
is with respect to CARE in Egypt. 

(See p. 823 for information subsequently supplied.) 

Senator Humpnrey. I want to give fair warning in a most friendly 
and courteous manner. I am going to wage a delaying action around 
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here until I find out what goes on in this Public Law 480 program 
and the amendments to it. It is to me a very serious matter. 

First of all, I represent a part of America in which we are con- 
stantly being abused and accused of producing too much food, and my 
people are suffering accordingly, people that I am privileged to rep- 
resent here. I think it is a national disgrace that this Government 
does not have a food policy, and nobody seems to know what it is 
all about. 

I hope I am a reasonably intelligent person, but I have never yet 
been able to find anybody in this Government who really knows what 
we are doing. 

You put your finger on it. You said the Department of Agricul- 
ture wants to get rid of surpluses. They have an obsession. And the 
Department of State wants to stop them from getting rid of surpluses 
if some nation complains. 

In the meantime you are in here and you are supposed to divide it. 
Nobody seems to know who is running this operation in the Commod- 
ity Credit Corporation. 

We are getting ready to set aside another billion dollars and, 
frankly, to me it seems this is worthy of somebody’s thoughtfulness. 
A billion dollars has always been impressive to me, and I just wonder 
who runs the store, as somebody once said. Who is responsible? 

If you are responsible, Mr. Hollister, for dividing the food or for 
carrying out this function, I think you ought to have the authority 
to get this thing moving. 


LACK OF COORDINATION ON DISTRIBUTION OF SURPLUS FOOD 


I don’t want to sound like I am haunting you, but I think I have a 
right, as a citizen, a taxpayer, a Senator, and a man with some kind of 
a heart, to be very concerned over what I consider to be the utter failure 
of coordination on one of the most. precious commodities we have, food. 

I am tired of having Secretaries of Agriculture and people in 
public life talk about it as if it was something that everybody ought to 
shun and not know what todo with. Nobody seems to know what this 
is all about. 

I saw Dr. FitzGerald give a look here when I said much of this 
money is still in the bank, and it is, Doctor. I find out that the 
Department of Agriculture claims that when they get foreign cur- 
rency on the sale of these foodstuffs, they consider it a total loss. 
They don’t even add it up as an asset. 

Senator Funsricur. I would like to call the attention of Mr. Clax- 
ton—he represents the State Department here—to this directive, 
Executive Order 10560 of 1954. It is very confused. I wonder if 
he could not ask the Secretary to try to clarify that directive. 

Mr. Craxton. 10560? 
CURRENCIES 





FOREIGN 


Senator Fursrient. It is one, I am told here, which controls the 
matter which is under consideration, that is, how negotiations for 
the foreign currencies are carried on and the determination of what 
is done with them. It is in pursuance of that Executive order, I 
presume, that what we are seeking has taken place. 
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Mr. Ciaxron. Yes. Could I say, Mr. Chairman, that we have Sen- 
ator Humphrey’s request, which was made several days ago during 
the hearings, and we are trying to get up a memorandum now in 
answer to the double-barreled part of that request, that is to say, 
what are these funds, where are they, what have they been used for, 
and the second part of it, how is this coordination meant to be carried 
out, as was just being discussed. 

We will have that memorandum certainly, we hope, before the mark- 
up begins, and certainly as soon as possible. 

Senator Funsrienr. Since you are here representing the State 
Department, I might ask you the State Department’s attitude con- 
cerning this suggested amendment. 

Mr. Craxton. I have already written it down. We will have it by 
day after tomorrow, when you begin the markup. 

Senator Futsricur. We would recommend, or at least I would as 
one member, that the responsibility for the determination of what is 
done with these currencies be a little clearer. I am unable to tell 
exactly what this Executive order means. 

Mr. Cuiaxton. We will run that down for you and give you a 
memorandum on it also. 

(For material subsequently submitted, see p. 787.) 


RESPONSIBILITY FOR ALLOCATION OF FOREIGN CURRENCIES 


Senator Humpurey. It looks to me as though the Bureau of the 
Budget is really responsible for the allocation. 

Senator Fu.srieut. That is only after it is acquired. As I under- 
stand it, the Department of State negotiates the agreement while the 
friendly nations with whom you agree have something to say about 
what is going to be done. 

In other words, there has to be an agreement. I don’t understand 
how the Bureau of the Budget can come in after that agreement has 
been settled and change it contrary to the way the foreign country 
agrees. 

Senator Humpnrey. First of all, though, the sale is made by the 
Department of Agriculture. 

Senator Futsrieur. On condition. 

Senator Humpnrey. No, that sale is made for currency. 


NEED FOR CHANGE IN CONDITIONS OF LOAN AGREEMENTS 


Mr. Hoxisrer. One of the things that I have been urging as 
strongly as I could is that the loan agreement ought to be made at 
the same time as the sales agreement. _ 

For a while, they were making a sales agreement and then would 
try to pa up a loan agreement later, and that created a lot of diffi- 
culty, because when you once made the sale to the country and the 
currency was sitting there, the country you were dealing with had you 
in a box because if you could not agree, why, then, the sales proceeds 
were used by nobody. d 

Senator Futsricut. I agree with you. I thought they did decide 
what the conditions would be. : 
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Mr. Houtistrer. At the present time I think they are all going 
through now where the loan agreement is at least in substance approved 
in the sale. 

Senator Fursricut. That is what ought to be done. 

Mr. Houuisrer. I agree with you. 

Senator Fursricut. It is at that point that we want the State 
Department, if they are the negotiating parties, to make some allow- 
ance and some agreement about the use of these funds. 


DEPARTMENT OF AGRICULTURE LOSS ON PRICE SUPPORT OPERATIONS 


Senator Humpurey. My comment on this was due to a headline I 
saw in a neprapeper which came to my desk from my home city, “Ben- 
son Announces Loss of $1 Billion on Price Support Operations.” 

Senator Futsricut. As you know, Mr. Hollister is not responsible 
for Mr. Benson. 

Senator Humpurey. I just want to say that anyone who loses that 
much ought not to be around very long. That is not a very good oper- 
ation. And secondly, I look into it and find out when they sell 40,000 
tons of wheat to Greece and get drachma for it and it is put in a 
bank in Athens, that until that money is reimbursed, if it goes for 
military or for the State Department and can be reimbursed, until 
then the Department of Agriculture says, “We did not get any 
money.” 

That is a fine way to talk to Greeks. The drachma is worth some- 
thing. I spent some of it over there and it worked. 

Mr. Honutsrer. Yes, but the trouble is that the drachma does not 
come back to the Department of Agriculture. 

Senator Humpurey. It is in their account. I have got money in 
the New York Life Insurance Co. I haven’t got it, they’ve got it. 

Mr. Houuister. It isn’t in their account. 

Senator Humpurey. Whose account is it in? 

Mr. Hotutsrer. I think it is in the account of the Treasury. 

Senator Humpnrey. That is lousy bookkeeping. I don’t under- 
stand it. I resent being told that these agricultural commodities 
cost $1 billion a year because somebody doesn’t know how to keep 
books. 

Mr. Houuister. I think it is the way the legislation was originally 
set up. 

Senshi Humpurey. Then we ought to change that. 


ALLOWANCE FOR DEPRECIATION OF FOREIGN CURRENCIES 


Senator Futsrient. Mr. Claxton, do these agreements have in them 
any provision against depreciation ? 
{r. CLaxton. I can’t answer the question, Senator. 

Senator Futsrient. Will you find out; and if not, why not. 

Mr. FrrzGeraip. Which agreements? 

Senator Fursricut. The agreement where you sell under Public 
Law 480 funds and they agree to so many drachmas; do they have 
agreements in case of inflation and depreciation that they will make 
compensation ? 

Mr. FrrzGrratp. No, they do not. 
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Mr. Houistrer. I can answer that. One agreement was made in 
Brazil which did not protect the value of the cruzeiros, and there was 
another agreement about to be made in Japan on the same basis, and 
I made a protest on that, realizing that if we once did that, the values 
of what we were getting would break very fast and would interfere 
with our 402 programing, and I carried that to the NAC and the 
NAC said I was right in that was the only agreement which was 
ever made on that basis. 

In all the agreements now, there is a preservation of the dollar 
value in the currency. 

Senator Futsricut. So if it depreciates, they will replace it by a 
comparable number of local currencies ? 

Mr. FrrzGrrarp. You asked about the sales agreement. 

Mr. Howuister. You were discussing the value of the money that 
comes in. 

Senator Fursricut. That is right; that is received as a result of a 
Public Law 480 sale. 

Mr. Ho.uisrer. It is immediately used in some way when it is 
loaned. There is no way of protecting it if we should suddenly make 
« sale and the money is deposited in a bank in one of these countries 
and the currency is immediately devaluated; we would lose the value 
there, but the instant a loan agreement is made, the value of the cur- 
rency is preserved under the loan agreement. 

Senator Futsrieut. That is really what I was getting at. 

Mr. Houxursrer. [ thought that was what you meant. 

Senator Funerient. Let’s look at an illustration. Suppose you get 
so many Brazilian cruzeiros. That is loaned to them for 10 years, and 


they pay it back in cruzeiros, but that is protected against inflation 
in the meantime? 

Mr. Houutsrer. That is correct. 

Senator Futsrient. Is that right? 

Mr. Houuister. Yes, except for that one loan which was made which 
was not protected. 


FULBRIGHT AMENDMENT 


Senator Futsricur. Now this amendment I am proposing gives au- 
thority to the Secretary of State not only to reserve, we will say, in a 
fund up to 5 million for 5 years in any one country from the original 
fund, but also in repayment. You would have no objection to that? 

Mr. Houtuister. I would think perhaps you would want to be sure 
there was reserve without loss for deterioration of the currency. 

Senator Futsricur. Exactly. That is why I was interested if it 
. customary to have within those agreements protection against in- 

ation. 

Mr. FrrzGerap. There is in the loan agreement. 

Mr. Hotusrer. But the Senator is not talking about a loan agree- 
ment. He is talking about when the amount is sold that a certain 
amount of the sales proceeds should be held for this program. 

Now if you hold those proceeds without some protection on the cur- 
rency basis and there is a devaluation, the buying power of what you 
are saving would go down. 

Senator Futsricut. That’s right. 

Mr. Hotuister. I should think you would probably want that put 
in your amendment if you brought that in there, 
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Senator Futsrieut. I don’t know that it should be in an amend- 
ment, but if it is the State Department’s administrative practice, I 
would expect them to do it. If they are already doing it, 1 would ex- 
pect them to do it in this too. 

I must go to my office. Will you take over as chairman, Senator 
Mansfield ? 

DISTRIBUTION OF FISCAL YEAR 1958 PROGRAM 


Senator Mansriecp. On the distribution of this fiscal 1958 program, 
we find that the shaded figures are classified and the only figures un- 
classified are technical cooperation and certain other programs. Will 
you have any opposition to having this table printed in the hearings‘ 

Mr. Hoututster. Which table are you referring to now? 

Senator Mansrietp. The table entitled “World Wide Distribution 
of Fiscal Year 1958 Program by Region, Country, Title and Func- 
tion.” The shaded areas are classified. 

Mr. Hottister. You mean printed for publication ? 

Senator MANsFreip. Yes. 

Mr. Houuister. If they are classified, I don’t quite understand. 

Senator Mansrievp. The reason I raised the question is that we are 
always being asked how much this country is getting, how much that 
country is getting, and we can’t reply. 

Now we can answer as far as the technical cooperation is concerned. 

Mr. Hoxiister. You mean, could we print it and cut out the figures 
that are classified ? 

Senator Mansrievp. No; all. And if you can’t do that, then I 
think it is up to you to give us a clear and forceful statement that we 
can fall “hh 3 on when we are forced to explain time and time again, 
as we are, that because of security we can’t give you these figures for 
countries. Can you do that? 

Mr. Hotuisrer. Yes, sir. 

Senator Mansrretp. A clear, forceful statement indicating why we 
can’t give the figures. 

Mr. Houisrer. We can give you a table. 

Senator Mansrtevp. For the public record ? 

Mr. Ho.iuster. With the totals, cutting out the shaded places. 
You can have the totals, for instance, on the military side of the Near 
East, Asia, and Africa. It is individual countries we can’t furnish. 

Senator Mansrieip. Yes, give us those totals and give the com- 
mittee a statement, a clear, forceful statement as to why you can’t 
give the individual country totals. 

Mr. Houuister. We can give you a reprint of this stating that this 
is taken from our presentation tables, some of the breakdown of the 
individual countries is not given for security reasons, and the reason 
for the security is, it is unwise, or something of that kind. 

Senator Mansrrevp. That will give us a defense against this con- 
stant repetition where we are asked to explain why. 

Mr. Hotuister. Yes, sir, we can do that. 

(The following information was subsequently submitted for the 
record :) 


Wuy Cerrain Mutruat Security Program Figures Are CLASSIFIED 


The executive branch believes that, whenever possible, figures on the mutual 
security program should be unclassified and fully available for public discus- 





MUTUAL SECURITY ACT OF 1957 511 


sion. With this in mind, the executive branch periodically reviews its classi- 
fication policy, with a view to declassification of as much mutual security pro- 
gram data as possible. 

Nevertheless there are a number of reasons for the continued classification 
of certain individual country figures. Somewhat different reasons obtain for 
the classification of military assistance figures and of nonmilitary assistance 
figures. The two categories will be considered separately. 

The reasons for the continued classification of a number of military assistance 
country figures are obvious. Military assistance to foreign countries is de- 
signed to contribute directly to our own national security. For the same reasons 
that we are not willing to reveal the planned disposition around the world of 
our own forces and of arms and equipment to be provided them, we believe it 
is in the national interest not to show in detail the disposition of our contribu- 
tions to the military forces of our friends and allies. This is a clear security 
consideration. 

There is also a consideration relating to Soviet propaganda beamed to the 
free world. The official release of military assistance figures for all recipient 
countries would provide the Communist bloc with an authenticated basis for 
propaganda contrasting their “peaceful” economic assistance with our military 
assistance. It is obvious that the Communist bloc itself carefully conceals the 
magnitude and character of its military assistance to its allies and satellites and 
will continue to do so. It does not seem to this Government to be wise to fur- 
nish the Communists with propaganda material, however false its basis may be. 
Communist bloc representatives on the armistice commissions in the Far East 
could make particularly effective use of official United States data. 

There is also a sound psychological reason for continuing to classify country 
military program figures. However ill-founded and unreasonable they may be, 
jealousies and resentments do exist among recipient nations as to the compara- 
tive amounts of assistance they receive. Revelation of country figures in a 
form which would permit comparison among the recipients would probably pro- 
mote acrimonious discussion which would not be in the national interest of the 
United States. The disclosure of proposed (illustrative) program figures, be- 
fore they are approved by the Congress, would create in the minds of the people 
of the recipient countries a presumption of a commitment by the Government of 
the United States. Subsequent reductions in the programs by the Congress, or 
later by the executive branch, would create resentment which this Government 
would prefer, if possible, to avoid. 

Some of the same considerations which have been cited above with regard to 
the classification of military assistance figures also apply to the classification of 
certain nonmilitary assistance figures. The executive branch wishes to avoid 
invidious comparisons among recipients of nonmilitary assistance. With re- 
gard to proposed (illustrative) nonmilitary programs, this Government wishes 
to avoid the possibility of resentment occurring in the event the final programs 
approved are less than those initially proposed. 

A further consideration relating to both the military and nonmilitary pro- 
grams is that revelation of proposed program figures would reduce the nego- 
tiating strength of our representatives abroad in agreeing with foreign govern- 
ments on the magnitude and nature of the assistance we will provide. In virtu- 
ally every country program and project, it is our policy to obtain contributions 
in cash, goods, or services from the host government. Knowledge of the level 
of aid contemplated by the United States Government would give the host- 
country negotiators a considerable advantage. 

The executive branch position with respect to the classification of figures in the 
mutual security program for fiseal year 1958 was reached after careful consid- 
eration of all pertinent factors. Earlier this spring, the Department of State 
asked all chiefs of diplomatic missions accredited to countries to which we give 
military assistance for their opinion on the subject of classification of military 
assistance figures. Some chiefs of missions stated that as far as their countries 
were concerned, there would be no objection to the declassification of past pro- 
gram figures or delivery figures. A number of chiefs of missions felt strongly, 
however, that even past programs and delivery figures should continue to be 
classified. One ambassador, for example, stated that the government to which 
he is accredited was already aware of greater United States military assistance 
efforts in neighboring countries but that any publication of official figures in this 
regard would encourage it to increase pressure on the United States for greatly 
increased assistance without regard to the country’s absorptive capacity. He 
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felt that invidious comparisons and acrimonious discussions would probably also 
result from publication of the figures. An ambassador in another region, to give 
another example, felt that the release of figures in any category would be very 
prejudicial to American interests by giving impetus to a competitive armament 
race in his region. He felt that it would also create untold problems for the 
future as we tried to explain the differences in aid levels among countries in 
his area. 

The overwhelming majority of chiefs of missions who were consulted on this 
subject felt very strongly that figures on proposed military assistance programs 
should continue to be classified for the reasons that have been given above. 

The executive branch will continue to declassify mutual security program fig- 
ures whenever it is possible to do so. It believes very strongly, however, that for 
the reasons given above, a number of individual country figures should continue 
to be classified. 


DEVELOPMENT LOAN FUND 


Senator Mansrreip. Now getting back to the development loan 
idea, the Export-Import Bank may have, as you know, up to $5 
billion in its revolving kitty, but the Export-Import Bank’s functions 
are carefully described in law. This fund, as I understand it, would 
not be so described ; is that correct ? 

Mr. Hoxxisrer. We have it described pretty carefully in the law, 
Senator. We have various criteria that would have to be used. It 
would have to be for development purposes and would have to be on 
a loan basis. 

Senator Mansrretp. At this point in the record will you put that 
functionary aspect of the proposed development loan fund? 

Mr. Houuister. Yes, sir. 

(See memorandum, p. 612.) 


NEED FOR CLOSER COORDINATION WITHIN ICA 


Senator Mansrieip. Do you think that it might be necessary for 
you to get a little more coordination in ICA ? 

I realize you have had your troubles down through the years. Could 
you perhaps knock a few heads together and try to see just where 
ies different functions are going to be so you can have a tighter 

0 
Mr. Houuister. To what are you referring particularly ? 
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Senator Mansrietp. Some of the testimony today indicated there 
is a lack of close enough liaison. But now you seem to be starting out 
on a new procedure, simplified supposedly. I would hope, and the 
committee would I am sure, too, that out of this would come some 
degree of delegation of responsibility to prevent differences of opinion, 
and that once the law was laid down, as in Public Law 480, we would 
know just how it was operating and be able to get the figures and the 
answers to the questions raised. 

Mr. Hotusrer. Senator, if you are talking now about the develop- 
ment loan fund 

Senator MansFrIeLD. No, the entire program. 

Mr. Hoxuistrer. But not Public Law 480? 

Senator MansrieLp. Not alone; the whole thing. 

Mr. Houuister. This law we are asking you to approve now has 
nothing to do with Public Law 480, and even if this legislation is 
passed, it wouldn’t make my position or anybody else’s position any 
different under Public Law 480. 

Senator Mansrre.p. But the discussion of Public Law 480 indi- 
cated that there is a lot to be learned and that nobody has yet been 
able to get a clear picture. 

Senator Humphrey is doing a tremendous job. He will get the 
picture eventually, but he is finding it extremely difficult because of 
the many differences, and because of the fact that in Agriculture they 
are evidently talking about losses, as Mr. Benson did this morning 
when he issued a statement to the effect that we had lost another bil- 
lion dollars or so in the disposal of surplus farm commodities. Sena- 
tor Humphrey does not seem to be able to find out where the money 
is, Whether it has been put out in the form of loans, or whether it has 
been put in the bank. There seems to be a difference of opinion. We 
would like to get some order out of that chaos. 

Mr. Hotuisrer. Senator, I would be glad to tell those who are in- 
terested of the suggestion that has been made. Of course, it has no 
connection with this legislation we are considering. 

Senator Mansrie.p. No, but you are tied in with Public Law 480 
in certain countries ? 

Mr. Hottisrer. I am fully aware of the problems, and I should be 
very glad to pass on, as I say, to those in other departments, your 
feeling about it, and the feeling of the other members of the com- 
mittee. 

Jonceivably the thing might be tightened up by an Executive order 
of some nature, or perhaps it might even involve the amending of 
the current legislation. 

Senator Mansrretp. Do what you can, Mr. Hollister. 
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RECOMMENDATIONS OF SPECIAL COMMITTEE TO STUDY THE FOREIGN AID 
PROGRAM 


Now this committee, as the result of its survey of the foreign aid 
program, which survey, by the way, is still going on because the com- 
mittee will be in existence until January 1, 195 18, would like to have 
you list all its recommendations in its report and give the answers as 
to whether or not those recommendations have been followed, or what 
is being done. 

This morning I asked for several specific ones, but I think it might 
be well to take all the recommendations and inform the committee. 

Mr. Houutsrer. We have filed that, I think. (See p.49.) We have 
quite a long memorandum on that subject, Senator, and if that is not 
satisfactory, let us know and we will try to supplement it further. 

We have taken each one of your recommendations and indicated 
in most cases where we followed them and gave our reasons for not 
following them in other cases. 

Senator Mansrie.p. Fine. 


BREAKDOWN OF MILITARY PERSONNEL ADMINISTERING PROGRAM 


Now could someone contact the Defense Establishment and ask 
them, along the lines that we have asked you to do insofar as ICA 
personnel is concerned, to give us a breakdown of the number of 
military personnel assigned country by country to administer the 
aid program ? 

Mr. Saccro. On the DOD side? 

Senator Mansrrevp. The military aid and defense support. 

Mr. Hotuisrer. They don’t administer. We administer defense 
support. 

Mr. Marcy. We have received some of that information, but it is 
not quite as complete as is necessary. 

Mr. Hotuisrer. We will get it for you. 

(Discussion off the record.) 

(The following information was subsequently submitted for the 
record :) 
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Status of military assistance program personnel authorized as of Mar. 31, 1957 
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Senator MANnsFrie.D. Back on the record. 


AIRBASES IN MOROCCO 


The administration entered into a $400 million negotiation with the 
Government of France for the acquisition of airbases in Morocco. Be- 
cause of certain circumstances at the time, no negotiations were car- 
ried on with the Moroccan Government. 

Since that time, though, Morocco has become a free and independ- 
ent country. Is there anything in the legislation before us which 
appropriates money for the Moroccan Government for the use of the 
airfields in that country ? 

Mr. Hottister. No, sir. There is, however, as you may know, al- 
ready an agreement which we have entered into with the Government 
of Morocco involving a program there. 

Senator Mansrrexp. Yes. 

Mr. Houuister. And we are now negotiating with them as to the 
nature of the program. We are about to make some shipments of 
sugar amounting to $7 to $8 million, which is going forward soon 
under that agreement, which was $20 million. 

That, however, is entirely separate from the base negotiations ex- 
cept insofar as if they wally get down to cases, they might possibly 
take that into consideration. 

Senator Mansrretp. Have they raised the question of compensa- 
tion for the use of the bases? 

[ Deleted. ] 

Senator Mansrrevp. I wish though that an explanation would be 
putin the record. I think Mr. Claxton can get from the State Depart- 
ment information as to why negotiations were carried on with the Gov- 
ernment of France and not with the Moroccan Government as it existed 
at the time the negotiations were concluded. 

Now one more question 

Mr. Hoxister. You mean when the bases were originally—— 

Senator Mansrtetp. Yes, because at that time it was a protectorate 
under the Treaty of Fez, I believe, and since that time the protectorate 
has been abolished along with the Treaty of Fez, and Moroceo is a 
free and independent state. There was a reason, and I don’t recall 
offhand what it was, as to why negotiations were carried on as they 
were. I think that ought to be forthcoming. 

(The following information was subsequently submitted for the 
record. ) 





Morocoan BASE AGREEMENTS 


The Base Agreements of 1950-51 were concluded with France, which was at 
that time and pursuant to the Treaty of Fez, the sole authorized intermedi- 
ary for the conduct of Morocco’s foreign relations and the power responsible 
for Morocco’s defense and military affairs. Thus France was the only avail- 
able agent with which the United States could have dealt on this matter. The 
United States presence in Morocco is therefore, in the United States view, the 
result of agreements validly concluded. 
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The Moroccan Government, however, has contested the validity of the 1950-51 
agreements, which they say were concluded without Morocco’s approbation and 
represented an excess exercise of the powers of the protectorate. 

The United States recognizes that with the accession of Morocco to independ- 
ence, new arrangements should be worked out. Therefore on May 13, 1957, we 
opened, at Moroccan request, bilateral discussions with a view to obtaining 
new arrangements concerning operation of the bases and status of United 
States personnel. 

Mr. Ho.uister. Morocco is now taking the position they are not 
bound in any way by ee agreement. 

Senator MansrieLp. Yes. 


DEFENSE SUPPORT 


The last question, the category of defense support, still seems to 
hide from economic assistance. 

For example, the relative magnitude of defense support and mil- 
itary assistance in certain countries raises a question as to the ex- 
tent to which the concept of defense support has really been puri- 
fied. For example, in Libya there is programed [Deleted.] in mil- 
“a assistance. 

r. Hoizister. How much ? 

Senator Mansrietp. That is in Libya, and [Deleted.| in defense 
support. Is the Libyan economy in such terrible shape that [De- 
Jeted.] in military assistance generates a need for more than [ Deleted. ] 
times as much in defense support? If so, why do we give Libya any 
military assistance ¢ 

The same questions apply to Morocco, where there is no military 
assistance, but as you mentioned, [ Deleted.] in defense support, and 
to the following countries in the Far East: Cambodia, military as- 
sistance | Deleted. } 


POSSIBILITY OF ECONOMIC DEVELOPMENT AID MASQUERADING AS DEFENSE 
SUPPORT 


These figures raise at least a suspicion that some economic develop- 
ment aid is still masquerading as defense support and is being justified 
under a category using the magic word “defense.” 

Will you look into that and give us an explanation? 

Mr. Howiister. Senator, I can give you a brief explanation now. 
Obviously, to explain every one of those countries in detail would 
take quite a long book. 

The trouble with defense support is it appears in every kind of 
way. Let me take Libya. We have included Libya as a defense 
support country. A large part of what we are doing in Libya, we 
might as well face it, is because we have the largest base we have 
anywhere, Wheelus Field, and we want Wheelus Field. 

Rather than play it a different way, perhaps, and pay regular 
rental, we are approaching that problem from the other point of 
view. Obviously in all of these things there is kind of a mixed reason 
for doing a lot of the things we do. 

If we should by some possibility have to pull out of Morocco in 
total or in part, we have Libya available for additional fields. That 
is one reason why defense support in Libya appears the way it does. 
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Take Laos; most of our defense support in Laos is solely the pay- 
ment of the wages of the army. We pay practically the whole expense 
of the army there. ; 

I could go to country after country but I would not remember them 
all offhand, but those are two I picked up as I went along. 

In some cases you will find defense support appears in the building 
of barracks, the building of roads, even perhaps in the improvement 
of a port where supplies come in. There is unfortunately no absolute 
rule that can be adopted that makes it perfectly clear what is really 
defense support and what might be called economic development. 

We have tried to adopt a rough rule of thumb to the effect that we 
will call the defense support that economic aid which is necessary 
to help the country keep its army in the field without deterioration 
In Its economy. 

What you would do in the defense support area in no sense advances 
the economy of the country. It keeps it static, we hope. It may not 
even quite do that. 

When it comes to the development side of it, we feel that is the kind 
of activity which enables the country to go forward economically. 
That is about as simple an explanation as can be given. 

But if you tell me to take Korea or Vietnam or any one of these 
very complicated countries where we spend so much money and say 
perfectly clearly this is defense support and this is development 
assistance, there isn’t any formula under which I can do that. 

Senator Mansrrievp. That is a reasonable enough explanation, Mr. 
Hollister. Will you do what you can in adding any additional details 
which you and your staff might think important? 

Mr. Hottister. Yes, sir. I can give you the countries where every- 
thing is disproportionate. I can give you some reason why; it is 
obvious, you might say, but I don’t think you would want me to break 
down in every country every single one of the projects involved and 
say why it drops on this side of the fence or on the other. That would 
be an awfully big undertaking. 

Senator Mansrievp. Take as many of these countries as I have given 
you. 

* Mr. Hotxtster. We will give it to you roughly. 

(The following information was subsequently submitted for the 

record :) 


Supplementing Mr. Hollister’s answer to Senator Mansfield’s question as to 
whether economic development was still being included under the defense support 
eategory, attention of the committee is called to the definition of defense support 
contained on page 31 of the presentation book entitled “Worldwide Summary 
Statements.” This definition and in fact the general executive branch testi- 
mony over the past weeks in support of the new approach to mutual security 
legislation limit assistance provided under this title to that which is required in 
addition to military assistance to make possible a specific contribution by a 
country to the common defense. This contribution can be either in the form 
of forces or in some special cases in the provision of facilities or other rights 
to United States military forces. Defense support assistance designed to assure 
a continuation of this contribution to the common defense may range from the 
generation of local currencies for the defense budget to the dollar financing of 
eapital projects necessary to the maintenance of economic stability. 


(Additional information supplied was of a classified nature and is 
in the committee files. ) 
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COST OF MAINTAINING LAOTIAN ARMY 


Senator Mansrrevp. Mr. Murphy, your comptroller last year—I 
believe it was Mr. Murphy—sent me a letter indicating what it costs 
to maintain the Laotian Army. I would like to get a copy of that 
letter of last year and I am sure the committee w ould be interested in 
another letter this year indicating the cost for maintaining each Lao- 
tian soldier. 

The reason I am interested is that, if I remember correctly, last year 
the figure was $808 for each Laotian soldier, and of that about $60 
or $65 was in the form of a family allowance. 

Could that information be furnished ? 

Mr. Hottister. We could get whatever information you want, Sen- 
ator. The price of running all the armies in the Indo- Chinese coun- 
tries is way out of line, in our opinion. 

The difficulty is in trying to stop it. They were paid on that basis 
by the French, and it is very much higher than, for instance, in Korea 
and other places where that custom has not been adopted, and it is 
one of the big problems we have, the enormous cost of keeping those 
armies going. 

Senator Mansrievp. I would like a letter this year bringing the 
matter up to date. 

(This information had not been received at the time these hearings 
went to press. ) 


STATEMENT OF LeonNArD J. Saccto, ICA, ON THE RELATIONSHIP BETWEEN THE ‘SuR- 
PLUS AGRICULTURAL DISPOSAL PROGRAMS AND THE MUTUAL SECURITY PROGRAM 


During the last 3 years, there have been 2 United States Government programs 
which authorize sales of United States surplus agricultural commodities to 
friendly countries for foreign currency: Section 402 of the Mutual Security Act 
and title I of the Agricultural Trade Development and Assistance Act (Public 
Law 480, as amended). Since fiscal year 1955, section 402 has required that 
specified minimum amounts of funds appropriated be used to finance the export 
and sale of United States surplus farm products for foreign currency. The 
3-year total of sales under this program is expected to exceed $1 billion by the 
end of fiscal year 1957. ICA proposes that $175 million of mutual security funds 
be earmarked for this purpose in fiscal year 1958. Congress did not appropriate 
additional funds for this program, but provided that the foreign currency sales 
proceeds must be used for the same purposes for which dollars are appropriated. 
This means that surplus agricultural commodities can be used only to the extent 
that such use is compatible with the achievement of mutual security objectives. 


OBJECTIVES OF PUSLIC LAW 480 


The objectives of Public Law 480 are to increase foreign consumption of 
United States agricultural commodities, to improve the foreign relations of the 
United States, and for other purposes. By April 30, 1957, sales under this pro- 
gram totaled over $2 billion at United States export market value. Sales may 
be made to any friendly country, provided that they do not interfere with United 
States sales that might otherwise be made for dollars or unduly disrupt world 
prices of agricultural commodities. The local currency proceeds of these sales 
may be used by the United States for several purposes, including several which 
are closely related to mutual-security objectives and which ICA is responsible 
for administering: Loans and grants for economic development; grants for the 
common defense ; and purchases of goods for other countries. 


EFFECT OF PUBLIC LAW 480 SALES ON MUTUAL SECURITY PROGRAM 


About one-third of all Public Law 480 sales in the last 3 years have been 
made to countries in which there have been either no nonmilitary mutual security 
programs during the same year or only limited technical cooperation programs. 
While these commodities, and the local curreney loan funds which will become 
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available to the foreign countries contribute to United States foreign policy 
objectives, their impact on the mutual security program is limited. But the 
Public Law 480 sales of $1.4 billion which have been made—or which may be 
made in fiscal year 1958—to countries which also receive nonmilitary mutual 
security assistance obviously may have a substantial effect on the program. 
ICA is vigorously endeavoring to take advantage of these resources—both in 
terms of commodities and local currencies—in ways which will reduce its need 
for dollar appropriations. The tests applied to our budget requests, and the 
relationship between these Public Law 480 transactions and the mutual security 
program, are examined in detail in a special document which is being submitted 
to this committee. 
SURPLUS COMMODITIES 


ICA is also responsible for administering title II of Public Law 480 which 
authorizes grants of surplus commodities held by the Commodity Credit Corpo- 
ration for relief of friendly people in time of need. Transfers of about $300 
million worth of these commodities, including ocean-freight costs, have been 
authorized. This section of the act also authorizes payment of ocean-freight 
costs on surplus foods donated to United States voluntary agencies and inter- 
governmental agencies for free distribution abroad. These programs are also 
discussed in the document referred to above. 

At this time I should like to offer for the record the special document to which I 
have referred. Dr. D. A. FitzGerald, Deputy Director for Operations, ICA, 
is available to answer questions on this document. Mr. ©. R. Eskildsen, Director, 
Foreign Trade Programs Division of the Foreign Agricultural Service, Depart- 
ment of Agriculture, is also here in case there are questions which relate more 
specifically to the Department of Agriculture’s responsibility for total surplus 
disposal. 


RELATIONSHIP BETWEEN SURPLUS AGRICULTURAL CoMMODITY DISPOSAL PROGRAMS 
AND THE Mutua Security ProgRAM 


The complex relationship between the Agricultural Trade Development and 
Assistance Act (Public Law 480, as amended) and the mutual security program 
is examined in detail in this document. It is divided into seven main parts: 
Part I deals with section 402 of the mutual-security program; parts II through V 
deal with various aspects of title I of the Agricultural Trade Development and 
Assistance Act and their relationship to the mutual security program; parts VI 
and VII deal with grants and donations of surplus commodities for foreign 
distribution under titles II and III of Public Law 480. 


I. SECTION 402 OF THE MUTUAL SECURITY ACT 


A. Background 


Since April 1948 about $7.4 billion’ worth of agricultural commodities have 
been authorized for export from the United States under programs administered 
by ICA and its predecessor agencies. Of this amount $6,600 million worth were 
financed directly from mutual security appropriations and $800 million * under 
other programs administered by the agency. Throughout this period, mutual- 
security appropriations have been used to finance surplus agricultural commodi- 
ties to the maximum extent compatible with the purposes of the act and the 
effect on the United States economy. 

For the past 3 years, section 402 of the Mutual Security Act has required that 
specified minimum amounts of funds appropriated be used to finance the export 
and sale of United States surplus agricultural commodities for foreign currencies. 
The minimum requirement in fiscal vear 1955 was $350 million; in fiscal year 
1956, $300 million, and in fiscal year 1957, $250 million. Funds to finance these 
transactions were drawn from appropriations for defense support, development 
assistance. The local currency proceeds of these sales, which become the prop- 
erty of the United States must be used for the same purposes for which the dollar 
funds are appropriated. 


1Including shipments under Public Law 216, 83d Cong., and title II of Public Law 
— both of which are valued at the CCC investment plus costs rather than at market 
prices. 
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B. Fiscal year 1955 


In fiscal year 1955, section 402 sales totaled $446 million, exceeding the mini- 
mum requirement by $96 million. Almost two-thirds of these sales were made to 
Western Europe, of which about $39 million were financed from military- 
assistance funds. 


C. Fiscal year 1956 and fiscal year 1957 minimum requirements difficult to attain 


In fiscal years 1956 and 1957, the agency was hard pressed to attain the section 
402 minimum requirements, even though they were reduced by $50 million each 
year. The major reason for the difficulty has been the shift in the mutual secur- 
ity program from the Western European countries, traditionally large importers 
of agricultural products, to the underdeveloped areas whose economies are pre- 
dominantly agricultural. As a consequence, countries in order to obtain a speci- 
fied amount of assistance had to take some of it in the form of surplus agricul- 
tural commodities, even though in some instances these commodities did not 
satisfy the highest priority requirements. These quotas were assigned, of course, 
with due regard to the consumption requirements of the countries, the availabil- 
ity of the same commodities from other sources and to other requirements for 
the funds. In fact, because of these considerations, the quotas assigned to aid- 
receiving countries totaled substantially less than the minimum section 402 
requirement. 

Until late in fiscal year 1956, ICA believed it could not attain the minimum 
section 402 target of $300 million through direct sales. The agency, therefore, 
had undertaken earlier to develop a limited volume of triangular transactions 
through which it would finance surplus agricultural commodities for certain in- 
dustrialized countries of Western Europe and use the local currency proceeds to 
buy the industrial items needed in countries participating in the mutual security 
program. Triangular sales of $48 million to Austria, France, Germany, and 
Italy were principally responsible for enabling ICA to exceed the minimum 
target by more than $50 million. Sales made late in the year to the Philippines, 
and to Turkey and Pakistan to relieve pressing shortages of grain, increased 
direct sales over the amount anticipated earlier in the year. 

Fiscal year 1957 section 402 sales are expected to reach a total of $281 million, 
about 12 percent more than the required minimum. The maximum amount of 
surplus commodities that can be utilized effectively to finance direct sales, how- 
over, is expected to be $230 million. Since that amount falls short of the $250 
million minimum requirement, ICA has again found it necessary to enter into 
triangular arrangements. Arrangements have now been completed for sales of 
$51 million of surplus commodities to the same countries which participated in 
the triangular sales program in fiscal year 1956. The decline of about $75 mil- 
lion in direct sales between fiscal year 1956 and 1957 was brought about by 
several factors. For example, about $15 million of sugar was sold in fiscal year 
1956 under a special emergency program; no direct sales were made to Pakistan 
and Turkey; a smaller amount of funds made available for Spain was earmarked 
for surplus agricultural commodities ; and the amount of nonmilitary assistance 
to Yugoslavia in fiscal year 1957 was about half of that available in fiscal year 
1956. 


D. Section 402 program for fiscal year 1958 


It is anticipated that the maximum amount of funds which can be utilized 
in fiscal year 1958 for section 402 is $175 million, a decrease of about $100 million 
from the total expected this year. There are two general reasons for this pro- 
posed reduction: first, the decrease in the number and amount of specific country 
programs which have been developed for the fiscal year 1958 nonmilitary mutual 
security program and second, the proposed elimination of triangular sales of sur- 
plus agricultural commodities. 

The request for defense support funds in fiscal year 1958 is about 25 percent 
lower than the amount available during the current year. These funds have 
always been the major source of financing for section 402 sales. For example, 
in fiscal year 1957 over 70 percent of all direct section 402 sales were financed from 
this source. In fiscal year 1958 present plans contemplate the use of defense 
support funds to finance more than 78 percent, or $137 million of section 402 
sales. In the nine countries for which defense support funds were available 
in fiscal year 1957 and are requested for fiscal year 1958, either the same pro- 
portion or a large share of funds will be used to finance sales of surplus farm 
products than will occur during the current year. 


92528—57——_34 
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The remainder of the section 402 program will be financed from special assist- 
ance funds requested for fiscal year 1958. Section 402 programs have been de- 
veloped for some countries to which such assistance may be made available in fis- 
cal year 1958. However, the total of section 402 estimates by countries falls 
somewhat short of the proposed $175 million target. It is hoped that this short- 
fall can be made up by drawing upon the funds reserved for contingencies in the 
special assistance program. 

The agency proposes to eliminate triangular transactions in fiscal year 1958 
because (@) they tend correspondingly to reduce regular commercial sales, (0) 
they involve a disproportionately heavy administrative workload, and (c) they 
are inconsistent with United States foreign trade policies. The Department of 
State has urged discontinuance of triangular transactions for this last reason. 


II, TITLE I OF THE AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE ACT 
OF 1954 (PUBLIC LAW 480 AS AMENDED) 


First a word about trends in United States agricultural exports and the size 
of the surpluses. United States agricultural exports in fiscal year 1957 are 
expected to reach a record level of $4.5 billion, compared to $3.5 billion in fiscal 
year 1956 and $3.1 billion in fiscal year 1955. Government disposal programs 
have been a major factor in raising the level of agricultural exports. While 
such programs have been helpful, dispositions through commercial sales con- 
stitute by far the largest portion of commodities moving abroad. 

Disposal programs are intended to supplement commercial sales and help 
broaden foreign markets for agricultural commodities. They are temporary 
expedients designed to help pull us through the period of readjustment to 
changed world demand and supply conditions. 


A, Size of surplus beginning downward trend 


The Commodity Credit Corporation holds inventories of certain agricultural 
commodities and makes guaranteed loans on others. The borrowing capacity 
authorized by the Congress for these operations is $14.5 billion. As of March 
31, 1957, direct borrowings totaled $12.3 billion ; other obligations bring the total 
to about $13.1 billion. 

The trend in CCC investment in inventories is starting downward. From a 
peak investment of $8.9 billion which was reached in February 1956, total invest- 
ment is expected to be $7.6 billion at the end of fiscal year 1957. For the first 
time in several years, substantial decreases in carryover stocks of wheat and 
cotton are expected. The following tabulation indicates the size of CCC invest- 
ment in the major commodities as of March 31, 1957, compared to the previous 
year: 


CCC investment and outstanding loans, by major commodities. as of Mar. 31, 1956 
and 1957 


[Million dollars] 





Commodity 1957 1956 Commodity 1957 1956 
Wein dadediigite dooctiunes 2, 469 a ook cccccpecaneshe 118 229 
Cee sis sess cis ciel 2, 307 1,910 || Vegetable oils. ........--- 0 2 
CI os em dielns tiie ganeabicnet 1, 747 2, 275 Grain sorghums. ......--- } 105 140 
nnn roar ne 616 Ce a ae 103 32 

{| 


B. Public Law 480, title I, legislation 


The Agricultural Trade Development and Assistance Act, Public Law 480, as 
amended, was approved July 10, 1954. Title I of the act authorizes sales of 
United States surplus farm products to friendly foreign countries. Sales are 
authorized over a 3-year period ending June 30, 1957, and are limited to an 
amount which would require an appropriation not to exceed $3 billion to reim- 
burse CCC for its losses. A proposed amendment, approved by the Senate and 
awaiting action in the House, extends this legislation to June 30, 1958, and 
increases the authorization to $4 billion. 


C. Size of program 
Up to April 30, 1957, agreements have been signed with 31 countries providing 
for sales of commodities, including ocean freight costs, valued at over $2.9 
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billion at CCC costs. The export market value of these commodities and the 
amount of local currency proceeds that will accrue to the United States as a 
result of the sales is about $2 billion. As indicated in table I, sales of wheat 
and cotton comprise over half of the value of commodities programed since the 
inception of the program through April 30, 1957; commodity programs by fiscal 
year are included in tables immediately following. 

These agreements provide for shipment of about 520 million bushels of wheat, 
flour, and feed grains; 2.5 million bales of cotton; 22 million bags of rice; 
1.7 billion pounds of fats and oils; 157 million pounds of tobacco; and substantial 
amounts of other commodities. 


D. Shipments 


Cumulative shipments of commodities purchased under title I of the act are 
expected to total $1.400 million at United States export market value by June 
30, 1957. In fiscal year 1956, the first full year of operation of title I, ship- 
ments totaled $427 million, or 12 percent of total United States agricultural 
exports. In fiscal year 1957 shipments are averaging about $70 million a month, 
and for the year as a whole they are expected to comprise about 20 percent of 


total United States agricultural exports. 
E. Use of local currency 


The act provides that local currency proceeds of title I sales may be used for 
10 purposes. As indicated in table III, over half of these currencies will be 
used for loans to promote economic development and multilateral trade; about 
25 percent for payment of United States obligations ; and the remaining 20 percent 
for various purposes, including agricultural market development, international 
educational exchange, and other activities. 


F. Program procedures 


At the beginning of the program the President directed the establishment of 
an Interagency Committee on Agricultural Surplus Disposal. This committee 
is responsible for advising the President concerning policy issues and for assur- 
ing that the various agricultural disposal activities are consistent with overall 
policy objectives. 

Although the Secretary of Agriculture determines the countries with which 
agreements shall be negotiated and the commodities and the quantities which 
may be included in the negotiations, programs are developed in consultation 
with the agencies which are represented on the Interagency Staff Committee. 
The Committee is under the chairmanship of the Department of Agriculture 
and includes representatives of the Departments of State, Treasury, Defense, and 
Commerce, the Bureau of the Budget, and ICA. This Committee considers pro- 
posed programs, approves the negotiation of sales agreements, and coordinates 
day-to-day operations. 

Title I agreements are negotiated through diplomatic channels. Negotiations 
usually are carried on overseas by United States Embassy officials designated 
by the United States Ambassador. At times negotiations are conducted in 
Washington under the chairmanship of the Department of State. In negotiat- 
ing an agreement, commitments are obtained from the importing country to safe- 
guard the usual marketings of the United States and to assure that sales under 
the agreement will not unduly disrupt world prices. 
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TaBe II (a).—Approzimate quantities of commodities under title I, Public Law 480, 
agreements signed from beginning of program through June 30, 1955 





Country Wheat | Feed 


Thousand | Thousand | 
bushels | bushels 


Austria 





Re eee 
ey 


United Kingdom...-| 
Yugoslavia_......... 


and flour} grains! | 










| Tobacco | Dairy | Fats and | Meat 
products?) oils 3 


| 





| | | 
| | | 


Thousand Thousand | Thousand | Thousand 
pounds | pounds | pounds | pounds 





bhabebeee= Licdcocdc<a| ‘42,000 |--------=- 
0 pre 
bbnbos6doo bdadincwabeae BIGSED Nevo cnnnuse 
bal cao dee 6300 ||......-.8 
; 3, 690 | Ss IE fan tng 
boca lee Gt ) eee 
250 | 40181... ......a 

B5O8O A idcninnain ate ‘ee 

DME Uelcittisatilnsdellaocaedid re. ae 

SY Bll oh telsl oie dan dedabia nwo ake 

3,650 | 4,249| 8,274 |_......... 

hee ee | ee a Be oe. | 

| See caeeaes 28,571 | 44,000 

UN Ba ee he ee 


otecdaaées Maree eS | as 








Total agreements.| 49, 662 26, 360 | 


1 See the following: 
GE aiieindscce dtl 


2 See the following: 


ene Gre Mite. 5. ............2.5 
Evaporated milk __............-. 


re 


a uo alah. eces 


3 See the following: 


Cottonsed oil... -_- 
Cottonseed oil, and/or soy bean oil. 


Cottonseed oil, soybean oil, ae lard 


Linseed oil_ os Sibsisee ae 


PE tie cts hebesnbadawdh ; 
4 Frozen beef. 








57, 303 31,908 | 183, 641 | 4,009 
| | 


Thousand bushels 
eee Re 4 2 7, 877 


Gees ae 


Siti ~ceeactne that ci-sti-- Settee» SD 
saat BELTS E EET ETE CUE S| 


Thousand pounds 


sequaed wind . 11,048 
9, 150 


‘Suen ckieeaenes : on edicts cduab: ee 
pi dab ens o eea bendy an 40 <een~ Gh nn denks acme Oty BOD 
indh o- dpeadede doetdacedhdnt nee ine adic: | 
ib en de 00 0 ap 4b 50 a0 d= te wb antes 2,001 


abn piees ... 31,908 


Thousand pounds 

---+-- - baogeekn Meee 
33, 322 

20, 455 

8, 274 


Laghbnden 666.5. cen. See 
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Ill. RELATIONSHIP BETWEEN THE MUTUAL SECURITY PROGRAM AND TITLE I 
PUBLIC LAW 480 
A. Introduction 


Beginning with fiscal year 1955, surplus agricultural commodities have been 
sold for local currencies by the United States Government under two programs— 
section 402 of the Mutual Security Act and Public Law 480. These programs 
are dissimilar in their primary purposes—one emphasizes mutual security ob- 
jectives and the other regaining and expanding United States markets for 
agricultural commodities. 

The two programs are similar, in that both provide local currency for eco- 
nomic development and other purposes related to the mutual security program. 
This similarity requires that they be administered so that to the maximum ex- 
tent possible, each will serve to complement the other and duplication in the 
use of United States resources will be avoided. This is particularly important 
where both programs are operating in the same country. 

For its part, ICA is vigorously endeavoring to take advantage of both Public 
Law 480 financed commodities and the local currencies generated from such 
sales where they can be utilized to the advantage of mutual security objectives 
and thereby reduce ICA’s need for dollar appropriations. Rigid tests are made 
at each successive stage in ICA's review of its budget submissions to assure that 
any benefits from Public Law 480 are faithfully matched by reductions in mutual 
security estimates. A summary of the steps taken in the development of mutual 
security program estimates to take account of Public Law 480 transactions is 
included herewith in appendix A. This material was presented by ICA in April 
1957 in hearings before a subcommittee of the House Committee on Government 
Operations which reviewed the budget formula and presentation practices of 
ICA. (This summary appears on pp. 180-183 of the report of that committee.) 

The following discussion deals with the relationship of these programs in 
the 3-year period, fiscal year 1955 through fiscal year 1957. For the sake of 
clarity, it is divided into two sections—one dealing with the commodity sales 
and the second with local currency proceeds. In addition, a discussion of the 
assumption made with reference to the relationship of Public Law 480 trans- 
actions to the mutual security program in fiscal year 1958 is included in a final 
section. 


B. Commodities 


1. Section 402 sales of surplus agricultural commodities from fiscal year 1955 
through fiscal year 1957 total about $1.1 billion. 

(a) Sales to countries where Public Law 480 sales were not made in the same 
year.—During the last 3 years, about $284 million of section 402 sales, or more 
than one-fourth of the total of $1.1 billion were financed for countries which 
in the same year were not receiving commodities under Public Law 480, title I. 
It is clear, therefore, that in addition to contributing to mutual security objec- 
tives, these sales supplemented the surplus disposal effort of the United States 
and could not in any way have duplicated Public Law 480, title I, commodity 
sales. 

(b) Special arrangement sales.—The Agency has made special arrangements 
during the past 3 years which resulted in surplus commodity sales to 7 European 
countries in the amount of $271 million. These sales, which account for almost 
one-fourth of the $1.1 billion total of ICA-financed surplus commodity sales 
in the 3-year period, would not have been made in the absence of surplus disposal 
incentive and clearly supplement other disposal efforts. Well over half of 
these sales—$151 million—were triangular transactions, utilizing dollars avail- 
able to an aid-receiving country to finance sales of surplus commodities to a 
second country, thereby generating local currency with which to purchase needed 
industrial goods for the aid-receiving country. About $114 million of sales were 
financed in fiscal year 1955 by military assistance and other funds which other- 
wise would have been provided to the United Kingdom to finance offshore pro- 
curement and aircraft production, and to France for support of military forces. 

(c) Sales to meet Public Law 480 title I usual marketings.—Public Law 480 
specifies that sales for local currency under title I shall not displace the usual 
marketings of the United States. Oftentimes, however, countries which depend 
upon ICA for economic assistance could not, in the absence of that assistance, 
maintain the usual level of their purchases of agricultural commodities in the 
United States. Hence, sales under section 402 assist such countries to maintain 
usual procurements, thereby making them eligible to procure additional quanti- 
ties under Public Law 480, title I. During the last 3 years, ICA financing of 


MUTUAL SECURITY ACT OF 1957 541 


Public Law 480 usual marketings totaled $411 million or about 40 percent of 
the $1.1 billion total of section 402 sales. 

(ad) Other sales.—The balance of $115 million—about 10 percent of the total— 
was used for a number of purposes, most of which could not be met by Public 
Law 480. For example, $32 million worth of wheat under section 402 was sold 
to help meet minimum import requirements in three countries: Korea, Greece; 
and Taiwan. No Public Law 480 sales of grain were made to these countries 
during the same year; otherwise, these sales would have been counted toward 
meeting the usual marketing requirements of such sales and would have been 
included in item (c) above. 

About $34 million of surplus commodities were provided to Spain—in excess 
of Public Law 480 usual marketings of $66.0 million also financed by ICA under 
section 402—as the result of provisions in the mutual security legislation of the 
last 3 years which required that specified amount of assistance to Spain be 
provided in the form of surplus agricultural commodities. 

In addition, about $17 million of sales in this category included sales of sugar 
and hides and skins. These commodities were declared surplus by the Secretary 
of Agriculture within the meaning of section 402, but were not eligible for 
Public Law 480 sales. 

Finally, the balance of $32 million of sales, or about 3 percent of the 3-year 
total, represents commodities provided over and above the usual marketing 
requirements of Public Law 480 sales. 


C. Public Law 480 sales 


From the inception of the program in fiscal year 1955 through April 30, 1957, 
Public Law 480 sales totaled about $2 billion at United States export market 
value. The extent to which these sales have complemented mutual security pro- 
grams is discussed below : 

1. Public Law 480 sales to countries with no substantial defense support or 
development assistance programs: 

During the last 3 years about one-third of all Public Law 480 sales, or $654 
million, have been to countries in which in the same year there was no non- 
military mutual security programs except small technical exchange or technical 
cooperation programs. Included in this category are France and the Unitea 
Kingdom to which nonmilitary mutual security funds were available for special 
purposes in fiscal year 1955. Hence, in these countries there was no significant 
possibility either of substitution for or of supplementing the mutual security 
program. 

2. Public Law 480 sales to countries with defense support or development 
assistance programs: 

Approximately $1.4 billion, or about two-thirds of the Public Law 480 sales in 
the last 3 years, have been to countries in which defense support or development 
assistance programs were operating in the same year. In this group of coun- 
tries, limited possibilities exist for substituting commodities procured under 
Public Law 480 for those which otherwise would be provided under the mutual 
security program. 

In recognition of this, the Director of ICA instructed personnel to reduce 
defense support and development assistance requests for fiscal year 1957 and 
fiscal year 1958 by amounts which it was estimated could be covered by commodi- 
ties procured under Public Law 480. Despite possibilities for error due to fac- 
tors beyond the agency’s control, such as natural disasters in foreign countries 
and changing market condition in the United States, the best possible estimates 
were developed and applied. 

(a) Possibilities limited for substituting Public Law 480 commodities.— 
Public Law 480 sales are intended insofar as possible to increase consumption 
while mutual security funds would not ordinarily be used for this purpose, 
Mutual security funds are more often used to finance agricultural imports for 
which the recipient country otherwise would have to use its own searce foreign 
exchange, whereas section 101 of Public Law 480 discourages Public Law 480 
sales which might be made for this purpose. Hence, to this extent the two 
programs tend not to be substitutable one for the other. However, the terms 
of section 101 of Public Law 480 appear not to exclude in all circumstances the 
sale of commodities which the country otherwise would have to buy with its 
own scarce foreign exchange. To this extent the Public Law 480 sale will give 
a country a measure of foreign exchange relief which may reduce its need for 
mutual security funds. 

(b) Possibilities for substitution greatest in five countries—The possibility 
of benefit to mutual security objectives by drawing on Public Law 480 com- 
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modities is greatest in five countries—Korea, Taiwan, Pakistan, Turkey, and 
Greece—in which the United States has important political and military in- 
terests. All of these countries have found it difficult in recent years to meet 
sharply increasing food import requirements with scarce foreign exchange. 
Public Law 480 sales to the five countries in the last 3 years have totaled $370 
million. No accurate estimate can be made as to how much of this amount 
represents “savings” to the mutual security program. It is clear, however, 
that in the absence of Public Law 480 sales, there would have been great pres- 
sure to increase the mutual security programs. In such a circumstance, a 
decision to increase aid in considerable amounts to these countries would have 
been difficult to avoid. However, some of the requirements probably could not 
have been met. 

(c) Other countries.—A second group of five countries—Spain, Yugoslavia, 
Israel, India, and Indonesia—also have problems of scarce foreign exchange 
with which to meet large and increasing food import requirements, and were 
in a position to benefit economically through Public Law 480 purchases which in 
the last 3 years totaled $917 million. For these countries, however, it is less 
likely than for the first 5 countries that, in the absence of Public Law 480 pro- 
grams, mutual security assistance to them would have been increased 
correspondingly. 

Mutual security assistance for a final group of five countries—Iceland, Italy, 
Egypt, Iran, and Thailand—is not likely to be affected substantially by the 
existence or absence of a Public Law 480 sales program. In the last 3 years 
these countries have procured about $90 million in surplus commodities under 
Public Law 480. 


TABLE I[V.—Sec. 402 sales to countries to which no Public Law 480 sales made in 
same year, fiscal years 1955, 1956, and 1957 
Total 402 sales 
Country (million dollars) 
Europe: Germany 


Africa: 
Somalia _ __ 
Tunisia 


Subtotal 


Near East and south Asia: 
CS monet 


Subtotal____- 


Far East and Pacific: 
Cambodia 
Laos_-_-__.- 
Philippines 
Taiwan______ 
Vietnam_____- 


Subtotal______- 
Latin America: 
Bolivia 
Guatemala_______- 
Subtotal___- 


Grand total 
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TasBLe V.—Sec. 402 sales made under special arrangements, fiscal years 1955, 1956, 
and 1957 
Country Total sec. 402 sales 


A. Triangular sales: (million dollars) 
ne we ee ae 
FN ne a eee aca nd cuetithewtit can se 


Subtotal 


B. Others: 
Austria__- vad - 
IR ss eR ae ns os alin sae tal sciatica: 
Italy- 
Netherlands_-_-_-_--_-. 
United Kingdom 


Subtotal... -_- 


Grand total 


1 Financed through reobligation of prior years’ funds. 
2 Financed by funds for support of French military forces. 
3 Financed by military assistance, deobligated and other funds. 


TABLE VI.—~Sec. 402 sales to countries with defense support on development assist- 
ance programs to which Public Law 480 sales made in same year 
Country Total 402 sales 
Europe: (million dollars) 
taly.._- 


Spain : 
ON Pe re 


Subtotel........5- 


cs ed eo 
Near East and South Asia: 


Far East: 
Korea 
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Tasie VII.—Public Law 480 sales to countries with no defense support or develop- 
ment assistance programs during same year, fiscal years 1955, 1956, and 1957 ' 




















Publi 
Country ay? vs +4 Law 
Europe: (million dollars) 
Rentate se be oa eae, Js, Sea bk ols chink’ ote don AS 28. 6 
nO eae 2 Pk ee Jee ae acbibe andes weeded se 24. 1 
Rn shag Se i a hil ale Sa be cairo RUN Bile 2.1 
PO. ee we) steep ecseedaatodeotobon as tisuike 1.2 
OREM AU, 25 tis ARC b a ails bn oles dado dem suigibem 77.9 
DRI ft. She eg eee Be ew edanaublluiiGucs 3 
Tee ee Oa c cena daneneneneeen 7% 
I eth... Scio WERE 5 Sk eke tit ent boven couse 33. 4 
NOOR ee. fae it i ae dade dd dedda dibs waewvaled ee 174. 7 
Far East: 
st ee BB es lh oblate ibe JUULQUUUE WA a1. 7 
kl ia wiki ntti adcin sedtinn nk éddho wks Kbedwemwevinnn 151. 5 
I eRe Dit eets Sopa ie as. ad line wee cibeenweeudec 173. 2 
Latin America: ; 
yk 6 iii id idiein bn cin OBOE Eis Chas we sew 31. 1 
OT i a nin een wi oS DHS Delp ee Poe ee AS ee 180. 2 
EES SSS SE ep a Ra eee ry nS Eee A, ng ea ele ae 40. 1 
NOS 20 Jone us eau UU Gk bee oda ee 30. 0 
Pe, UU ik ws SOua Vos sWUAA DLC coube uk 2DU cu 1 
ae ls oll ita eo ee Saas nde nmeinm em maine 3. 0 
a a a a as hese ted Ba dl ns at ad hes wo in SW nou nee 13. 5 
thn ee ato en wk nk Here Se see oso occe ce cc cus ces _.. 306.0 
NS nee tenn te atetencctsateidunuc Lith 653. 9 


1 Sales through Apr. 39, 1957. 


Tasie VIII.—Public Law 480 sales to countries with defense support or develop- 
ment assistance programs during same year, fiscal years 1955, 1956, and 1957 ' 


Total Public Law 
sale. 





Country 8 

Europe: (million dollars) 
I eh a cael 2. 8 
a aan amataiemdal 50. 0 
AE ies os le ue ws win Sin eae 184. 3 
a ee ie nanee ie 222. 7 

ak waiebndamemmacs oleae 459. 8 

Near East and South Asia: apne, 
wh haeaned 19. 6 
Nese 20s IA i a a a ee 46. 2 

a aL RT A a am soins 360. 1 
8 res eke 12 8 
Neen enn en ae oe ces al pe cauie we 51. 6 
tian tate mh SEE 120. 5 
tS RE a ora he Sa ene ene eee 111.6 
Neen nen ae xk icine Peas 722. 4 

Far East and Pacific: a 
ie Sor tee ee whew amie eeudeeeesnduuee 98. 7 
I a ae os pis cab wg en a em ioral 81. 6 
ee dng asimcnam Ss eee 9. 8 
a ees cis Raid biG a hue wale aare deen 4. 6 
Tene ed and teem ae Fe cei ee 194. 7 
IS 20 ea eg oe i ee be ken iawn aeewhnwie 1,376. 9 


1 Sales through Apr. 30, 1957. 
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D. Local currencies 

1. Public Law 480 local currencies not substitutable for military assistance 
or technical cooperation programs. 

(a) Military assistance—There is little possibility of substituting Public Law 
480 loeal currencies for military assistance expenditures. Neither the require- 
ments for military hardware nor training, the two principal items financed under 
this appropriation, are affected by the shipment of commodities under Public 
Law 480. There is a theoretical possibility, of course, that the local currencies 
made available under Public Law 480 could be used for offshore procurement 
or for the facilities assistance program. However, for accounting appropriate- 
ness and convenience, it has been decided that in those limited cases where Pub- 
lic Law 480 local currencies are made available for such uses, reimbursement 
to the United States Treasury will be made. 

(b) Technical cooperation.—Similarly the requirements under the technical 
cooperation appropriation are for items which cannot make use of agricultural 
commodities or of local currencies generated under Public Law 480. In general, 
dollar funds are required to finance the three main activities carried out under 
this program: Sending United States technicians abroad ; training foreigners in 
the United States; and purchasing demonstration supplies and equipment. 

2. Possibility of substitution only for defense support or development assist- 
ance programs. 

In general, it is possible to substitute Public Law 480 local currencies only in 
the case of two appropriations: “Defense support” and “Development assist- 
ance.” 

(a) One-third of Public Law 480 local currency loan funds available to coun- 
tries with defense support or development assistance programs,—Of the total 
-of $1.4 billion equivalent of local currencies which will be available for loans 
for economic development and grants for the common defense, about one-third 
or $471 million equivalent is earmarked for loans to 12 countries in which there 
were no defense support or development assistance programs. This includes 
$107 million equivalent of local currency loans to 3 countries in Western Europe, 
of which the largest amount is earmarked for Italy; $123 million equivalent 
for the Near East and Asia, including the large loans to Japan and $241 million 
for local currency loans to 7 Latin American countries, of which the largest 
amount has been loaned to Brazil. 

(b) Two-thirds of Public Law 480 local currency loan funds available to 73 
countries which had substantial defense support or development assistance pro- 
grams in one or more of the 3 years under review.—About $914 million of local 
currencies will be available to 14 countries which had substantial defense sup- 
port or development assistance program in one or more of the 3 years under 
review. This includes $675 million equivalent earmarked for loans for economic 
development and $239 million equivalent for grants for the common defense. 

(c) Possibilities limited for substituting Public Law 480 local currencies.— 
It is in this area that limited possibilities exist of substituting these Public Law 
480 local currencies for local currencies which would otherwise have had to be 
generated with mutual security dollars. This is possible provided that: 

(i) The need for local currency is the principal determinant of the size of 
mutual-security programs, rather than the need for imports or other con- 
siderations ; 

(ii) The Public Law 480 local currencies are available at the time and 
for the same purpose that the need for mutual-security assistance exists. 

The size and motivation of mutual-security programs for a given country 
may be determined by various factors, including requirements for foreign ex- 
change to finance imports, the need for local currencies to finance common- 
defense programs as well as other considerations. 

For example in both Taiwan and Korea the need for local currencies, as well 
as for foreign exchange, is of great importance in the mutual security program. 
But since there was no Publie Law 480 sale to Taiwan until fiscal year 1957, 
there was no possibility of substituting local currencies for the mutual security 
programs for that country in fiscal year 1955 and 1956. The total amount of 
the proceeds of the 1957 Public Law 480 sales to Taiwan was $9.8 million equiva- 
lent; of this amount $4.9 million equivalent has been set aside for a common 
defense grant. This amount could have only a limited effect upon the $80 million 
of nonmilitary assistance in fiscal year 1957. It might also be mentioned in 
passing that most of the remaining 50 percent of local currency sales proceeds 
was sold by the Treasury for dollars to agencies requiring this currency. To this 
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extent, Taiwan was deprived of dollars which would otherwise have been spent 
by these agencies. 

The situation in Korea is similar: About $65 million of hwan proceeds of 
Public Law 480 sales has been set aside for the common defense; this comprises 
less than 8 percent of the nonmilitary mutual security assistance made available 
to Korea during that period. In all likelihood, had these Public Law 480 com- 
modities and currencies not been available, it would have been essential corre- 
spondingly to increase the fiscal year 1957 defense support program in Korea. 

In the case of India, the Public Law 480 agreement was not signed until fiscal 
year 1957 and obviously it could not have affected the mutual security programs 
in earlier years. Shipments under the Public Law 480 program are scheduled’ 
over a 3-year period ending in fiscal year 1960. It will not be until that time—or 
later—that the full amount of the $234 million of the rupee loan will be available 
for expenditure. 

(d) Reduction in mutual security programs.—(1) Fiscal year 1957: The 
preceding discussion has pointed out some of the limitations of substituting 
Public Law 480 local currencies for mutual security appropriations. These 
limitations do not mean, of course, that there are no cases in which Public Law 
480 local currencies are not as useful as those that might be generated through 
the mutual security program. As was mentioned in an earlier section, the 
Director of ICA instructed personnel, in developing the mutual security program 
estimates for fiscal year 1957, to reduce the defense support or development’ 
assistance requests by the amounts which in their judgment could be covered by 
Public Law 480 commodities or currencies. The ability accurately to estimate 
Public Law 480 transactions in advance, of course, is limited by a number of 
factors beyond the control of ICA; however, the best possible estimates were 
obtained and applied. 

Similarly, in reviewing and implementing program plans after the congressional 
appropriation, ICA has taken Public Law 480 availabilities into account in 
determining where and how mutual security funds shall be used. 

The complex relationship of these two programs makes it difficult to arrive 
at a precise estimate of the extent to which, if any, the fiscal year 1957 mutual’ 
security program request might have been higher had there not been the prospect 
of continued Public Law 480 programs, or how the fiscal year 1957 operational 
programs might have differed. A guess has been made that the program esti- 
mates presented to the Director of ICA in the fall of 1955 might have been 
higher by about $50 million had there been no Public Law 480 program. It 
cannot be assumed, however, that the total requested by the Director, or finally 
by the President, would have been higher by a like amount. Many factors 
affect the President’s decision with respect to the size of the budget request 
submitted to Congress, such as the consideration of the proper level of expen- 
ditures and appropriations for the Federal Government as a whole. 

(2) Fiscal year 1958. In the development of the fiscal year 1958 mutual 
security program request, the Director again issued instructions that estimates 
of requirements were to be reduced wherever Public Law 480 commodities or 
local currencies could be appropriately used instead of dollar appropriations. 
Certain assumptions were made as to magnitude of Public Law 480 sales pro- 
grams which might be undertaken in fiscal year 1958 with certain countries for 
which defense support or special assistance funds are requested. These assump- 
tions were checked with the Department of Agriculture for general reasonable- 
ness. In addition, programers were instructed to estimate the amount of Public 
Law 480 local currencies on hand and the amounts expected to accrue in fiscal 
year 1958. All of these assumptions were thoroughly reviewed in Washington’ 
in connection with developing the mutual security request now before Congress. 

To the extent that these assumptions are too high, or that the Public Law 480 
sales do not in fact take place, the estimates of mutual security requirements 
may be correspondingly low. It may be necessary in some instances to draw 
upon other mutual security program funds to meet such a shortfall. 

The special assistance funds requested for fiscal year 1958 will, like the 
President’s emergency fund (sec. 401 of the Mutual Security Act) of the last 
few years, provide the President with the means of meeting emergency situa- 
tions when he determines that it is important to the security of the United 
States to do so. It may be possible to meet some of the emergency situations 
which arise during the course of the year through Public Law 480. Because of 
the unforeseeable nature of the emergency and contingency programs, however, 
it is not possible to forecast the extent to which Public Law 480 may be sub- 
stitutable for special assistance allocations. 

It is anticipated that the maximum possible use of Public Law 480 local 
eurrency loan funds will be made in the administration of the new development 
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loan fund. The use of these funds to generate local currencies required for 
loan projects will be minimized. Whenever a project is presented for approval, 
the administrators of the fund will insist that local currency requirements be 
met from existing local currency resources, including Public Law 480 loan funds, 
before agreeing to the use of dollar loan funds for this purpose. It is not pos- 
sible, however, to predict the extent to which Public Law 480 local currency 
loan funds will supplement the development loan fund. This will depend upon 
the nature of the projects and the availability of Public Law 480 loan funds 
in the countries concerned. 


TaBLeE IX.—Public Law 480 local currencies available for loans in countries with 
no defense-support or development-assistance programs, fiscal years 1955, 1956, 
and 1957 


Country Million dollars 
Europe: equivalent 


Austria ese “ee ‘ . F . Lewl wee eee 
Italy -__- . 
Portugal _-___- 


PeOCON. OU... i lily oi ssi. 
Near East and south Asia: Egypt- 
Far East and Pacific: Japan____-- 


Latin America: 
Argentina__-____- 
Brazil-_-- —- 
Chile___--.- 
Colombia 
Ecuador... 
Paraguay __-_- 
Peru__ 


“180 WN NIN © 


Baeeen. beg bea Jie eels 


Nil & 


RON. baud er, oe es 5 Hyer : ; 471. 


TaBLE X.—Public Law 480 local currencies available for loans and grants for com 
mon defense in countries with defense-support or development-assistance programs 


[Million dollars equivalent] 


Year of sales program 


Total | Fiscal Fiscal Fiscal 
| year 1955 year 1956 | year 1957 
j | 


| 


~ 
| 
Country | 





Europe: 
Iceland_- 
Yugoslavia TF ateak Seabydbus 
Subtotal... 


Near East and south Asia: 


India 

Tran___-- 

Israel 

Pakistan j 
A ta Age rh on aes 





Subtotal 


Far East and Pacific: 
Cte. Coteweuendeuntonsettaawaet 
Indonesia... _._-- 
Korea 


URE eo ce reas pegs Shae, Dy alae eee 
Subtotal 168.3 | 


6.8 | 139. 1 


914.0] 105.0 "811.0 | 
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TaBLeE XI.—ICA assumptions of fiscal year 1958 Public Law 480 sales and local 
currency distribution in specified countries 


[Million dollars equivalent] 


Local currency distribution 


























Country | 
Total Section | Section | Other 
sales 104 (c) 104 (g) 
Europe: | 
— al a alti heater emeniieheamnieetens hk eR edlitiee 50.0 | 23.5 
ugoslavia.......... asks lane evelosedosaaicedhaawamuaie we fee chess 69.0 | 24.5 
a as a eal ie cami gonaicee VO Bik< cn sacsalhssccs Qu 65.0 
si cia anne deed akesipkiebbsatnopens |__ 282.0 |......---- | 119.0 | 113.0 
Near East and south Asia: a ar a ehaies PES at 
SL Atle Aétubiieeobhcudse~<stecuntis tah Pal lla a PO ticnacwascel 19.5 8.0 
SI li tenniadtdithiehtadanaimiensiguerterseneriabbaurserer Bena | 13.8 4.5 
SD oS ate nee Tes, ee We Lanwcoe 85.0 | 55. 0 12.5 17.5 
ers. nbttae Skene tage netboonsdvbacbuiiewcddeGles i Oilaakascaes | 30.0 30.0 
iti sik een nonin le neneniigmaheennanns 190. 5 55.0 75.5 .0 
Far East and Pacific: ee Pee eer e a 
I i eh ieee eek ee cnnmeneaeadoanacndll ID Vanitenniuee 19.0 5.0 
a tg aera 29.0 7.5 
hth hin tin edd ee ehh caneathekinetibietiustaunshinde 53.0 Ge fetitieciiesd 8.0 
Ire Rabid een scescescnscesncicnccwscecccie 13.5} 450] 480 20. 5 
5 te SS Ni leldeadeesibal 536. 0 100. 0 | 242. 6 193. 5 


IV. LOAN AGREEMENTS AND NEGOTIATIONS 

A. Background 

Over $1 billion of local currency proceeds of Public Law 480 sales covered by 
agreements signed through April 30, 1957, will be available for loans to 24 coun- 
tries to promote multilateral trade and economic development. Through the end 
of May 1957, loan agreements have been signed with 16 countries providing for 
loans of up to $388 million equivalent. Table XII includes a tabulation of the 
countries with which Public Law 480 loan agreements have been negotiated; 
table XIII indicates the status of negotiations on the remainder of the loans 
provided for in sales agreements. 


B. Loan terms 

ICA has developed the terms applicable to Public Law 480 loans in consulta- 
tion with the National Advisory Council on International Monetary and Finan- 
cial Problems. Under the foreign policy supervision of the Secretary of State, 
the Director of ICA authorizes the Export-Import Bank to execute loan agree- 
ments with and receive promissory notes from the borrowing governments, 
and collect interest and principal payments. 

The loan agreements generally follow a model loan agreement which, with 
some improvements from time to time, has been used throughout the program. 
The agreement is between the borrowing government and the Export-Import 
Bank, which acts as the agent for ICA. It extends to the borrowing govern- 
ment a dollar-denominated line of credit in an amount not exceeding the local 
eurrency equivalent of the dollar amount of the loan insofar as local currency 
becomes available for credit purposes and is allocated by the Director of ICA 
to the Export-Import Bank. 

The borrowing government agrees to make semiannual payments of interest 
and principal, beginning respectively 342 years and 4 years after the first dis- 
bursement. The rate of interest is 3 percent for dollar payment and 4 percent 
for payment in local currency, at the option of the borrowing government. If 
there is a default in payment, the entire unpaid principal becomes due in dollars 
on demand by the Export-Import Bank. 


C. Exchange rate 

The exchange rate used for disbursement and repayment is ordinarily the sell- 
ing rate for United States dollars if the country is a member of the International 
Monetary Fund, and if this rate does not differ by more than 1 percent from the 
par value. For countries which are not members of the fund, or if they are 
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members of the fund and have multiple rates, the rate for disbursement and 
repayment is a mutually agreed rate. This is usually the rate at which deposits 
were made or its equivalent in case of changes in the exchange system or the 
exchange rate. If the Export-Import Bank is not satisfied with the rate at which 
local currency payment is tendered, it may return the payment and the pay- 
ment is required to be made in United States dollars, The borrowing govern- 
ment may make prepayments in dollars or local currency, and in the latter case 
the dollar value of such prepayments must be maintained until all principal and 
interest are paid. 


D. Negotiation of loan agreements 

The reservation for loan purposes of proceeds from the sale is agreed at the 
time of the sale. After the sale, shipments are made and the purchaser makes 
deposits into a United States Treasury account in the country. After taking 
account of amounts required for United States official uses, the Bureau of the 
Budget then allocates the amount previously agreed for loan purposes if there 
are sufficient proceeds in prospect. The loan agreement is then negotiated by 
the ICA mission in the field or by ICA in Washington with the advice of the 
United States embassy and the State Department, respectively. When agree- 
ment has been reached on the loan terms, ICA authorizes the Export-Import Bank 
to execute a loan agreement in the form agreed with the foreign government 
and allocates the local currency required by the loan agreement. The Export- 
Import Bank executes a loan agreement and promissory note with the foreign 
government. As deposits are made and project agreements for the use of the 
loan funds are approved by ICA, the United States disbursing officer advances 
local currency to the foreign government. Disbursements are reported by ICA 
to the Export-Import Bank which notes such disbursements on the promissory 
note which it holds. When payments of interest and repayments of principal 
are collected, such payments are made into Export-Import Bank accounts in 
the country, if they are in local currency, or into United States Treasury ac- 
counts in Washington if in dollars. 

Up to June 30, 1955, the amount reserved for loans was $153 million equiva- 
lent. During the next year ending June 30, 1956, the additional loan portion 
amounted to $373 million equivalent. In the 10 months ending April 30 1957, 
the additional amount reserved for loans was $620 million equivalent. Loans 
signed as of May 29, 1957, amounted to $887 million equivalent, of which $105 
million were signed in fiscal year 1956 and $282 million in the first 10 months 
of fiscal year 1957. The rate of signature of loan agreements has increased 
as the purchasing countries have gained familiarity with the program. 

Except for possible failure to agree on some essential substantive provision of 
the loan agreement or on uses of the loan or, where the loan negotiations have 
been delayed by changes of government or political considerations, it is believed 
that loan negotiations will be on a practically current basis by the end of fiscal 
year 1958. It is hoped that it will be possible to do this, although there will 
always be a lag between sales and loans unless sales agreements are held up 
until loan agreements are agreed and ready for signature. This seems unde- 
sirable from the standpoint of the purchasing country, which is usually inter- 
ested in purchasing the commodities without delay. Insistence upon conclud- 
ing the loan agreement simultaneously with the sales agreement might well 
interfere with making the sale. 

Moreover, no loan funds become available under a loan agreement until after 
shipments are made, proceeds deposited, projects submitted and approved, and 
provision for proper audit, supervision, and control of the loan funds is as- 
sured. While other considerations and different officials are usually involved in 
negotiation of loans than in sales, it is desirable from the United States stand- 
point to negotiate loans and agree on projects and fund procedures and con- 
trols as promptly as possible to avoid misunderstandings and avoid risk of 
exchange depreciation before loan disbursement. 


BE. Problems in loan negotiations 


The difficulties in loan-agreement negotiations are of various kinds. One 
may put cases where changes of government extending to revolution or political 
considerations may delay such negotiations: those where foreign governments’ 
negotiators are overloaded with other work and do not have the time for prompt 
loan negotiations or may be unfamiliar with Public Law 480 loan procedures ; 
and those where there is either failure to agree for a time on loan terms, ex- 
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change rates, maintenance of dollar value of interest and principal payments, 
or uses of the loan funds. 

Of the loan terms, the one regarded by the United States as going to the 
heart of the agreement to lend and repay is the feature of denominating the 
loan in United States dollars and requiring payment in dollars or the dollar 
equivalent in local currency calculated at realistic exchange rates. Since pro- 
ceeds to be loaned are in local currency and repayment may be made in dollars 
or local currency, some foreign negotiators have objected that, if the local cur- 
rency depreciates, they will be required to pay more units of local currency than 
they borrowed. The United States feels it should receive full value at the time 
of repayment and has maintained the position that the payment of additional 
units of depreciated currency is required to realize such full value and that 
such payment imposes no additional burden of debt repayment. 

The United States position has sought to secure full value for Public Law 480 
loans not only to protect these but other mutual-security loans and all dollar 
loans and obligations, whether public or private. 


F. Reservation for loans to private enterprise 

Early in 1956, ICA took the initiative in developing a policy of seeking agree- 
ment with purchasing governments for relending by them of a portion of the 
loan funds to private enterprise of their own nationals and those of friendly 
foreign countries, including the United States, on a nondiscriminatory basis. 
Even earlier this had been encouraged and was done, or planned, by Austria, 
Spain, Japan, Brazil, Ecuador, Israel, and Colombia to the extent of $48.6 mil- 
lion equivalent. Since last August, when the policy of actively seeking such 
agreement was begun, $158.7 million equivalent has been reserved, or is con- 
templated, for such private relending in India, Pakistan, Greece, Spain, Ecua- 
dor, Israel, Italy, Turkey, Paraguay, Iceland, Colombia, Brazil, Thailand, and 
Austria. This has amounted to about 25 percent of the loan funds which will 
become available to those countries. 

ICA has followed a policy of seeking real agreement with our aims of using 
private enterprise for economic development, and of respecting each country’s 
sovereignty in economic development, monetary and credit policy. Thus, we 
have not created situations which can be justifiably charged to be dictation and 
exploitation for the benefit of American, or other, private investors. ICA is 
keeping the policy and results under review and will adjust the policy or seek 
legislative authority if that should seem required. 


G. Use of loan repayments 

The United States use of loan repayments on Public Law 480 loans has not been 
authorized by the Congress except for the general authorization that Treasury 
holdings of local currency may be sold for appropriated dollars. In making 
the loan agreements, certain provisions were incorporated concerning uses in 
addition to this general authorization which have not as yet been implemented 
because of lack of legal authority and since there have been no payments up 
to this time. These provisions are as follows: 

1. The currency may be used for any expenditures of or payments by the 
United States in the country or its territories. 

2. The currency may be used in other areas or transferred into other cur- 
rencies by mutual agreement. 

3. Unexpended balances are eligible for investment in interest-bearing obliga- 
tions or deposits denominated in the currency of the country. 

4. The parties agree to negotiate for payment in strategic materials at prices 
and on terms to be mutually agreed. 

5. The parties agree to negotiate for payment by such other valuable con- 
sideration as may be mutually agreed. 

The first payments on these loans will be received in fiscal year 1959, and it 
must be assumed that payments will be primarily, if not entirely, in local cur- 
rency. In that year payments should amount to over $4 million equivalent, in 





MUTUAL SECURITY ACT OF 1957 551 


‘fiscal year 1960 to over $24 million eequivalent, and in fiscal year 1961 to over 
-$60 million equivalent. Thereafter payments on Public Law 480 loans under 
,existing authority and the present proposed $1 billion authorization will in- 
crease at a rate of about 4 percent per year for the next 34 years. It is pro- 
posed to study this problem and present recommendations for the most ad- 
vantageous .use of these local currency receipts for consideration in connection 
with the next fiscal year programs. 


H. Services of Export-Import Bank 


The services of Export-Import Bank as agent for ICA are used in all Public Law 
480 loans, and they have been highly satisfactory. Not only does ICA have 
access to highly trained and experienced services which is furnished on a modest 
administrative support basis, but it insures that our obligations shall be serviced 
throughout their life by a permanent banking organization. In addition, the 
prestige value of having a bank service our loans is considerable, and in some 
countries where nationalist or neutralist political opinions are strong, borrow- 
ing from and repaying to such a bank is regarded as being more obviously 
commercial and more desirable than loans from a government agency. 


TaBLE XII.—Public Law 480 loan agreements signed as of May 29, 1957 


[Million dollar equivalent] 














Country | otal | Fiscal year | Fiscal year 
1956 1957 
Austria._.__..__-- eh te = all a Ea 16.01 | 1.5 14.5 
{ 31.32. 
Penicissa tdci Lee see abel i. SSR Ri aie We eeivmie fas 117. 886 
149. 215 
nities he eiien k= dade dk elicit ak anacdbnmistdawkaast Wee Bticieke 17.3 
Chile f Sa aieiietideisliainredihseheiitt aremesteni tata a 4.0 GOs Be. te oe 
Colombia... .....- sos eeebcdes cop ai cantediave doar aciien aan TR o, tice nk aici 10.0 
PE ate kad db nk sc edaphiecath dn gousccausghekgobtinasuecah 6. 28 3.1 3.18 
4.2 
QIOR i ocs én onlin coe ttD binitiptnindadad adeno ce 8.5 bail 4.3 
| 8.5 
avin nbs ee aont cd nak dhivdins oneedaxenteaaming- cee arian aii ----| 2. 228 
{ 4 12.5 
peat: iiss 55S .t ine et Soke pa ay 31. 29 i 178 66s 
12. 15 
40 
2. 














1 Loan pursuant to sec. 104 (d). 
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TasLe XIII.—Public Law 480 loan agreements to be negotiated 





Country Date of sales | Amount of Total Status of negotiation 
agreement loans 





Million dollar | Million dollar 
. equivalent 





NR 5 held on Side Apr. 25,1055} | = 223 |..--.- piet. debe In negotiation. 
Dec. 21, 1955 17.7 20,0 Do. 
ita oe niet ta ne Mar. 13, 1956 27. 68 27.68 | Awaiting Chilean congressional 
approval, 
Goleta ol. dials iuss- Apr. 16, 1957 12. 24 12. 24 
steele Re Renneeal Dec. 14, 1955 BU dtiahi ener Suspended 
Feb. 8, 1956 3.9 aie eee Do. 
Feb. 17, 1956 5.8 13.6 Do, 
dR isis cs idedass - 43 de +- ss Aug. 8, 1956 BRO hiss ees In negotiation, 
Jan. 21, 1957 i eaten natinieie Do. 
Mar. 4, 1957 3.0 18.0 Do, 
BM $0. ei Aug. 29, 1956 234. 1 234.1 Do. 
ec... - 56 das nsec Mar. 2, 1956 78.9 78.9 Do. 
Psa Siociige Ab nutes *sarguavaeivn Feb. 20, 1956 2.5 2.5 Do. 
pS RRR A ie ee Sept. 11, 1956 8.0 8.0 | In suspense until recently. 
PiGhindnciaintnenegomeren May 23, 1955 SOW Bekah ccctenant Negotiation completed, 
Awaiting ratification by Ital- 
ian Government. 
July 5, 1956 I al etic pacieedal In negotiation. 
Oct. 30, 1956 45.6 Do. 
Jan. 7, 1957 gg ee neler ene », Do. 
Mar, 26, 1957 5.6 88.0 
I ct cheten eieithaecde Jan. 18, 1955 Dl, lh dniebtnied aidbede Do, 
Mar. 2, 1956 We Dbosccdaenns Se Do. 
Aug. 7, 1956 PIO Re rdsiksce ccs Do. 
Sept. 7, 1956 Ee Do. 
Dec. 3, 1956 3.7 23.6 Do. 
RE Ul angbobtéduchosecn May 7, 1956 2.0 2.0 Do. 
Pb ccendboducaibibecussin Oct. 20, 1955 One O64. csi oc csks In negotiation. 
Jan. 21, 1956 Stl bitishibininssnitatatadiambehial |). ee 
Mar. 5, 1956 SE | Mie tcc entvtimitihinilnaimieaill Oe el cee ace ad 
Mar. 16, 1956 Wate Biche dk bsecsen chu. do. iJ < 
Mar. 20, 1956 RA Disk coe odin dbs es aea3. beaadees aaa 
Sept. 15, 1956 eM ah os ag ae MR pe rast ek ee oS at 
Saeed aaa 4.44 |_..- ates do. aed meete 
Oct. 23, 1956 34.7 103. 79 Do 
Mar. 26, 1957 Oe Ge daseen ace Do. 
NT ey delicate nine ein spengivons Mar. 4, 1957 1.1 ae Do. 
ae asia hemi cnkuenaaetai Nov. 15, 1954 Pn t Sescnatannnal Suspended. 
Apr. 28, 1955 PE Vib knevdasnsines Do. 
Mar. 12, 1956 | 2.0 eo Do. 
May 11, 1956 5. 55 | ree Do. 
Nov. 12, 1956 23. 15 eileen init Do. 
Jan. 25, 1957 9.7 55. 4 Do. 
Apr. 22, 1957 Be i hl Do. 
PTO, oicctiitepdbendscebl Nov. 3, 1956 73.7 73.7 | In negotiation. 
EE Rath eit Qala lee AEE. 5 Mi mdaeintlt nen 762. 61 
| 





1 Loan pursuant to sec. 104 (d). 


V. USES OF PUBLIC LAW 480 LOCAL CURRENCIES 


A. Procedures and control of Public Law 480 local currencies administered by ICA 


The procedures followed by ICA in administering the utilization of Public 
Law 480 local currencies available for loans for economic development is basically 
similar to that which is followed in the administration of the mutual-security 
program. These procedures: 

(1) Provide specific assurance that United States-owned funds are not 
used in ways inconsistent with United States policies ; 

(2) Assure that these important local-currency resources are devoted to 
the essential and promising sectors for economic development of the country 
by working with the host government to determine appropriate projects 
to be mutually agreed upon; 

(3) Enable coordination with related activities financed from mutual- 
security funds; 

(4) Provide the acceptable minimum of control necessary in view of ICA 
fiscal and program accountability for these funds ; and 

(5) Minimize the administration complexity of utilizing 2 different sets 
of procedures for the MSP and for Public Law 480 operations. 

Some of these factors, of course, apply with varying weights in different coun- 
tries. Mutual security procedures, which cover a range from release of sub- 
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stantial blocks of currency for large capital projects or for development loan 
funds, to small detailed technical-assistance projects, provide the flexibility 
necessary to deal with these variations. In addition, the procedures themselves 
may be modified with ICA/W approval where required by special circumstances. 

Under the direction of the Ambassador, ICA missions abroad are responsible 
for negotiating Public Law 480 loan agreements; for obtaining specific project 
proposals from the borrowing countries; for evaluation and review of projects; 
and upon approval of programs, for administration of the program. Funds are 
made available for expenditure to the country as local currency deposits become 
available and as required during the progress of the project work. As much as 
possible of the necessary documentation and accounting is done by the borrowing 
country. Periodic financial and progress reports must also be made available 
for audit by ICA missions. 

The procedures followed with respect to expenditures of local currencies to 
finance procurement of goods and services is described in the following discus- 
sions of triangular transactions. 


B. Triangular transactions 


ICA has been responsible for administering two types of triangular trade trans- 
actions involving disposal of surplus agricultural commodities under section 402 
of the Mutual Security Act and title I of Public Law 480. 

1. Magnitude of program.—(a) Section 402: Part of the legislative require- 
ment that a certain amount of funds appropriated for the MSP be used to 
finance the export and sale of surplus agricultural commodities has been met 
through triangular trade arrangements. During the last 3 years, such sales have 
totaled $151 million, including $52 million in fiscal year 1955, $48 million in 
fiscal year 1956, and $51 million in fiscal year 1957. Sales have been made to five 
countries: Austria, Denmark, France, Germany, and Italy. Surplus commodities 
have been sold to these countries with the understanding that the local currency 
proceeds will be deposited to United States account—usually in advance of actual 
shipment of commodities—and used to purchase industrial goods needed for the 
defense support or development assistance programs in aid-receiving countries. 
The countries which purchase the surplus commodities are required to give 
appropriate assurances that there will be no discrimination in the use of these 
funds as to price, availability of commodities, etc., compared with purchases 
financed with any other currencies by foreign buyers. 

The local currency proceeds of these sales are being used to finance purchases 
for those countries, including Cambodia, Vietnam, Pakistan, Turkey, and India, 
for which the dollar funds were originally programed. 

(b) Public Law 480: ICA is responsible for administering the use of proceeds 
set aside for purchases of goods or services for other friendly countries under 
section 104 (d) of the act. 

Up to this time $23.5 million has been specifically earmarked for this purpose 
in connection with sales to Austria, France, Italy, and Japan. Agreements signed 
with Argentina, Burma, Colombia, Finland, India, and Israel, provide that 
unspecified amounts of local currency reserved for various United States pro- 
grams may be used under section 104 (d). In general, use of local currencies 
for this purpose is practical only in industrialized countries which produce goods 
needed for the mutual security program. Since by far the greatest amount of 
Public Law 480 sales are being made to the less-developed countries, the section 
104 (d) program is likely to remain of limited size. 

2. Procedure.—Standards conforming as closely as possible with those govern- 
ing purchases with United States dollars have been established for programing 
the use of these local currencies. ICA authorizes procurement only when there 
is reasonable assurance that the commodities required can be purchased at com- 
petitive prices in those countries whose local currencies are available. Countries 
to which procurement authorizations are issued are required to exercise the same 
prudence in buying goods with foreign currency as with dollar funds. Prices 
paid must be competitive and may not exceed comparable United States market 
prices, adjusted for differences in transportation costs. 


8. Utilization of local currency proceeds 
(a) Section 402: Of the total of $151 million of triangular trade transactions 
during the last 3 years, about $108 million have involved the sale of cotton and 
other surplus commodities to France financed by dollar funds programed for 
Vietnam. The franc proceeds of these sales have been or are being transferred 
to the credit of Vietnam to finance purchases in France. The procedure for 
92528—57——_86 
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using local currencies programed for other countries includes issuance of foreign 
currency procurement authorizations. 

(b) Public Law 480: About $26.3 million equivalent of local currency avail- 
able from Public Law 480 sales has been programed to finance purchases for 
other countries. Of this amount, $14.3 million has been obligated and $12 
million has been tentatively programed. 

The act provides that unless the requirement is waived, dollar reimbursement 
must be made to the CCC if the local currency is used to purchase goods pro- 
vided to aid-receiving countries on a grant basis. ICA has purchased $6.5 million 
equivalent of the local currency used so far, including $3 million equivalent of 
Japanese yen, $2.5 million of Italian lire and $1 million of Finnmarks. These 
currencies were used for purchases for Taiwan, Vietnam, Israel, and Korea. 
About $5.8 million equivalent have been used on a nonreimbursable basis includ- 
ing $2.5 million of Italian lire which were loaned to Israel and $3.3 million 
yen which were granted to provide civilan relief in the Ryukyu Islands following 
a disastrous typhoon. The latter was handled through the Department of the 
Army, which has administrative control over the Ryukyu Islands, and a waiver 
of dollar reimbursement was granted by the Bureau of the Budget. 

In addition, the fiscal year 1956 sales agreement with Austria provided that 
up to $2 million of schillings might be exchanged for Spanish pesetas acquired 
by Austria from the sale of fertilizer to Spain. Sixty percent of the pesetas 
so acquired by the United States may be loaned to Spain and 40 percent will be 
retained for United States uses. 


4. Attitude of participating countries 


(a) Section 402: European countries which have purchased surplus com- 
modities generally look with favor on the triangular trade device as a means 
of obtaining needed imports because of the possibility of exporting industrial 
goods through sales that might not otherwise take place. 

Some difficulties have been experienced in negotiating with countries to which 
local currency, rather than dollars, will be available for procurement. This 
restricts the markets from which they may buy, compared to the usual ICA 
practice of authorizing procurement of industrial goods from any source in the 
free world, including the United States. However, ICA is developing a pro- 
cedure under which the use of a foreign currency will be authorized only after 
free worldwide competitiveness is established. 

(b) Public Law 480: Countries purchasing surplus commodities under Public 
Law 480 usually prefer to maximize the use of local currency proceeds for loans. 
The use of the proceeds by the United States to finance purchases for other 
countries is of secondary importance, although, in their opinion, this is preferable 
to the use of currency for defraying United States obligations which would 
otherwise be payable in dollars. 

The attitude of countries for which dollar funds had been programed but for 
which procurement is financed with Public Law 480 local currency purchased by 
ICA for dollars is similar to that mentioned in connection with section 402. On 
the other hand, a number of countries are interested in obtaining these currencies 
on a loan basis without dollar reimbursement to CCC, since this in effect con- 
stitutes additional aid. Only one loan of this kind has been approved so far— 
to Israel in fiscal year 1956. A number of countries, including some in which 
the United States has only a relatively small technical cooperation program, 
have expressed interest in obtaining such loans, either of currencies already 
available or in connection with new Public Law 480 sales. With regard to the 
latter, United States policy is generally opposed to entering into “tied” triangular 
trade arrangements, whereby there is advance agreement in regard to the use 
of the local currency to finance the purchase of commodities for a specific country 
or to settle trade deficits already incurred. Priority in the use of currencies 
already available from sales to industrialized countries is given to those instances 
in which reimbursement.can be made with appropriated dollars, or where special 
United States interests are served. 
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Triangular transactions, fiscal years 1955, 1956, and 1957 


[Million dollars] 





Sec. See, Item 
104 (d) 





Surplus commodities sold to: Local currencies programed for: 
yo eA pi . ; 2. Cambodia. -- - 
RL Stas cc cawtw ene ode Ceylon- 

Colombia : Vietnam___- 
Iceland __.--_- 
Re eaten 
, Indonesia_-..._---.-- 
Germany... wiiapigat emia 5. Israel... 

India_- Korea. 

Sido dasesectncuccceeounfecksesaen Parma. ~ 2.20. 5.2. 

Italy -- 3 5 0 |) Ryuku Islands 

Japan an oe , Spain....--- 

— SE incecemes 

Tnailand__- le 

Turkey-._---- oa ste ki 

Freight waivers. .......-..-.-- i < 


Qo cr! 





Prhwppopny 
onwnouwcoucoo 








si hi ecco 


1 Amount unspecified in agreement but use for sec. 104 (d) permitted. 
2 Total allocation received from the Bureau of the Budget. 


C. Public Law 480 loan projects 


Plans for the productive use of Public Law 480 loan funds are gradually being 
worked out by the foreign governments in cooperation with ICA. Special 
emphasis is being placed upon appropriate coordination of plans for the use of 
these resources with the overall development plans of the countries. Foreign 
governments are being encouraged to use some of the funds for relending to 
private enterprise. Loans will be made through established banking facilities 
of the country concerned to locally owned companies, as well as to those financed 
by United States investors and by investors from other friendly foreign countries. 
Some of the funds may also be used to cover a portion of the local costs of de- 
velopment projects for which foreign-exchange financing is being furnished by 
the International Bank for Reconstruction and Development, Export-Import 
Bank and the proposed new development loan fund. Loan funds may also be 
used to supplement planned governmental expenditures for roads, port, and stor- 
age facilities, and other public improvements. Thus over the next several years 
these funds are expected to make an important contribution to the economic 
growth of many friendly foreign countries. 

Agreement on the use of loan funds may be reached at the same time the 
Public Law 480 loan agreement is completed. In many instances, however, plans 
are developed after the formal loan agreement is completed. Up to April 30, 
1957, projects involving expenditures of up to $330 million equivalent have been 
approved for 9 countries : 

Million-dollar 
Country: equivalent 
Austria 


bo 
09-1 BS pm oo wp! 
oe SCMmMmmnreo 


> 
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Funds will be used for a wide variety of purposes designed to contribute to 
economic development and the promotion of international trade. For example, 
substantial sums are being used to expand electric power production in Japan, 
Brazil, and Israel; improvement in rail and highway transportation facilities is 
planned in Brazil, Chile, Greece, and Israel; and funds will be used to finance 
other industrial projects, such as iron and steel production, in Austria and other 
countries. About $50 million of local currency will be used in Israel, Japan, 
Peru, and Spain for irrigation, reforestation, and land development. In planning 
the use of the land, emphasis is placed on production of such nonsurplus crops as 
tropical fruits and vegetables. Use of Public Law 480 local currency for produc- 
tion of crops which are in surplus in the United States is held to the minimum 
compatible with accomplishment of the objectives of the act. 


Public Law 480 loan projects under current loan agreements as of May 6, 1957} 
[Million dollar equivalent] 





Total loan Total 
Country agreements] projects Description of projects 
signed approved 2 


i | ee | Se SS Se a 








Rs oo eaceensas 16.0 16.0 Industrial projects, including electric power, iron and steel, 
metal processing, textile industry, etc., 14.2; tourism, 1.0; 
regional development, 0.8. 


; 0 

RS fini wc bite 31. 32 331.32 Agricultural silo facilities, 6.0; extension of railways, 4.8; 
| rehabilitation of railways, 10.0; river navigation and port 
improvement, 3.0; metallurgical works, 4.0; cold storage 
meat plants, 1.0; electric energy products, 5.0. 

117. 895 117. 895 | Expansion of hydroelectric and power production; railway 
construction; expansion of iron and steel production. 
Ca la sci git 4.0 4.0 eer improvement, 3.75; agricultural training center, 

0.25. 


Agricultural credit system in tropical coastal area, 3.1. 


Extension and modernization of roads. 


Boopowe 
7) 
oe 


Irrigation, well drilling, and agricultural development, 
11.4; agricuJtural settlements (construction of farm build- 
ings), 2.8; land preparation, 0.4; agricultural research 
station, 0.3; afforestation, 0.4; development of roads, 3.8; 
electric power construction, 6.6; loans to home buyers, 3.0 

Pee ones 59.5 59.5 Electric power development, 50.7; irrigation, drainage, and 

reclamation, 8.4; productivity center, 0.4. 

49. 35 49.35 | Electric power development, 21.9; irrigation and land de- 

| velopment, 12.7; land reclamation for industrial sites, 1.9; 

productivity center, 2.8; forest development, 2.8; indus- 

trial marketing and processing, 4.5; improvement of fish- 

| ing port facilities, 1.9; silk center, 0.4; undetermined, 0.5. 





Peed... -.~.-.--. 2.2 
BW fossa t 7.75 | 7.75 | Irrigation project in northern Peru (land to be used for 

‘bananas, coffee, cacao, and feed production). Because 
of drought not more than 1.5 may be used in drought area 
in southern Peru for farm-to-market roads, agricultural 


credit, and about $40,000 for small irrigation projects 


Portugal __ 


Dale cnn 3. 0 
Speim.:........ ates 10. 


9.0 Reforestation and watershed control, 5.1; small irrigation 
projects for noncitrus fruit and vegetable production, 2.6; 


* soil conservation, 0.3; land consolidation, 1.0. 


Total......... 386. 6 9 


} } 

| 

Yugoslavia._....._- 9.0 | 0 | 
330.9 | 

| 











! This tabulation includes only approved projects within current loan agreements. Projects which may 
have been tentatively approved prior to completion of loan agreements are not included. 

? Approval of projects allows expenditures of up to the amount stated. The total value of the projects 
would decrease if the amount available for loans is less than that anticipated. 

8 The total of the proposed projects exceeds the amount of the loan. Appropriate revisions will be made 
at a later date. 

4 Includes 2.5 million loan made for sec. 104 (d) purchases from Italy. 


D. Section 104 (h) (i) and (j) 

Section 104 (h) of Public Law 480 authorizes the use of sales proceeds to 
finance international educational exchange programs undertaken pursuant to 
section 32 (b) (2) of the Surplus Property Act of 1944 as amended (Public 
Law 584, 79th Cong., the Fulbright Act). In order to provide flexibility in the 
use of funds, the sales agreements do not necessarily specify the amount to be 
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used for this purpose. Up to $18.4 million equivalent has been tentatively ear- 
marked for these programs in 20 countries. 

These local currency resources will make it possible to activate or extend 
educational exchange programs for which the original sources of foreign cur- 
rency had been exhausted. In addition, the availability of funds will provide 
a basis for initiating programs under the Fulbright Act, including several in 
Latin America. Negotiations to complete arrangements for these programs are 
actively underway in several countries and additional programs are in active 
preparation. 

By an amendment passed last year, the Congress authorized the use of Public 
Law 480 sales proceeds under section 104 (i) to finance translation, publication, 
and distribution of books and publications, including Government publications, 
abroad. Not more than $5 million equivalent may be allocated for this purpose 
during any fiscal year. Up to April 30, $1.9 million equivalent had been tenta- 
tively earmarked for this purpose. In fiscal year 1957, the United States Infor- 
mation Agency proposes to use the finmark equivalent of $150,000 to purchase 
paper for textbook programs in other countries. Plans for fiscal year 1958 
include use of $100,000 equivalent to finance translation and publication of 
American textbooks for use in the schools of a Near Eastern country. 

Section 104 (j) was also added to Public Law 480 during the last session of 
Congress. This authorizes the use of funds not otherwise available for appro- 
priation for the general use of the United States to provide assistance to Amer- 
ican-sponsored schools, libraries and community centers. Sales agreements 
signed up to April 30, 1957, with 11 countries provide for the use of up to $8 
million equivalent for these purposes. About half of the funds have been ear- 
marked for use by the International Educational Exchange Service to assist 
American-sponsored schools abroad by financing construction and remodeling 
of buildings, purchase of equipment and to enhance the teaching staff and 
scholarship opportunities for foreign children. The United States Information 
Agency will use funds to aid binational centers through the purchase and lease 
of buildings and by furnishing books and other educational materials. In addi- 
tion, funds will also be used for educational facilities such as the Institute of 
American Studies in Rome. 


VI. TITLE II PUBLIC LAW 480 

A. Background 

Title II of Public Law 480 provides a continuing means by which the United 
States can use surplus farm products held by CCC to help friendly foreign 
people in time of need. ICA is responsible for administering this program which 
began in fiscal year 1955. Under present legislation it is scheduled to end on 
June 30, 1957. During its last session, Congress authorized transfers of up to 
$500 million in terms of CCC investment, compared to $300 million previously 
authorized. This amendment also made it possible to pay ocean freight on 
title II shipments, as well as on surplus foods donated to United States voluntary 
agencies and intergovernmental organizations under title III of the act. 

Legislation now pending in Congress includes extension of title II activities to 
June 30, 1958, and an increase of $300 million in obligational authority, bringing 
the total to $800 million. 


B. Program policy 


Formulation of policy in connection with title II programs, insofar as it relates 
to United States foreign policy objectives, is subject to guidance from the Sec- 
retary of State. In general, programs are undertaken to assist friendly people 
who, because of natural calamity or other extraordinary circumstances, are 
unable to provide for themselves and whose governments lack resources to meet 
their needs. As provided in the act, reasonable precautions are taken to assure 
that transfers of commodities will not displace sales that could otherwise be 
made. In addition, these programs are coordinated with other United States 
surplus disposal programs to assure that United States resources are being used 
effectively. 

Usually, commodities are provided on condition that they will be distributed 
free of charge or in direct payment for work relief. In some cases, it has been 
necessary for practical reasons to permit governments to sell commodities and to 
deposit the local currency in a special account to be used, upon agreement with the 
United States, for work relief for the benefit of the needy. A few exceptions have 
been made to this policy and then only when it has been found to be in our 
national interest to do so. Packages or containers of food are labeled to indi- 
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cate that they are gifts from the people of the United States. The foreign gov- 
ernments arrange for suitable publicity within their countries to publicize the 
gift nature of the program. 


C. Description of programs 


Cumulative obligations under this program totaled $299 million as of April 
30, 1957. This includes commodity programs of $108 million for fiscal year 1955, 
$103 million for fiscal year 1956, and $65 million for the first 9 months of fiscal 
year 1957. In addition, payment of about $23 million of ocean freight charges 
was authorized in fiscal year 1957, including $6 million for title II shipments 
and $17 million for title III foreign donations. Authorizations for shipment of 
grain and grain products, including wheat, ‘rice, flour,.and cornmeal for human 
consumption and corn, barley, and grain sorghums used mostly for livestock 
feed, valued by CCC at $188 million comprise over 60 percent of the program. 
In addition, shipments of $32 million of lard, butter, cottonseed and other oils, 
$45 million of dried milk and cheese, $4 million dry beans, and $7 million raw 
cotton have been authorized. 

Through this program the United States has been able to supply emergency 
help to countries beset by hurricane, flood, drought, typhoons, and other disas- 
ters. For example, in February 1956, the President offered help to Western 
European countries which had been afflicted by one of the worst winters in 
2 or 3 decades. The offer was accepted by a number of countries including 
Italy, Greece, Hungary, Turkey, and Yugoslavia. Over 200,000 metric tons 
of food and feed grains, fats and milk were shipped under this program to 
relieve suffering and distress. In other countries emergency distribution of 
food was carried out by United States voluntary agencies and these stocks were 
later replaced by shipments authorized under title III of the act. 

Most of the programs, however, are undertaken in response to requests from 
foreign governments. For example, Afghanistan turned to the United States 
for assistance after a serious crop failure last year. Shipment of about 40,000 
tons of wheat, valued at $5.7 million, helped to prevent famine, inflation, and 
serious social unrest in a country in which the United States has important polit- 
ical interests. 

Food shipments may also supplement relief programs undertaken by other 
United States agencies. In the autumn of 1956, for instance, at the request 
of the Secretary of the Army, over 200,000 bags of rice was supplied for civilian 
relief in the Ryukyu Islands which had been severely damaged by Typhoon 
Emma. 

Shipments of surplus products have been made to several Latin American 
countries. For example, $3.1 million of foods—mostly rice—went to Bolivia 
in fiscal year 1957 which was suffering from the effects of severe drought and 
premature frost. 

Surplus foods have also gone behind the Iron Curtain, the most recent in- 
stance being the provision of up to $15 million worth of food, including freight 
costs, for relief of the needy in Hungary and for Hungarian refugees in 
Austria and elsewhere. As mentioned earlier, Hungary accepted the Presi- 
dent’s offer of help in the late winter of 1956. In the autumn of 1954, raging 
floods in the Danube Basin destroyed or damaged corn and wheat crops ripening 
in the field and severe shortages of food and feed developed. About $11 million 
of surplus foods, mostly grain, were supplied to help meet the emergency, includ- 
ing $5.4 million to Czechoslovakia, Soviet-occupied Germany, and Hungary. 
All of these shipments were authorized in accordance with that provision of 
the legislation which authorizes transfers “to friendly but needy populations 
without regard to the friendliness of their governments.” Distribution of the 
food and feed was handled in all instances by international organizations. 

A few programs of a somewhat different nature than those described above 
have also been undertaken. For example, the United States has agreed to help 
Japan and Italy expand their school lunch programs by supplying foods over a 
3- to 4-year period. The United States contribution is reduced successively each 
year, while that of the country is increased proportionately. It is expected 
that the governments will maintain the programs at the expanded levels after 
United States assistance is terniinated. Relatively small amounts of raw cotton 
have been made available to United States voluntary agencies for manufacturing 
into bedding, towels, and shirts for free distribution to the needy in Korea, 
Germany, and Italy. Because of the relatively high cost of processing, which 
must be borne by .the, voluntary agencies, programs of this kind are likely 
to continue on a very limited scale. 
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Public Law 480, title II program, July 19565 to Apr. 30, 1957 


[Million dollars—CCC cost] 
Area and country 


Europe----.- 


ME a, ig cond Bina 
Czechoslovakia_--- - - 
Germany—Federal Republic_- 
Germany—Soviet — oud 
Hungary 

Italy 

Yugoslavia 


Ane fo Sa: 


Libya_- 
a 


Near East and South Asia- 


Afghanistan_ _-_- 


DINE nin itttantnah aedisnl ne 
-. ~Saae 


ar ee ca ie aekiheteasies ae abide < eeuhinihbene reali a 
Os cori alta: enotan vasa te daa a sli etic iced bidiareneeaiiiectactis eed 


Latin America 
Bolivia 
British Honduras 


Costa Ri 
Guatemala 


Christmas holiday 
Title III, foreign donations, 


Grand total 


Public Law 480, title II, programs commodity summary—July 1955-Apr. 


[Million dollars—-CCC eost] 
Commodities: 

Bread grains__.-_-- UL od edeuu sus oul Joab ad 2. eae tal oie 
IO on ocala cae ae ee iss rai emaacti 
RT Ns <r: Shas tabled leis kn dlc ca ca es ad a 
Wry ree 6 seOOd HUN Tue 20 Suni MAG = 5 an Ws, VOUL ARTA 
Milk and milk products 

mace ON Tot oe AD OL. MOU RE ete Leathe Uae 
Cotton 


Ocean freight: 
Title II shipments 
Title III foreign donations 


Grand total 


we 


NICIW eH OW 


PNHNA®ANNWwWO! O&O 


16. 7 
17. 1 


299, 4 
30, 1957 


135. 
20. 
32. 


rele Oo Wl COON fob 
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VIL. TITLE III, PUBLIC LAW 480, VOLUNTARY AGENCY FOOD DISTRIBUTION 


A. Introduction 


Section 302, title III, of the Agricultural Trade Development and Assistance 
Act of 1954 (Public Law 480, as amended) authorizes donations of surplus foods 
in CCC stocks to United States nonprofit voluntary agencies registered with and 
approved by the Advisory Committee on Voluntary Foreign Aid of ICA. Dona- 
tions may also be made for distribution abroad by intergovernmental organiza- 
tions such as UNICEF. 

Ocean freight costs on shipments of these surplus foods by the voluntary agen- 
cies may be financed under the authority of title II of Public Law 480 which is 
administered by ICA. Until fiscal year 1957, ocean freight costs paid by the 
United States on these shipments were financed from funds appropriated pursu- 
ant to the Mutual Security Acts. 


B. Participants 


Fifty-five voluntary agencies which operate in about 80 countries and areas 
are registered and approved by the Advisory Committee. Twenty-five volun- 
tary agencies are participating in the surplus-food-distribution program in fiscal 
year 1957 in addition to UNICEF and, to a limited extent, the American Red 
Cross. Distribution of foods is being carried on in 59 countries by the voluntary 
agencies. 


C. Planning and coordination 


Voluntary agencies participating in the surplus food distribution program are 
required to submit an annual plan of operation for each country for review 
and approval by ICA and the Department of Agriculture. These plans may be 
revised later on a quarterly basis. Plans include an estimate of the amounts of 
foods required, the number of recipients, proposed methods of distribution and 
other relevant data. The agencies are responsible for assuring that there is a 
real need for free distribution of food which could not be met through other 
means. Each agency must be represented by a United States national in every 
country in which there is a free surplus food distribution program. Coordinating 
committees have been established in most of the principal receiving countries in 
which two or more voluntary agencies are operating. These committees, com- 
prised of representatives of the voluntary agencies, the foreign government and 
the United States, review proposed plans of operation in order to eliminate possi- 
ble overlapping of distribution and to assure, insofar as possible, that the pro- 
posed programs will not conflict with other United States surplus-disposal pro- 
grams. All programs are reviewed in Washington by ICA and the Department 
of Agriculture, and by the Interagency Staff Committee with particular reference 
to assuring that they will not displace normal commercial trade or interfere with 
other United States surplus disposal programs. 


D. Distribution 


Processing, packaging, and other related costs of the foods are financed by the 
United States Government under the authority of title III of Public Law 480. 
Ocean freight costs may be financed under title II of the act or may be paid 
in whole or in part by the agencies or by the governments of the recipient 
countries. If the United States finances freight costs, the foreign governments 
must agree to accord duty-free entrance to these shipments and to defray inland 
transportation and related costs. In those instances in which the United States 
does not finance ocean freight, the costs of transportation and distribution may 
be paid by the foreign governments or by the relief agencies. The commodities 
are clearly identified as a gift of the people of the United States and are given 
free to needy persons who do not have the means to buy them. 


E. Size of program 


In fiscal year 1956 about 1.2 billion pounds of surplus foods, valued by CCC at 
$302.5 million, were approved for donation to United States voluntary agencies 
and intergovernmental organizations. Donations to UNICEF, the major recipi- 
ent outside of the voluntary agencies, included 126.4 million pounds of nonfat 
dry. milk. Ocean freight, charges, amounting to about. $12.5 million, were 
financed by mutual security funds. 

For the first 9 months of fiscal year 1957 (July 1956 to March 1957) approved 
donations totaled 1.3 billion pounds, valued at $182.9 million. About 62 million 
pounds of dry milk was approved for donation to UNICEF during this period. 
About $17 million of freight charges were financed for this period under title 
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II. On a preliminary basis, the Department of Agriculture estimates that 
total donations of food for fiscal year 1957 may amount to 1.9 billion pounds 
ut a CCC value of $2 70 million. ICA estimates that ocean freight charges may 
reach a total of $25 million for fiscal year 1957. 

The increase of nearly 60 percent in the expected gross volume of donations 
in fiscal year 1957 compared to the previous year arises primarily from the large 
increase in donations of grains and grain products. Wheat and corn were avail- 
able for about the last 6 months of fiscal year 1956. Starting with fiscal year 
1957, these commodities were available largely in the form of wheat flour and 
cornmeal. About twice as much rice was used in fiscal year 1957, although 
it was no longer available after December 31, 1956. .Some of the relatively high- 
priced commodities, such.as butter, butter oil, and shortening have not been 
available in fiscal year 1957. This accounts for the decrease of about 10 percent 
in the expected CCC cost of commodities for fiscal year 1957 compared to the 
previous year. 


Commodities approved for donation for foreign relief through United States nonprofit 
voluntary agencies and intergovernmental organizations, fiscal year 1956 and 
July—March, fiscal year 1957 


| 
Fiscal year 1956 | July—March, fiscal year 1957 


Million | Million | Million 
dollars at | pounds dollars at 
CCC cost ! CCC cost ! 


| 
~ intpemlicemmeneiee . . nemasiod al _ 


Commodity 
Million 
pounds 


Dry Denme..4...--.:. 

Butter 

Butter oil - - 

Cheese- __- aes ht Nes. said 

Nonfat dry ile. osc pbskeldudesaanted 1.2 | 
Shortening. — 

Cornmeal _- 

Wheat. 

Wheat flour_.....- es 
i 12.6 


Goabveteds 2 :ui 200) ol sdde: x fobep eg stl , 220.5 | 302. ! 
Ocean transportation ‘ ; 12. 17.0 





315. , 287. 199. 9 


1 Includes cost of commodity to CCC, warehousing, transportation to United States port, processing, 
repackaging, and miscellaneous handling "ch: arges financed by the United States. 

2 Butter equivalent of 79.2 million pounds of butter oil. 

3 Including donations for UNICEF of 126.4 million pounds in fiscal year 1956 and 62 million pounds in 
July—March, fiscal year 1957. 

4 Financed by the United States in fiseal year 1956 under the Mutual Security Act and in fiscal year 1957 
under title II, Public Law 480: ’ 
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United States nonprofit voluntary agencies participating in United States 
surplus food distribution programs in fiscal year 1957 under title III of the 
Agricultural Trade Development and Assistance Act of 1954 (Public Law 480, 
as amended) 


American Friends of Austrian Children 
American Friends Service Committee 
American Jewish Joint Distribution Committee 
American Korean Foundation 
American Middle East Relief 
American Mission to Greece 
Assemblies of God—Foreign Service Committee 
Catholic Relief Services—National Catholic Welfare Conference 
Church World Service 
Congregational Christian Service Committee 
Cooperative for American Remittance to Everywhere (CARE), Inc. 
Foster Parents’ Plan 
Hadassah 
International Rescue Committee 
Iran Foundation 
Lutheran World Relief 
Mennonite Central Committee 
Romanian Welfare 
Tolstoy Foundation 
Unitarian Service Committee 
United Lithuanian Relief Fund of America 
United Ukrainian American Relief Committee 
Voluntary Border Relief 
World Relief Commission of the National Association of Evangelicals 
World University Service 
APPENDIX 


The following has been excerpted from ICA’s testimony in hearings before 
a subcommittee of the House Committee on Government Operations in April 
1957 : 

“The following represents a very brief summary of some of the major steps 
which are customarily taken to make sure that (@) probable future sales under 
Public Law 480 and (0) the present anticipated availabilities of local cur- 
rencies from past or probable future sales under Public Law 480 are fully 
taken into account in (i) developing mutual security budget estimates with 
respect to required mutual security aid and (ii) the actual implementation of 
the mutual-security program once Congress has appropriated funds.” 

A. The initial program guidelines, issued at the time of the annual budget 
eall, in addition to stating these general rules, prescribes in detail how the 
problem is to be handled and call for extensive information with respect to past 
and prospective Public Law 480 sales and local currency availabilities. These 
guidlines are distributed widely to interested Washington offices and are made 
available in considerable numbers to each overseas mission and embassy. The 
relevant excerpt from the fiscal year 1958 guidelines reads as follows: 

“(1) The relationship between the mutual security program and fublic Law 
480 extends not only to that aspect of Public Law 480, which is designed to 
accelerate development and increase consumption but also to any Public Law 
480 transaction, including, among others, those designed to build up stocks, meet 
famines, regain the United States share of the market, ete. 

“(2) It is necessary to take account of this close relationship, and to assess 
its impact upon mutual security requirements when developing the budget year 
(fiscal year 1958) program. During the current year (fiscal year 1957) it will 
only rarely be possible to use Public Law 480 transactions to meet requirements 
which would otherwise have to be met, if at all, from mutual security program 
funds. Therefore, if the mutual security programs are adjusted to take ac- 
count of Public Law 480 transactions, it will have to be done during the period 
in which the fiscal year 1958 program is being developed. 

“(3) Public Law 480 transactions may have any 1 of 3 effects upon the 
mutual security program requirements for fiscal year 1958: 

“(a) First, to the extent Public Law 480 resources fully substitute for mu- 
tual security program requirements, the estimates of such requirements should 
be reduced accordingly. This reduction is a function of (1) local currencies 
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generated or expected to be generated as a result of Public Law 480 sales 
agreements and (2) commodities which will be provided under Public Law 480 
sales agreements. 

“(b) Second, if the level of the mutual security program for a country cannot 
be reduced as a result of a Public Law 480 program without harm to our 
objectives it may be that United States interests will be served by adjusting 
the composition of the mutual security program, for example, by decreasing 
the imported salables component and increasing another component. 

“(c) Third, in some instances, a Public Law 480 program may be undertaken 
with certain developmental activities in mind, which may create such a large re- 
quirement for foreign exchange, in order to implement such projects, that in 
order to take advantage of an opportunity to make a major gain toward the 
achievement of our objectives it will be necessary and advisable to increase the 
mutual security program illustrative figures for such country. 

“(4) At each successive stage of review of the mutual security program 
submissions, these tests of the mutual security program requirements should 
be made: 

“(a) Is it necessary to provide, in the mutual security program, surplus 
agricultural commodities in the amount proposed, taking into account future 
deliveries of such commodities from (i) multiyear sales agreements signed or 
anticipated to be signed in the current year and (ii) sales agrements antici- 
pated to be signed in the budget year? 

“(b) Taking into account the Public Law 480 programs enumerated in (a) 
above, and any foreign exchange relief which such programs may afford the 
recipient country, is it necessary to provide in the mutual security program in 
the amount proposed nonsurplus agricultural commodities which are designed 
to cover foreign exchange deficiencies of the host country? 

“(e) Taking into account the local currency accruals under Public Law 480 
sales agreements previously signed or anticipated to be signed through June 30, 
1958, is it necessary to provide in the mutual security program in the amount 
proposed, imported salables for the purpose of producing local currencies? 

“(d) Taking into account the opportunities for development resulting from 
Public Law 480 transactions, is it necessary, and if so, is it in the United States 
interest to supply additional foreign exchange (in excess of that which would 
otherwise have been proposed) in order to capitalize upon such opportunities? 
And if so, can this be supplied by changing the composition of the mutual se- 
curity program, by calling upon nonmutual security program foreign exchange, 
or must it be supplied by a net addition to the mutual security program for such 
country? 

(5) In applying these tests certain basic rules should be kept in mind: 

“(a) Either the commodities shipped under Public Law 480 or the local cur- 
rency proceeds therefrom or a combination of both may substitute for mutual 
security program requirements, depending upon the nature of the justification 
for the proposed mutual security program. 

“(b) To the extent that a Public Law 480 transaction substitutes for mutual 
security programs, the latter should be reduced. In making this judgment, 
reference should be made to the answers to the questions raised in III-B above 
about the purposes which the mutual security programs are intended to accom- 
plish. For example, if these purposes are political and the Public Law 480 
transaction has an economic effect only, the Public Law 480 transaction does not 
substitute for the mutual security program. 

“(c) In order to relate Public Law 480 local currencies to the mutual security 
program, programers should consider (i) the backlog of unutilized local cur- 
rencies expected to be available in fiscal year 1958 and (ii) the local currencies 
estimated to be derived from fiscal year 1957 and fiscal year 1958 sales (or 
where applicable, title II) transactions. In order to relate Public Law 480 
commodities to the mutual-security program, programers should consider sales 
agreements estimated to be signed in fiscal year 1958 only. This means that 
assumptions will have to be made as to Public Law 480 sales transactions which 
will take place as far away as fiscal year 1958. In order that these assumptions 
can be reviewed at each successive stage, they should be clearly stated. 

“(d) For purposes of making this interrelationship between Public Law 480 
and the mutual-security program, the following assumption should be made: 

**(1) fiscal considerations will not generally inhibit the making of as 
large a sales agreement in any given country as might be indicated by other 
considerations ; 
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“(2) the United States Government will make a more concerted effort 
than in the past to use title I of Public Law 480 transactions as a device 
for increasing consumption and accelerating economic development ; 

“(3) to this end, consideration will be given to using the local currency 
proceeds of sales for the benefit of the host country in higher proportion 
than was generally the case previously ; 

“(4) consideration will be given to engaging in long-term agreements of 
up to 3 years with the usual caveat about the availabilities of such com- 
modities in surplus supply at.the time of their delivery ; 

“(6) The above discussion on substituting Public Law 480 for mutual-security 
program funds applies only to the nonmilitary portion of the MSP. Ordinarily, 
where it proves possible and advisable to use local currencies to procure things 
which would have been procured from the mutual defense assistance appropria- 
tion, it is assumed for purposes of this exercise that the latter appropriation 
will be used to reimburse the CCC account in the Treasury for currencies so used.” 

In addition, tables and other submissions which are prescribed for submission 
with each country program call for specific information or estimates covering: 
(a) past and assumed future Public Law 480 sales; (b) Public Law 480 cur- 
rencies then available and expected to become available through such sales, and 
the timing of their availability; and (c) anticipated uses, insofar as these 
can be forecast. 

B. The programs as developed in the field missions are reviewed in Washington, 
and one part of that review consists of its examination by the Office of Food 
and Agriculture of ICA, which is in turn in constant touch with the Department 
of Agriculture and persons in the Department of State familiar with foreign 
agricultural and trade matters. The judgments of this office, and of the agencies 
with which they work, and all aspects of Public Law 480 assumptions are made 
available to, and discussed with, the several regional programing offices for 
use in framing their final proposals, as well as to Mr. Hollister; and any differ- 
ences of view on this point will be noted in the programs finally transmitted to 
Mr. Hollister. The importance of a very careful review of these matters was 
emphasized by the Director of ICA in final instructions from him governing 
the final Budget Bureau program submissions. One of the relevant excerpts 
reads as follows: 

“2. Special emphasis on certain problems.—In preparing the programs to be 
submitted, and in the submissions themselves where appropriate, I wish special 
attention to be given to two problems that greatly concern me. ‘The first problem 
relates to the extent to which Public Law 480 transactions, or the local cur- 
rencies derived therefrom, are really taken into account in developing our aid 
proposals. I want to be sure that they are fully and realistically taken into 
account in preparing the fiscal year 1958 programs, and at the hearings I 
will wish to learn why, in some countries where large Public Law 480 programs 
are operative, it is not possible to limit increases in, to reduce, or further to 
reduce, our mutual-security program.” 

C. In the extensive budget hearings conducted in ICA by the Director of ICA 
following receipt of the refined program proposals from the various regional 
programing offices, and in which, in addition to representatives of all interested 
ICA offices, representatives of the Bureau of the Budget, the Treasury Depart- 
ment, the USIA, the State, and other interested agencies participate, the 
validity and implications of assumptions made with respect to Public Law 480 
are examined and discussed, usually on a country-by-country basis. At this 
point any differences of view on such assumptions among the program offices, 
the Office of Food and Agriculture (ICA), and the Department of State can be 
fully discussed. 

D. The Office of the Deputy Director of ICA for program and planning, in 
preparing final staff recommendations to the Director of ICA with respect to the 
level of funds to be requested by him for the ensuing fiscal year, and staff account 
in preparing the fiscal year 1958 programs, and at the hearings I will of the 
Bureau of the Budget and of the Secretary of State in making comparable 
recommendations to the Director of the Bureau and the Secretary of State, have 
available to them all of the foregoing information concerning, and normally take 
into account and make assumptions concerning the past and prospective Public 
Law 480 transactions and local currencies flowing therefrom. 

E. The Director of ICA, the Secretary of State, and the Director of the Bureau 
of the Budget normally have available to them, when they reach the decisions 
required of them concerning the total request for funds to be proposed to the 
President for inclusion in his budget for mutual-security purposes, the key 
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information and basic assumptions concerning Public Law 480 which are refer- 
red to above. 

F. When a decision has been reached by the President as to the 1-line figure to 
be included in his budget estimates for mutual-security programs for the ensuing 
fiscal year and the programing problem becomes one of developing refined pro- 
grams for congressional presentation within the ceiling of this 1-line figure, pro- 
gram offices are required to reexamine and refine their previous program 
proposals in the light of, among other things, Public Law 480 sales and. local 
currency prospects. For example, the formal instructions from the Director of 
ICA directing the preparation of fiscal year 1958 programs for congressional 
presentation contained the following provision (the reference to part IV—E-1 
of August 17 memorandum is to the material quoted under paragraph A above) : 

“D. Assumptions and guidelines with respect to agricultural surpluses: 

“1, The assumptions and guidelines contained in part IV—E-1 of my memor- 
andum for the directors of United States operations missions dated August 17, 
1956, and entitled “Development of the Fiscal Year 1948 Mutual Security Pro- 
gram” with respect to (@) the inclusion of agricultural surpluses in the fiscal 
year 1958 mutual-security program and (0b) the relationship of past and pro- 
jected Public Law 480 transactions, and the local currencies deriving. from 
certain of those transactions, to the development of the mutual-security program, 
will apply in making the distribution of funds called for in II-B above and in 
the subsequent development of programs for the congressional submission. 

“2. In order to assure that the proposals for the use of agricultural surpluses 
under section 402 and under Public Law 480 for each country are reasonable 
from the program, the political, and the commodity points of view, and that the 
totals under each program are reasonable, each regional ICA office, after con- 
sultation with its counterpart regional office in State, will work with S/Food 
in the development of joint recommendations as to the amounts and types of 
agricultural commodities which should be illustratively programed or assumed 
for each country showing section 402 illustrative programs and Public Law 480 
title I sales assumptions and planned uses of currency (by pertinent subsections 
of sec. 104) for both fiscal years 1957 and 1958. S/Food will assemble these 
joint views and submit them to DD/P at the earliest possible time but not later 
than March 1, identifying any disagreements which might still exist. As soon as 
possible thereafter, I will issue an appendix to this document containing the 
section 402 amounts to be illustratively programed and the Public Law 480 
fiscal years 1957 and 1958 assumptions to be made.” 

G. Following appropriations action by the Congress, when it becomes neces- 
sary to develop final operating programs within the appropriations allowed, 
programing offices are required to prepare such programs, taking into account 
the latest information with respect to Public Law 480. 


In conclusion, I would suggest that the balance of this afternoon’s 
presentation be incorporation in the record. 
(The statements above referred to are as follows :) 


STATEMENT OF LEONARD J. SAccto, ICA, ON THE INVESTMENT GUARANTY PROGRAM 


We are authorized by Congress to offer three types of insurance or guaranties 
with respect to foreign investment: (@) Insurance against nonconvertibility of 
invested funds and profits thereon; (0) insurance against expropriation, and (c) 
insurance against war damage or loss. In order that the United States Gov- 
ernment may be subrogated to the rights of the insured in the event that 
insurance must be paid, the countries are asked to enter into general agree- 
ments with respect to this program and must, of course, approve each individual 
case. “ 

With respect to war-risk insurance we have had some difficulty working out 
the form of the guaranty. The NAC did not approve the general principles 
which we submitted for consideration until last January. However, progress 
under this program is now being made. We are actively negotiating bilateral 
agreements with 7 interested governments, and on May 3 signed an agreement 
with Taiwan. Country agreements as to other types of insurance have now 
been negotiated with 33 countries compared with 30 as of December 31, 1955. 

Since December 31, 1955, the total of guaranties issued has increased by 
51 percent from $94.6 million to $142.8 million. In the same period pending 
applications have risen from 273 million to 620 million. We charge one-half 
of 1 percent per year for each form of insurance, and have collected to date 
$1,907,000 in premiums, There have been no losses as yet. 














568 MUTUAL SECURITY ACT OF 1957 


I would now like to introduce into the record a statement by Mr. Charles 
Warden, Chief of the ICA Investment Guaranties Staff, who is available to 
answer questions on this program. 


TESTIMONY OF Mr. CHARLES B. WARDEN, CHIEF, INVESTMENT GUARANTIES STAFF, 
INTERNATIONAL COOPERATION ADMINISTRATION 


My name is Charles Warden, chief of the investment guaranties staff. The 
year ending December 31, 1956, witnessed a steady and solid growth in the 
guaranty program. Guaranties issued increased by $28,944,224 (31 percent) and 
totaled $123,496,237 at the year’s end, while contracts in force as of the same 
date totaled $95,798,307. Since December 31, 1956, an additional $19,336,713 
in guaranties were issued bringing the total issued as of March 31, 1957, to 
$142,832,950. Fees collected as of March 31, 1957, amounted to $1,907,451—an 
increase of $540,254 since December 31, 1955. There have been no payments 
made under guaranty contracts to date. There are no pending claims. Applica- 
tions in process for convertibility and against expropriation totaled $501 million 
with an additional total of $120 million in tentative war risk applications, repre- 
senting a gross increase of 127 percent since December 31, 1955. This indicates 
a greater interest in the guaranty program and reflects a larger number of 
projects in the less-developed areas. 


WAR-RISK GUARANTY 


The sharp increase both in volume and complexity of the contracts and the 
addition of the new war-risk guaranty has forced the staff to concentrate on the 
backlog of guaranty applications immediately in front of us. 

At this time we seek no new appropriation and no added authority. Our task 
is to develop and expand the program within the framework of the present 
authority and to accommodate the applicants for guaranties. 

The new authority granted last year to guarantee against loss due to the risk 
of war has been translated into an operating policy statement which has been in 
the hands of investors since January, and a specimen contract since April. The 
response by investors has been more than expected and is evidenced by the filing 
of 13 tentative applications for a total of about $120 million in protection. Al- 
though we are prepared to undertake war risk guaranty contracts now, the 
processing of such applications awaits the amending of present bilateral invest- 
ment guaranty agreements so as to include this added risk. However, since 
most applications usually include requests for convertibility and expropriation 
coverage as well, we can proceed to prepare guaranty contracts for these two 
risks on the basis of present bilateral agreements. 

The legislation authorizing these guaranties requires that the United States 
Government become subrogated to the rights of the investor upon the payment 
of claims. A country’s acknowledgment of this right of subrogation is the basis 
for the requirement of an exchange of notes. Our right to own and make use of 
local currency acquired as a result of payments under the guaranty contract 
permits the convertibility guaranty. Our right to succeed to claims regarding 
expropriated property and the subsequent arbitration provisions in the event of 
intergovernmental disagreement give us the foundation for an expropriation 
guaranty. Similarly our right to succeed to an investor’s claims under a coun- 
try’s war indemnity program initiates the war risk guaranty. Usually a coun- 
try exchanges notes covering both convertibility and expropriation guaranties. 
In the past, some 30 governments have exchanged such notes with the United 
States. Amendment of these notes to include reference to war damage claims 
and the possibility of securing recoveries of war damages to which the investor 
may have zights is the phase of negotiation in which we are now engaged. One 
country, iwan, signed the war risk bilateral agreement on May 3. 

We developed the war risk policy statement after a wide study of all previous 
war risk programs. We presented it to a number of insurance experts in two 
meetings in New York. We are in their debt for most generous help on technical 
matters. 

DETERMINATION OF FEE 


We tied the war risk guaranty to physical property damage. We set the 
annual fee, after much searching, at one-half of 1 percent on the premise that a 
low and nominal rate would be the only kind of rate which could assist the move- 
ment of investment to the danger areas. Here the National Advisory Council 
on International Monetary and Financial Problems labored well and long and 
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arrived at the same conclusion we did, but suggested that after 10 years the fee 
be subject to revision. This was agreed to. 

Aside from the determination of the fee, our most difficult problem was to 
draw a line between the losses due to war alone and those arising out of revolu- 
tion and insurrection. Our policy statement on this is as follows: 

“This guaranty will protect against loss resulting from direct damage to or 
destruction of physical plant, equipment and facilities covered by the guaranty 
contract and caused by war or enemy attack including action taken by govern- 
mental authority in hindering, combating, or defending against an actual, pend- 
ing or expected enemy attack. This does not include consequential damage 
whether caused by a peril guaranteed against or otherwise, or damage caused by 
civil war, revolution, rebellion, insurrection, or civil strife arising therefrom, or 
action taken by governmental authority in hindering, combating, or defending 
against such an occurrence, or as a consequence of such an occurrence.” 

How will the war risk guaranty program go? This we do not know. So 
far the public interest is good. Only when there is a wider acceptance by the 
foreign governments can we be sure of its effectiveness and usefulness. 

Last year the Congress, in expanding the guaranty authority, also placed the 
program on a fractional reserve basis. This change from 100 percent backing 
of the guaranty contracts to approximately a 27 percent backing has had no 
discernible effect on the applications for guaranties and apparently has been 
accepted. 

During this last year development work on new country agreements and educa- 
tion of the foreign investing community at home has been reduced due to the 
onrush of business generated through the efforts of previous years and the 
inability of the staff to cover all phases of necessary work on the guaranty 
program. Domestically the program has been aided by the diligent support of 
the Department of Commerce officers, their publications, and field offices, and 
the good efforts of the financial press, the banks, the foreign-trade groups and 
other public spirited institutions. The Department of State has given the pro- 
gram full support in the negotiation of agreements. New agreements this year 
stand at 3, for a total of 33 in all, excluding war risk. Negotiations with addi- 
tional countries are being pursued. 

In the past the investment guaranty program has been called marginal and 
experimental. One of our guaranty officers with 40 pending applications before 
him, many from the most sophisticated of American firms in the foreign field 
and many repeat investors, would find that difficult to believe. 

We have been criticized for slow processing of applications. This is true. It 
will continue to be true until we can apply sufficient trained personnel to a 
rapidly growing program. It is a manpower problem made more difficult by the 
intricacies of international investment and the expansion of the program into 
new fields. Yet we are processing applications at a rate which permits the 
drafting of approximately three contracts a week for final negotiations with 
investors. This is a maximum effort to date but still indicates a 12-month 
backlog. 

What of the future? Despite an increasing volume of applications in Latin 
America—presently they total $40.6 million—actual contracts stand at only 3, 
for less than $1 million. Investment guaranties of convertibility do not pro- 
vide an adequate answer to investors with currency depreciation problems. 
Convertibility guaranties are protection against blockage. 

Blockage may be a simple stopping of currency transfers, or it may be accom- 
plished by making it more difficult to gain transfer privileges, as, for instance, 
through a discriminatory change in a multiple-rate system or the levying of 
prohibitive taxes on the purchase of foreign exchange. While we can offer a 
certain measure of protection against such discriminatory changes, we cannot 
protect against a general devaluation when no blockage or discrimination occurs. 
We are working with the Treasury Department and others in a continual en- 
deavor to adapt the convertibility guaranty to the problems of the multiple-rate 
systems existing in some Latin American countries. 

The less-developed areas have shown a decided and healthy rise in apyptlica- 
tion volumes from $165 million to $341 million in the last 15 months. 

To us, some of the answers for the less-developed areas lie in the eduction 
of foreign countries on climate matters and of potential United States private 
investors on investment opportunities. Too few governments are as yet con- 
vinced that investments must be worked for and must be encouraged. Invest- 
ment laws and regulations must be clear as to an investor's right to transfer 
earnings »nd free from burdensome restrictions. Too few Americans have made 
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the effort, on our side, to study less-developed areas and seek out investments. 
Guaranties cannot do this necessary groundwork. They can help, however. 

On the record the investment guaranties program has made substantial 
progress this last year. While not meeting the most sanguine of hopes of 
achievement, it has facilitated a significant number of investments at no cost 
to the Government. It should be continued and supported. 





STATEMENT OF LEONARD J. Saccto, ICA, oN INTERREGIONAL EXPENSES 


Expenses of program activities which relate to two or more geographical 
regions, e. g., Latin America and Far East, and which apply to more than one 
appropriation are administered in a single account “Interregional Expenses” 
which is financed by the benefiting appropriations. These expenses fall into 
two broad categories “Interregional projects” and “Interregional program 
expenses.” Interregional projects are those projects affecting more than one 
geographical region or appropriation. Interregional program expenses includes 
expenses of personnel in ICA and participating agencies engaged in backstopping 
the furnishing of technical assistance to other governments and their nationals. 
Also included are costs related to the provision of housekeeping and supporting 
services to United States technicians and contract employees overseas. 

A specific appropriation to cover costs incurred under this heading is not re- 
quested, as funding for these purposes is provided for in other mutual security 
program requests. The amount estimated to be obligated in 1958 for inter- 
regional projects is substantially the same as for 1957. It is anticipated that 
expenses for interregional program expenses will increase $1.7 million in 1958 
over the current fiscal year. This increase will provide for increased training 
and continuity of personnel, contribution to the civil service retirement fund 
heretofore borne by another governmentwide appropriation for this purpose, 
increased costs of training by various agencies, and additional State support 
costs. 





STATEMENT oF Mr. W. K. Scort, Depury Director FoR MANAGEMENT, INTERNA- 
TIONAL COOPERATION ADMINISTRATION, ON INTERREGIONAL EXPENSES 


The proposed expenses for fiscal year 1958 under this heading total $15,130,000. 
This. will provide $3,630,000 for interregional projects and $11,500,000 for inter- 
regional program expenses. No separate appropriation is requested to cover 
expenses incurred under this heading in view of the fact that funds for this 
purpose are provided for under other mutual security program requests. Under 
the provisions of section 522 (f) this special account is maintained for aceount- 
ing and control purposes and costs incurred for program activities which relate 
to two or more geographical regions and which apply to more than one appro- 
priation are initially charged to this account. As of the end of each fiscal year 
such expenses are finally charged to applicable appropriations. 

These expenses fall into two broad categories as follows: 

Interregional projects.—These are projects affecting more than one geo- 
graphical region or appropriation which are designed to assist in helping on a 
key problem of the less developed countries—the lack of technically trained 
personnel. 

In one way or another each project helps to meet this shortage. Through 
contracts with universities, land grant colleges and private institutions, tech- 
nical training is provided. Under contracts with similar groups the partici- 
pants are furnished technical publications and technical information lacking 
in their own country. 

Finally, we finance necessary supporting services needed to make the training 
experience successful such as orientation, provision of interpreters, and refresher 
courses in the English language. 

Under a contract arrangement with the State Department, their reception cen- 
ters meet incoming participants at ports of entry, welcome them to the United 
States, and see that arrangements are in order for them. The psychological value 
of receiving a warm welcome on arrival is of great importance in developing a 
favorable impression of the United States. 


ORIENTATION PERIOD FOR NEWCOMERS 


Rather than immediately plunging the newly arrived foreigner into his tech- 
nical training, he is given a period of orientation at the Washington International 
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Center which is operated by the American Council on Education under a con- 
tract ICA has with the State Department. Here, the program is designed to 
acquaint a foreigner with the main features of the American social, economic 
and political system. 

For those participants who need improvement in their English language 
ability in order to get the most out of their United States experience, additional 
language training is given under a contract with American University. 

Where a team is visiting the United States for a short-term project and their 
English is deficient, interpreters are supplied to accompany the teams. 

One of the major limiting factors of some of the less developed countries is 
their lack of understanding of the process of economic development. To provide 
participants with a background on the steps necessary in preparing plans for 
economic development, Vanderbilt University has developed a very successful 
training course under contract with ICA. 

ICA plans to continue a contract with the Tudor Engineering Co. to assist less 
developed countries by providing the necessary engineering review of economic 
development projects to insure economic and technical soundness. 


CERTAIN TECHNICAL LITERATURE AND PUBLICATIONS PROVIDED 


Most of the less-developed countries do not have available for their technicians 
the technical literature and other technical publications that are essential work- 
ing tools. There is frequently little awareness of recent technical developments 
which would be of invaluable assistance in improving the technical quality of 
their work. Through the interregional fund our technical offices supply and 
ship limited quantities of essential technical publications. These materials are 
also very useful for inservice training of participating country technicians who 
have not had the benefit of United States training. By making technical mate- 
rials available for training purposes, the quality of the participating government’s 
technical operations can be greatly improved. 


FOLLOWUP ACTIVITIES 


Finally, ICA has arranged contracts with a number of United States profes- 
sional societies under which the societies follow up on former ICA participants 
after they have returned to their homes to keep them in touch with late technical 
information and maintain their ties with the United States. 

While individual projects have and will continue to be terminated when they 
have served their purpose, there will be a need for activities of this kind as long 
as ICA has responsibility for technical assistance activities. 

Interregional program expenses.—This category of expense includes expenses 
of personnel in ICA and participating agencies backstopping the furnishing of 
technical assistance to other governments and their nationals. It ineludes tech- 
nical backstopping for field operations, including the development of technical 
material for use abroad, technical assistance to field personnel or in respect to 
field proposals, and related subprofessional, stenographic, and typing services. 

It includes ICA and participating agency costs related to the planning, sched- 
uling, and training of foreign participants including review of applications, 
placement, training and supervision of trainees, making travel arrangements, and 
evaluation of the results of training activities. 

Also included are costs related to the provision of housekeeping and supporting 
services to United States technicians and contract employees overseas by Em- 
bassy staffs thus eliminating to the maximum extent possible the necessity to 
establish separate facilities by ICA where such facilities already exist. 

This category of expenses also provides in fiscal year 1958 for (1) contributions 
to the civil service retirement fund heretofore financed from a governmentwide 
appropriation, and (2) provision for the financing on a worldwide basis the cost 
of an improved personnel program including expanded provision for employee 
training, the introduction of a small corps of junior technicians and provision 
for full staffing of key field technical positions. 

The increase of $1,665,000 contemplated in fiscal year 1958 will provide ap- 
proximately (1) $420,000 for contribution to the civil service retirement fund, 
(2) $1 million for the new personnel program, (3) $81,500 for increased costs 


of training for the Departments of Commerce and Labor, and (4) $163,500 for 
additional State support costs. 
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STATEMENT OF Mr. W. K. Scortr, Deputy Drrecror ror MANAGEMENT, INTER- 
NATIONAL COOPERATION ADMINISTRATION ON CONTROL ACT EXPENSES 


The purpose of the Mutual Defense Assistance Control Act of 1951 is to in- 
crease the strength of the United States and its allies and to impede the ability 
of the Sino-Soviet bloc to conduct military operations, by the maintenance of a 
system of security trade controls prohibiting or limiting the export to the bloc 
of strategic materials which would enhance its warmaking power. The mutual] 
defense assistance control (MDAC) program is 2n integral part of the coopera- 
tive defense effort of the free world. It is administered in a manner designed 
to preserve and promote free world security. unity, and strength. Continuing 
efforts are made to adjust the lists of strategic items to the realities of current 
world conditions and to achieve a more effective control of strategic trade by 
adopting and improving enforcement measures and procedures. 


ADMINISTRATION 


The administration of the security trade control program has, pursuant to the 
direction of the Secretary of State under an Executive order, been mude the 
responsibility of the International Cooperation Administration. The program 
is coordinated by the Deputy Director of ICA for MDAC. The Heonomic De- 
fense Advisory Committee (EDAC), composed of representatives of 11 Govern- 
ment agencies and chaired by the Deputy Director for WIDAC, serves as the 
coordinating machinery for the United States position on international security 
export controls. This committee is primarily an advisory body, but it also has 
some operational responsibility in matters affecting economic defense. 

Over 60 percent of the funds appropriated under this heading for 10956 and 
1957 and of the amount requested for 1958 are for allocation to Departments 
of State and Commerce for assisting in carrying out this act. 

The views of the United States Government are presented by the United 
States delegate to the Paris consultative group. This group examines and 
coordinates the strategic trade controls of 15 participating countries, includ- 
ing the United States, with the object of establishing an agreed international 
system of controls. The consultative group has two subordinate working par- 
ties—the coordinating committee and the China committee, the latter concen- 
trating on specialized controls over strategic shipments to Communist China 
and North Korea. Discussions in Paris are frequently attended by technicians 
from the various United States Government agencies who support the United 
States delegation with technical advice and data. 

It is contemplated that this activity will be operated in fiscal year 1958 at 
substantially the same level as at present. The slight increase in cost over 
fiscal year 1957 is largely attributable to the new requirement to contribute from 
this appropriation the Government's share of the civil service retirement fund. 





STATEMENT OF Mr. Leonarp J. Saccro, ICA, ON ADMINISTRATIVE EXPENSES, 
Section 411 (b) 


One of the smallest but nevertheless essential parts of the mutual security 
program authorization request is the provision for administrative expenses. 
The work of administering the nonmilitary assistance program has increased 
steadily as the program shifted to the less developed areas with less experienced 
governments and business communities and more difficult working conditions. 
The increase has been accelerated by the concomitant shift of the program from 
nonproject to project assistance. To illustrate this point, the amount of funds 
devoted to project type assistance has increased from $373 million in fiscal 
year 1955 to over $700 million in fiscal year 1957 and a further increase in fiscal 
year 1958 seems indicated. Highlighting the additional complications, project 
assistance, as you know, involves the furnishing of technicians, providing of 
training, and arranging for service contracts, as well as financing commodities 
and therefore requires considerably more administrative costs per dollar of 
assistance extended than required by the nonproject commodity import program. 
Unfortunately, funds available for administration have not kept pace. The 
resulting gap has been costly in terms of time and efficiency. Experience has 
taught us that we get the most from a dollar of assistance only when we give 
adequate attention to the economic usefulness and technical soundness of pro- 
posals before committing funds, and then follow up to see that they are effectively 
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used. This has not always been possible. The amount requested for fiscal year 
1958, involving as it does, an increase of $4.8 million is directed toward elimi- 
nating this deficiency. Even with such an increase, the administrative costs 
are estimated at less than 2 percent of the cost of programs administered, but 
they are vital to the effective use of the other 98 percent. Of the $4.8 million 
increase, $1.1 million represents the cost of contributing to the civil service 
retirement fund, heretofore borne by another governmentwide appropriation 
for this purpose and hence does not represent a real increase in costs. In real 
terms the increase is $3.7 million. 





STATEMENT OF Mr. W. K. Scorr, Deputy DrirectoR FoR MANAGEMENT, INTER- 
NATIONAL COOPERATION ADMINISTRATION, ON ADMINISTRATIVE EXPENSES, SEC- 
TION 411 (b) 


The proposed fiscal year 1958 appropriation for the administrative expenses 
requested under this authorization is $35 million. This provides for the admin- 
istrative expenses of the International Cooperation Administration and agencies 
other than the Department of Defense necessary to administer nonmilitary 
assistance programs. It excludes certain costs of the Department of State asso- 
ciated with its role of supplying foreign policy guidance to both ICA and DOD 
under the mutual security program for which a separate appropriation of 
$4,577,000 is requested for 1958 as authorized by section 411 (d) of the Mutual 
Security Act of 1954 as amended. 


ADMINISTRATIVE EXPENSES ESSENTIAL PART OF MUTUAL SECURITY PROGRAM 


One of the smallest but nevertheless essential parts of the mutual security 
program authorization request is the provision for administrative expenses. 
The work of administering the nonmilitary assistance program has increased 
steadily as the program shifted to the less developed areas with less experienced 
governments and business communities and more difficult working conditions. 
The increase has been accelerated by the concomitant shift of the program from 
bonproject to project assistance. To illustrate this point, the amount of funds 
devoted to project-type assistance has increased from $373 million in fiscal year 
1955 to over $700 million in fiscal year 1957 and a further increase in fiscal year 
1958 seems indicated. Highlighting the additional complications, project assist- 
ance, as you know, involves the furnishing of technicians, providing of training, 
and arranging for service contracts, as well as financing commodities and there- 
fore requires considerably more administrative costs per dollar of assistance ex- 
tended than required by the nonproject commodity import program. Un- 
fortunately, funds available for administration have not kept pace. The result- 
ing gap has been costly in terms of time and efficiency. Experience has taught 
us that we get the most from a dollar of assistance only when we give adequate 
attention to the economic usefulness and technical soundness of proposals before 
committing funds, and then follow up to see that they are effectively used. This 
has not always been possible. The amount requested for fiscal year 1958, in- 
volving as it does, an increase of $4.8 million is directed toward eliminating this 
deficiency. Even with such an increase, the administrative costs are estimated 
at less than 2 percent of the cost of programs administered, but they are vital 
to the effective use of the other 98 percent. Of the $4.8 million increase, $1.1 mil- 
lion represents the cost of contributing to the civil service retirement fund, here- 
tofore borne by another governmentwide appropriation for this purpose and 
hence does not represent a real increase in costs. 

The real increase of $3.7 million will provide for: (1) $1.3 million for the 
opening of new missions or provision of personnel in new locations in under- 
developed areas and additional costs of operations begun in fiscal year 1957 in 
Burma, Ghana, Morocco, and Tunisia, (2) $.5 million better to equip ICA to 
carry out more fully and with greater continuity its varied administrative repre- 
sibilities including expanded employee training programs, introduction of junior 
management personnel and additional personnel designed to insure as nearly as 
possible a full staffing of key positions in the field at all times, (3) $.6 million 
for salaries and related costs in fiscal year 1958 for discharge of Public Law 480 
functions authorized for fiscal year 1957 by section 411 (c) of the Mutual 
Security Act of 1954 as amended, (4) $1.1 million primarily for salaries and 
related costs of 85 new positions requested for fiscal year 1958 to improve quali- 
tatively ICA’s discharge of its administrative responsibilities under the mutual 
security program, and (5) $.2 million required for additional costs associated 
with expanded refugee activities of the Department of State. 
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STATEMENT OF LEONARD J. Saccro on Controx Act EXPENSES 


The 1958 Control Act expenses estimate is $1.3 million as compared to $1.175 
million for 1957. Funds provided under this title are used in administering 
the Mutual Defense Assistance Control Act, 1951, the purpose of which is to 
increase the strength of the United States and its allies and to impede the ability 
of the Sino-Soviet bloc to conduct military operations, by the maintenance of 
a system of security trade controls prohibiting or limiting the export to the 
block of strategic materials which would enhance its warmaking power. Over 
60 percent of the funds appropriated under this heading for 1956 and 1957 
and of the amount requested for 1958 are for allocation to Departments of 
State and Commerce for assisting in carrying out this act. 

The amount requested for 1958 of $1.3 million as compared with the 1957 
appropriation of $1.175 million will permit operations in 1958 at substantially 
the same level as for the current fiscal year. The increase of $0.1 million over 
1957 is primarily for contribution to the civil service retirement fund in accord- 
ance with Public Law 854, 84th Congress. 


STATEMENT OF Wirii1AM H. McCanon, Cuter, VOLUNTARY FoREIGN AID STAFF 
INTERNATIONAL COOPERATION ADMINISTRATION 


My name is William H. McCahon, I am Chief of the Voluntary Foreign Aid 
Staff of ICA and serve also as Executive Director, ex officio, of the Advisory 
Committee on Voluntary Foreign Aid. That Committee consists of nine 
members, all serving without compensation, and is chaired by Mr. Charles P. 
Taft. I have served in this capacity since July 1, 1953, and for 3 years prior 
to that as Associate Chief. In carrying out the responsibilities of this position, 
I have become closely. acquainted with the personnel of the American voluntary 
agencies and have had an opportunity to observe and obtain a personal knowledge 
of their varied activities abroad. I am convinced that these groups of private 
citizens play an important role in international relations which today is of 
great value to our country. Acting on behalf of the American people they, as 
private citizens, are extending a helping hand to friendly peoples around the 
world, who through circumstances beyond their control, need our assistance. 
The request we are making represents one material way in which the United 
States Government indicates its interest in supporting and furthering the over- 
seas activities of its own citizens’ groups. 


OCEAN FREIGHT SUPPORT 


For fiscal year 1958, an appropriation of $2.2 million is being requested which 
is $0.3 million less than last year’s appropriation. If approved the funds would 
be used to continue ocean freight support. for shipments of relief and rehabilita- 
tion supplies by approved American nonprofit voluntary agencies engaged in 
humanitarian activities abroad. Section 409 of the Mutual Security Act of 
1954, as amended, defines approved agencies as those registered with the Advi- 
sory Committee on Voluntary Foreign Aid, and the American Red Cross. These 
private agencies draw their principal support from voluntary donations of the 
American people both in cash and in kind. It has been conservatively esti- 
mated that their combined constituencies comprise at least 75 percent of the 
American people. The program is typically American, representing, as it does, 
a material expression of good will by our citizens for their less fortunate friends 
abroad. 

It is estimated that supplies valued at $32.8 million will have been shipped 
and distributed this fiscal year at a cost to the Government of $2.5 million. 
Thus each tax dollar spent to pay ocean freight costs is multiplied nearly 14 
times in terms of the value of the goods furnished and delivered. The funds 
requested for next year would, on this basis, move goods valued at approximately 
$29 million. These supplies include food, clothing, medical and hospital supplies, 
school supplies, handtools for trades and agriculture, and other self-help sup- 
plies. Many of these goods are donated in kind without any cash contribution 
to cover delivery costs. Hence, the value to the agencies of ocean freight 
support without which the program could not go forward. The whole activity 
is of unique imporance in terms of its contribution to international friendship 
and goodwill because it represents people-to-people giving at levels not normally 
reached by government-to-government aid programs. 
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AGREEMENT FOR DUTY-FREE ENTRY 


In each case, before expending funds appropriated for this purpose, a formal 
agreement is entered into between the United States and the receiving govern- 
ment under the terms of which the latter guarantees duty-free entry of. these 
goods and payment of inland transportation costs from the port of entry to 
the ultimate point of distribution. The American voluntary agencies for their 
part bear the cost of solicitation, processing, warehousing, packaging for ex- 
port, and transportation to United States ports, as well as maintaining United 
States citizen representatives abroad to supervise distribution and to insure that 
the supplies reach the persons for whom they are intended. Thus, the program 
represents a three-way cooperative arrangement between the American voluntary 
agencies, the United States Government, and the foreign governments, with each 
contributing materially to its success. All goods are clearly marked to identify 
their United States origin. These markings bear the United States emblem and 
the wording “Gift of the American People—Ocean Freight Paid by the United 
States Government.” Also, the origin of the supplies is made known to the 
individual recipients through the United States citiizen representatives of the 
agencies, resident in the countries of distribution. 

These private agencies are carrying on many other activities and services 
of interest to the United States. They constitute a useful channel through 
which United States agricultural surplus commodities can be distributed to 
needy people abroad. Over the past several years, they have taken on ever- 
increasing responsibilities in moving substantial quantities of these surpluses. 
They are also active in the fields of technical assistance and refugee resettlement. 
In the latter field, their outstanding services on behalf of Hungarian refugees 
is still vividly in mind. 

ORGANIZATIONS PARTICIPATING 


The following 31 agencies are those which now benefit from participating in 
the ocean freight subsidy: American Baptist Relief; American Friends of 
Austrian Children; American Friends Service Committee; American Jewish 
Joint Distribution Committee; American Mission to Greeks; American ORT 
Federation; American Red Cross: Assemblies of God—Foreign Service Com- 
mittee; Brethren Service Commission ; Catholic Relief Services—National Cath- 
olic Welfare Conference; Church World Service; Congregational Christian 
Committee; Cooperative for American Remittances to Everywhere (CARB), 
Inc.; Foster Parents’ Plan; Heifer Project; International Rescue Committee; 
Iran Foundation; Little House of Saint Pantaleon; Lutheran World Relief: 
Mennonite Central Committee; Near Hast Foundation; Pestalozzi Foundation 
of America; Refuge des Petits; Roumanian Welfare; Salvation Army; Save the 
Children Federation; Tolstoy Foundation; Unitarian Service Committee: 
United Lithuanian Relief Fund of America; World Relief Commission of the 
National Association of Evangelicals, and World University Service. 


STATEMENT OF LEONARD J. SACCIO ON OCEAN FREIGHT SUPPORT FOR VOLUNTARY 
AGENCY RELIEF SHIPMENTS 


This request is to make possible the continued support of our American volun- 
tary agencies by paying ocean freight costs on their relief shipments abroad. 
The $2.2 million requested is $300,000 less than was appropriated last year for 
this purpose. This reduced amount should prove adequate, however, since it is 
based on the participating voluntary agencies’ own estimates of the volume to be 
moved in fiscal year 1958. There is no United States Government procurement 
costs involved here. The goods are supplied by the voluntary agencies and repre- 
sent free donations of the American people. Thus for each tax dollar spent, sup- 
plies valued at about $14 are delivered to needy persons in friendly countries 
abroad. 

Thirty-one private groups are cooperating in this program in 17 foreign coun- 
tries. The names of these agencies, as well as the countries of distribution, are 
listed on page 108 of the presentation book. Over the years we have developed 
a close working relationship with United States voluntary agencies. Their activ- 
ities and services abroad in the fields of material aid, refugee resettlement, and 
technical assistance are considered to be a valuable supplement to the official 
programs of Government. 








Sa 
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STATEMENT OF LEONARD J. Saccto, ASSISTANT TO THE DIRECTOR FOR CONGRESSIONAL 
PRESENTATION, INTERNATIONAL COOPERATION ADMINISTRATION, IN PRESENTING 
THE MALARIA ERADICATION PROGRAM 


Among the nonregional programs of the International Cooperation Administra- 
tion is a new program entitled “Malaria eradication.” 

For this program you will see that we have identified $19.4 million in fiscal 
year 1958 within the special assistance category. In addition, you will see that 
$3.9 million for fiscal year 1958 is justified in individual country programs, 
making a total of $23.3 million for fiscal year 1958. 

Since there is a large technical element to this program, I have asked Dr. 
Eugene P. Campbell, Acting Chief of the Public Health Division of ICA, to make 
a very short (4-minute) statement describing the program. 

With Dr. Campbell is Dr. Paul F. Russell of the Rockefeller Foundation, 
world-renowned authority on malaria, who has a short statement for insertion 
in the record and who has offered to answer technical questions on this matter. 

Since this is a new program, in addition to the statements of Dr. Campbell and 
Dr. Russell, I would like to offer for the record the full description of this pro- 
gram as it appears in the nonregional presentation volume, pages 119-132. (See 
below. ) 


MALARIA BRADICATION PROGRAM—NONREGION AL 
I. SUMMARY 


The program in brief.—The following is a proposal that the United States Gov- 
ernment, through the International Cooperation Administration, participate in a 5- 
year worldwide program to eradicate malaria in collaboration with the nations 
of the free world and the World Health Organization, the Pan American Sanitary 
Organization and the United Nations children’s fund. 

Economic aspects——Malaria is one of the greatest deterrents to economic 
progress, being responsible for low labor efficiency, high absentee rates, low 
rate of capital investment, low learning capacity and neglect of natural resources. 

The conversion of present malaria “control” programs to malaria “eradication” 
will increase the per capita eosts during a 5-year period, but the savings after 
this period will more than pay for the increase by making continued “control” 
expenditures unnecessary. 

Technical feasibility—The technical practicality of malaria eradication is at- 
tested to by the Public Health Division of ICA, the United States Public Health 
Service, the International Development Advisory Board, the World Health Or- 
ganization. the Pan American Sanitary Organization and the United Nations 
children’s find. Furthermore, unless this unique opportunity is exploited without 
delay it may be lost due to development by mosquitoes of resistance to the in- 
secticides that now make eradication technically and economically possible. 

Political valwe.—Antimalaria work has repeatedly proven to be one of the 
most highly welcomed and appreciated activities by the large numbers of people 
benefited. This program would be certain to win tremendous numbers of friends 
for the United States at all levels. 

Program participation.—The actual participation of more than 60 free na- 
tions to date and the declared intentions of most nations at the 1955 World 
Health Assembly meeting justifies the anticipation that other countries will 
participate in the funding of this program on a basis of 3 to 1 or better in the 
next 5 years (see table 2). 


Estimated obligations and expenditures 
(Dollars in thousands] 
Fiscal year 1957 
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Summary of program 


CA UNO oo oh cca = & > + ose 6 Me Al ak i a eae ek alee (*) 
WEE Se BOO oc n cnc enownnennnckndnnse eee tet iene (1) 
per mems VORP 1008. oo eee eae ae 2 $19, 400 
Detail of program 


[Millions of dollars] 
Bilateral programs: 


WG Loosen. aeculh ales tublieilc il we oo ee 5.0 
bndometaecoie luted ie ce i alee bade 3.0 
Undistributed by country : 
Near Mast an@ south Asie@_ou 6 ici he it ad 2.1 
OT AGE sk hl nt ES od eee ed a Se 2 "2 
Retin  Ameries wo 618k win cd eid Cee ea aed 2.1 
Sabboteliieigec. oc 35 aie ait ee el er eb or 12.4 
Contributions to multilateral organizations: 
World Health Organization (WHO) -___.-_-._..___-______________ 5.0 
Pan American Sanitary Organization (PASO) _~.-..._-.-_____-_ 2.0 
Gubtetel ois toi de a a ee Saeed 7.0 
Wore .eaesaut sels ee. ee ee a ee 719.4 


1 Included in armrepetate individual country and regional programs reflected elsewhere 
in this presentation. 


2 Excludes $3.9 million included in individual country programs justified elsewhere in 
this presentation, 
il. NEED FOR THE PROGRAM 
Malaria—its widespread distribution and incidence 


Malaria is the world’s greatest health problem, attacking some 200 million 
persons in 1955 in 185 countries and territories of the world and directly killing 
some 2 million people. More important than its relatively low death rate, 
malaria tends to cause chronic anemia, physical disability, and mental lethargy. 

Malaria is primarily, but not exclusively, a rural disease occurring through- 
out the tropical and subtropical areas of the world with varying intensity. 
Excluding tropical Africa (except Liberia and Ethiopia) 618 million people 
in 60 countries of the free world are presently living in malaria infested areas. 

Malaria is an acute parasitic disease spread by certain species of mosquitoes 
and characterized by intermittent episodes of incapacitating chills and fever 
due to the simultaneous rupture of large numbers of red blood cells. Untreated, 
the initial attack will burn itself out in a few weeks, but may leave a nest of 
parasites in the body, giving rise to recurrent acute attacks over a period of 
years. Except among primitive peoples subjected to repeated infections from 
birth, no substantial immunity is produced. Consequently, over the years, there 
may be a piling up of new infections upon old, producing progressive anemia 
and disability. 

Significant characteristics of the disease, therefore, are (1) that it is easily 
spread from infected persons to large numbers of others by the bite of par- 
ticular types of mosquito, (2) that it has an incapacitating acute phase some- 
times spread over a period of weeks, and (3) that it produces progressive anemia 
and debility through recurrences and reinfection. 

The economic significance of malaria.—Malaria has an adverse effect on in- 
dustry, agriculture, education, economic development, private investment and, 
indeed, on almost every type of human activity. No aspect of the economic 
and social life of a malarious community is immune to the effects of this disease. 
It is a major cause of high medical costs, low-labor efficiency, low learning 
capacity, high absentee rate, low rate of capital investment, neglect of natural 
resources. For example, the Creole Petroleum Corp. in Venezuela estimates 
that the cost to the company in the period 1940-46 from malaria in a camp 
employing 1,400 was over $400,000 a year. In 1947, a DDT-spraying program 
costing approximately $50,000 a year was started and within 2 years malaria 
virtually disappeared, at a net saving of $350,000 a year. 

Prior to malaria eradication in the United States in 1946, it was conservatively 
estimated that this disease cost the United Staes economy $500 million a year. 
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We have now been free from the economic drain for a decade resulting in a sav- 
ing of some $5 billion. However, malaria is still costly to the United States and 
other nonmalarious countries. For example, the United States draws 60 percent 
of its imports from, and sends 40 percent of its exports to countries where 
malaria is prevalent. Malaria control among laborers who produce the goods 
purchased by the United States requires on the average at least 5 percent of the 
annual production budgets. This constitutes a hidden malaria tax of more than 
one-third billion dollars paid annually by the United States on its imports. The 
total value of the business lost to American exporters because of the poverty 
directly due to malaria is certainly huge. 

Antimalarial progress to date.—There is evidence of the existence of malaria 
since earliest recorded history, and it is very possible that this was a major 
cause in the obliteration of such civilizations as the Mayan (Yucatan) and that 
of Ankor Wat (Cambodia). Similarly, there is substantial evidence that malaria 
was an outstanding factor in the fall of ancient Greek and Roman civilizations. 
It was one of the principal reasons for the failure of the French attempt to 
build a canal across Panama; it immobilized whole armies in Macedonia in 
World War I; and it reduced the fighting forces in New Guinea for a few months 
early in World War II to 10 percent of their strength. 

With the discovery, 1897-98, of the role of the anopheline mosquito as an 
essential link in the transmission of malaria, a way was opened to control the 
disease. This was at first based on (1) preventing the adult mosquito from 
biting man, and (2) interrupting the growth of the mosquito by eliminating, 
modifying or poisoning its breeding waters. Through these means, malaria was 
eradicated in the more temperate areas of the United States and northern 
Europe, and brought under partial control in the south of the United States, in 
Italy and in many localized areas. Although these measures were applied 
intensively, malaria remained an important cause of illness and disability even 
in the United States and northern Europe up until World War II. 

During World War II, it was discovered that the chemical dichlordiphenyl 
trichlorethane (DDT) possesses a remarkable ability to kill insects on short 
contact, and that when sprayed on surfaces such as walls, the killing power of its 
residue is often sustained for many months. 

The discovery of this highly potent, relatively inexpensive and easily handled 
insecticide, and other closely related compounds, opened a new era in malaria 
control. These toxicants have been the chief agents in the eradication and mass 
control of malaria over a rapidly widening area. Indeed, it is now possible to 
eradicate the disease from entire continents. 

Control versus eradication—DDT residual spraying is a simplified and highly 
effective method of dealing with malaria and it makes feasible the extension of 
control to the point of eradication. 

From the technical standpoint, control involves the reduction of the number 
of cases in an area to a point at which they no longer create a severe health 
problem. But ordinary control permits the disease to persist within the area, 
necessitating continuous activity and expenditures and allowing the chance of 
occasional sharp epidemics. There is usually only partial and spotty coverage 
and there is no foreseeable end to control activity. 

In 1955 the governments of 58 countries appropriated funds for malaria con- 
trol activities totaling $41 million. Plans called for increases in appropriations 
to $44 million in 1956 attesting to the concern with which these countries, for 
the most part the poorer underdeveloped countries least able to afford such an 
economic drain, view this problem. The United States has been active in 
malaria control demonstration operations and training for as long as 14 years in 
the case of some Latin American countries. The ICA in fiscal year 1956 as- 
sisted malaria control activities in 21 countries. The assistance takes the form 
of provision of various types of experts, training of nationals in their own 
country or in the United States, surveys and necessary materials and equip- 
ment. The total amount budgeted by ICA for fiscal year 1956 was approxi- 
mately $12 million; it is estimated that $8.7 million will be obligated in fiscal 
year 1957. 

In spite of these efforts and those of international organizations (the World 
Health Organization (WHO), the United Nations Children’s Fund (UNICEF), 
the Pan American Sanitary Organization (PASO), and the United Nations Tech- 
nical Assistance Fund (UNTA)), there are still 289 million people living in ma- 
larious areas of the free world (other than central Africa) who will not be 
receiving protection. 

















MUTUAL SECURITY ACT OF 1957 579 


Malaria eradication, as opposed to control, means the planned progressive 
elimination of the disease. For the first time, this has become possible through 
the use of DDT and other new insecticides. Sprayed once or twice a year on 
surfaces where malaria-carrying mosquitoes rest before and after feeding these 
insecticides will destroy the infected insects and completely stop malaria trans- 
mission. When transmission has been prevented for 3 consecutive years in a 
country, most of the malaria parasites will die off or be killed by therapy, and 
so few will be left in the blood of the people that the disease can no longer 
maintain itself. Generally, it takes 4 years of spraying and 4 years of surveil- 
lance to make sure that transmission has not occurred in 3 consecutive years 
in an area. After that, normal health department activities can be depended 
upon to deal with occasional introduced cases just as they now remain on guard 
against smallpox, cholera, and other diseases formerly so common. Therefore, 
to eradicate malaria and there must be an attack so effective that no mosquito 
transmission occurs for 3 consecutive years. This has been proved to be possible 
in many areas. For example, malaria is being eradicated in large parts of the 
Philippines, Thailand, Formosa, Ceylon, Greece, India, and in many Latin 
American countries. Nationwide eradication has been almost completely accom- 
plished in the United States, Puerto Rico, Chile, British and French Guinea, 
Maritius, Cyprus, Italy, and Venezuela. ; 

Recent annual average costs of malaria control by residual spraying meas- 
ures, estimated by WHO as per capita of those protected, have been as follows: 


Cost, United 


Region States currency 
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To these figures, 10 percent should be added for increased costs of total eradi- 
eation. It should also be noted that surveillance costs, during the last phase 
of an eradication project, are less than the costs during the residual spraying 
phase. 

Before DDT, rural malaria control cost over 75 cents per capita per year. 
The expensive control did not eradicate but merely reduced the numbers of 
‘ases to bearable levels. Therefore, most underdeveloped countries could not 
afford widespread malaria contro] and none could plan for eradication. Now, 
despite increased labor and other costs, the use of DDT and related poisons 
requires only about 25 cents were capita per year to eradicate malaria com- 
pletely. The economy of a project of 4 years of residual spraying plus 4 years 
of surveillance as contrasted with old methods of control is obvious. 

Today with these new insecticides the choice, as pointed out earlier, is be- 
tween control and eradication. Eradication involves heavier initial expense 
than does control. But control not only has no foreseeable end; it also intro- 
duces the risk of mosquito resistance, the development of which would force a 
return to prewar methods that are too expensive for underdeveloped nations 
to use in their extensive rural areas. 

Urgency of undertaking program.—Bradication is economically practicable 
today only because of the remarkable effectiveness of DDT and related poisons, 
such as dieldrin. This dependency on the chlorinated hydrocarbons introduces 
a note of relative urgency because the mosquito carriers of malaria are beginning 
to develop resistance to these insecticides in some areas. Of the more than 50 
species that transmit malaria, 7 now show such resistance in some parts of their 
range and others will undoubtedly develop resistance within a year. DDT re- 
sistance has appeared after 6 or 7 years of continuous exposure and dieldrin 
resistance has now appeared in 1 case after only 18 months’ exposure. In 
numerous cases no resistance has appeared in 11 years of exposure. But if 
countries, due to lack of funds, have to proceed slowly, resistance is almost 
certain to appear and eradication may become economically impossible unless 
substitute insecticides are found. Time is of the essence. 

This is a unique moment in the history of man’s attack on one of his oldest 
and most powerful disease enemies. Failure to proceed energetically might 
postpone malaria eradication indefinitely, A strong financial push now would 
undoubtedly be an excellent investment for all concerned, including the United 
States itself. 
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Ill. THE PROGRAM 


The 5-year concept.—In 1955, the World Health Assembly unanimously 
adopted a resolution giving top priority to the support of malaria eradication. 
More than 60 free-world nations have malaria within their borders. Although 
nearly all of these nations have embarked on eradication programs, they are, 
for the most part, not economically able to wage an effective war against this 
ancient enemy. 

Since the World Health Assembly action in 1955, pressure and enthusiasm in 
the underdeveloped countries has continued to mount. This pressure has re- 
flected itself in the increased antimalaria activities of the international organiza- 
tions, notably the WHO, UNICEF and the PASO. 

However, it is clear that in order for this great goal to be realized, the United 
States must spark an all-out effort, utilizing all available resources, national 
and international. The proposed program provides for such an effort and, if 
adequately supported and energetically prosecuted by all elements, should re- 
sult in the eradication of this dread disease in many areas within 5 years’ time. 

For practical purposes, the 5-year target appears sound, providing it is under- 
stood that there will be a tooling-up period followed by a peak of activity 
and then a tapering off into surveillance. This may require less than 5 years in 
some areas and more than 5 years in others. For example, eradication will 
be accomplished most readily in the Western Hemisphere and more slowly 
in the Eastern Hemisphere. Eradication programs in a few countries may re- 
quire United States support beyond the 5-year period. However, maximum 
participation by the United States will be concentrated in the period from 
fiscal year 1958 through fiscal year 1962. 

In a very rough way, the program might be conceived as first bringing about 
a series of islands of eradication, the borders of which are gradually pushed 
back and enlarged until they come together and give full protection. These 
islands of eradication will at first be more numerous in the Western Hemi- 
sphere because the United States is the largest land mass where eradication 
has been achieved. 

Achievement of eradication within the time limit will require maximum 
support from national and from international sources. It is neither necessary 
nor possible for any 1 or even 2 of the above sources to supply all the re- 
sources—technical, financial, and otherwise—to carry out the program. Eradi- 
cation will be achieved through the implementation of a carefully programed 
and carefully coordinated single plan for each country involving maximum 
contributions from bilateral and multilateral sources. Specifically, as seen in 
table 2, the 5-year program will require $515.2 million from all sources; $364.8 
million (including Public Law 480 local currencies) to be supplied by the 
beneficiary governments; $108 million to come from the United States through 
bilateral programs and in the form of grants to the international organiza- 
tions; and the remaining $42 million from WHO, PASO, and UNICEF. 

The fiscal year 1958 program.—For fiscal year 1958, as the first year of 
the 5-year program, the following participation is anticipated by free world 
nations and international organizations and proposed for the United States. 

Unilateral.—In fiscal year 1956 the 60 nations of the free world in which 
malaria is a problem expended approximately $44 million in antimalaria activi- 
ties. In fiscal year 1958 it is anticipated that this amount will increase to 
approximately $61 million. In the first year almost 60 percent of the malaria 
eradication program will be funded by the local governments affected. 

Bilateral.—United States participation proposed for fiscal year 1958, the first 
year of the 5-year eradication program, totals $23.3 million. Of the total of $23.3 
million, we are requesting $3.9 million within individual country programs 
justified in the regional sections of this presentation. The balance of $19.4 mil- 
lion is requested as a special item for malaria eradication within the special 
assistance category. This compares with $10.2 million of MSP funds programed 
in fiscal year 1957 of which $8.7 million was for going programs in malaria con- 
trol and $1.5 million was for a special grant to the special malaria fund of the 
Pan American Sanitary Organization (PASO). In fiscal year 1956 a total of 
$11.9 million was programed for going programs of malaria control. 

For maximum flexibility in continuing the proposed program it is most im- 
portant that not only the $3.9 million justified in country program presentations 
but also the $19.4 million of special assistance funds be available for use in 
approved programs without reference to the limitations inherent by virtue of 
their being technical cooperation, defense support, or special assistance. The 
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executive branch is requesting language in the authorizing act to accomplish 
this. 

The previous training and demonstration aspects of technical cooperation in 
many of the going programs has now progressed into the beginnings of malaria 
eradication with its greatly increased funding requirements for bulk amounts 
of insecticides, spraying equipment, vehicles, etc. It should be noted, however, 
that the elements of training and demonstration will continue to be involved in 
malaria eradication programs so that some of the funds requested are retained 
in the technical cooperation category. 

Within the $19.4 million item, $4.4 million will be used to convert the present 
going control programs mentioned above to eradication programs. (See illustra- 
tive distribution by country in table 1.) Seven million dollars will be used for 
contributions to those multilateral eradication programs described in succeeding 
paragraphs. The balance of $8 million will be used for bilateral programs in 
India and Indonesia. 

It should be emphasized that bilateral assistance is provided only on request 
of the host governments. It takes the form of provision of various types of 
experts, training of nationals both in their own country and in the United States, 
surveys, and necessary materials and equipment. It should be noted that more 
than 50 percent of the costs of malaria eradication are for insecticides, material 
and equipment, most of which comes from the United States. 

Multilateral—The goal of malaria eradication will require maximum effort 
on the part of international as well as national agencies. Even if it were not 
necessary to do so, there are definite advantages to the United States in support- 
ing the multilateral agencies’ programs in malaria eradication. The multilateral 
programs offer the advantage to be gained from clear demonstration of the 
United States desire to assist and participate without dominating. Furthermore, 
it makes possible desirable results in areas and nations with which the United 
States is not directly working through the ICA. As a side effect, international 
programs offer the opportunity to utilize needed technical skills possessed by 
nationals of other countries which are not available to bilateral programs. ‘Thus 
active participation in multilateral programs can have real benefits supplement- 
ing the more direct bilateral assistance, and the need for proper balance between 
the two approaches becomes clear. 

WHO.—The WHO has endorsed the concept of eradication and is providing 
coordination to the eradication activities of the governments and the several 
agencies concerned. The nucleus of personnel required is available and is being 
rapidly expanded through active training programs conducted under a variety of 
auspices. In order to facilities the work in malaria eradication, the WHO has 
established a special malaria fund to which any of the 88 member nations may 
contribute. It is proposed that ICA make available to the World Health Organ- 
ization’s special account for malaria eradication a total of $5 million in fiscal 
year 1958 with a tentative nonobligational agreement for additional funds up to 
$12 million divided on the basis of an annual assessment of results and needs dur- 
ing the subsequent fiscal years. (See table 2.) 

The United States is proposing to make funds available to the WHO and the 
PASO in return for a specific service to be rendered, a service that the agency 
involved alone could render, or could render better than anyone else. It is not 
proposed that these grants be made available on a matching basis. Payments 
to WHO and PASO will be made for specific purposes. As such they do not 
represent the type of contributions to the organization which logically would be 
made against matching contributions of other governments. Funds expended 
for the malaria eradication program through multilateral channels would repre- 
sent more a payment for a service than a contribution, 

Money contributed to the WHO special fund may be used in malarious areas 
where ICA does not have bilateral programs; success in such a large project 
requires our participation in the fund; United States participation can be 
expected to precipitate increased interest and participation on the part of other 
governments; some of the money will go for top non-American sources of advice 
and experience which will significantly contribute to the success of the whole 
program, As stated in the Report on Malaria Eradication by the International 
Development Advisory Board, such a contribution would be a “clear demonstra- 
tion of the United States desire to assist and participate without dominating.” 

PASO.—A special problem exists in the Western Hemisphere due to the ma- 
turity of our bilateral programs. Stimulated by the desire to place responsi- 
bility in local hands, ICA has turned over all bilateral antimalaria programs 
except one (Honduras) to the local governments. Whereas most of the turned- 
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over programs have been achieving a measure of control, the goal of eradication 
requires a degree of absoluteness which makes it essential that many of the 
countries receive outside help. 

$6 million will be needed in fiscal year 1958 in addition to host country contri- 
butions and multilateral agency participation. It is proposed that the United 
States support malaria eradication programs in this hemisphere by meeting two- 
thirds of the $6 million shortfall in dollars and agreeing to the use of up to the 
equivalent of $2 million from local currency sources. 

(@) $2 million to be granted to the PASO’s special malaria fund to be used with- 
out restrictions within this field of activity. The United States pledged and con- 
tributed $1.5 million to this fund in fiscal year 1957. On the basis of present 
estimates and subject to annual assessment of results and needs, it is expected 
that $6 million additional will be required during the subsequent 4 years of the 
program. ) 

(b) It is recommended that $2 million of the $4.4 requested for bilateral pro- 
grams be used in this area, to be divided according to the population at risk from 
malaria in the several countries. These sums are to be administered, accounted 
for, and results assessed by ICA operations missions in collaboration with PASO 
and host government officials. 

(c) The balance of the shortfall, the equivalent of approximately $2 million, 
can be secured through available local currency sources such as Public Law 480, 
private contributions, or other local government budgets. 

Other international organizations.—-The UNICEF is devoting a large segment 
of its funds to the provision of supplies and equipment to governments in con- 
nection with WHO-approved antimalaria programs. It has adopted a policy 
under which it will provide supplies only to programs where eradication is the 
objective. In 1955 UNICEF allocated $3 million and, in 1956, $7 million to the 
malaria eradication program. 

The United States is a member of all the intergovernmental organizations listed 
above and in each of them has officially supported the concept of eradication and 
supported the allocation of funds for this purpose. 

Other agencies, both governmental (Colombo Plan) and private (Rockefeller 
Foundation) are assisting in malaria projects in amounts that are not known 
but are relatively small. 

The employment of loan capital.—In fiscal year 1958 it is expected that local 
currency from Public Law 480 transactions and other loan capital in the amount 
of $12.9 million will be available to the program. 

Feasibility of program.—Within certain technical limitations discussed below, 
the eradication of malaria is possible through the use of tried methods, per- 
sonnel, equipment and supplies which are now available or could be made avail- 
able. The only exceptions to this conclusion are certain areas of the world 
known or suspected to harbor malaria which are relatively inaccessible; for 
example, tropical Africa and Ethiopia, Borneo, New Guinea, and the Amazon 
Valley. The situation in tropical Africa is such that eradication cannot be vis- 
ualized in the immediate future. The other areas are isolated and are not 
a significant threat to neighboring areas. They present no barrier to undertaking 
eradication elsewhere. No doubt malaria can and will be eradicated in these 
areas in due time. 

Fourteen years of ICA experience in malaria-control demonstration, operations, 
and training has developed United States technical ability, and even more 
trained host country technicians. ICA now has 20 trained technicians in anti- 
malarial field positions and 1 financed by ICA-Washington in the United States 
Public Health Service. Within 2 years of implementation of the eradication 
program we should have at least double this number of professional personnel 
on duty in the field and 4 more in Washington. This may require the initiation 
of training courses for United States technicians, either in this country or in 
other countries having adequate facilities. 

Unforeseen technical problems always arise when new insecticides and new 
equipment are placed in operation. Through collaboration with the Public 
Health Service, ICA supports a small but active and effective testing unit at 
the Public Health Service Communicable Disease Center to study problems of 
entomology and testing of insecticides and equipment. This unit. already has 
saved the United States Government several hundreds of thousands of dollars. 
Funds would be provided to expand this project. The problem of insecticide 
resistance testing also is currently receiving much attention as a part of this 


project. 
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The recent studies of the use of chematherapeutie agents in combination with 
insecticide house spraying reveals possibilities for the future which must be 
taken into account through the appropriate research channels. 

It is believed that United States industrial resources can be expanded to supply 
the necessary quantities of insecticides, materials, and equipment for the entire 
malaria eradication program. Considering that other industrialized nations are 
also capable of providing insecticides, materials, and equipment, there is a con- 
siderable margin of safety. 

The proposed program is also administratively feasible. The internal organi- 
zational structures of ICA in Washington and the United States operations mis- 
sions abroad are able in their present form to support malaria-eradication 
programs in those countries having ICA missions. Working through the multi- 
lateral agencies will relieve the necessity of instituting new ICA programs in 
all but a very few countries. 


IV. RESULTS OF ERADICATION 


Benefits —The benefits to be gained from the proposed program are intensely 
practical and will advance the general welfare of the United States as well as 
that of the nations immediately affected. A worldwide program to eliminate 
the world’s greatest single cause of sickness and death will: 

(1) help countries and peoples to become stronger, economically as well as 
physically, through the release of additional effective human energy. 

(2) make possible the opening up of additional arable land for economic devel- 
opment—thus reducing, in some nations, the imbalance between population 
growth and productive resources. 

(3) improve the environment for more production of goods and services and 
for investment of capital, both local and foreign. 

(4) encourage political stability by enhancing confidence that progress can 
be made through existing governmental institutions. 

(5) assist in progress toward the worldwide political objectives of the United 
States by alleviating the distress of many thousands of people. 

(6) demonstrate our deep interest in the welfare and human dignity of in- 
dividual men and women throughout the world. 

Examples.—The following examples bear witness to the benefits listed above: 

Ceylon.—The malaria eradication project in Ceylon has opened a wide area of 
land to economic use. In 1946, the annual malaria incidence was 41.2 percent 
(2,750,000 cases in a population of 6,700,000). The malaria eradication cam- 
paign now covering the affected two-thirds of the island began in 1947. By 1954, 
the incidence had been reduced to 0.45 percent (37,500 cases in a population of 
8,385,000) and over 200 square miles of jungle land has been brought under 
irrigation, and settled by 91,000 previously landless people. 

India (the Terai).—Until 1949, attempts to settle and develop parts of the 
Terai region in northern India were fruitless, owing to the high incidence of 
malaria. At that time malaria control was begun. As malaria disappeared in 
the area under control over a 4-year period, new settlement increased the popu- 
lation by 73 percent (from 167,000 to 284,000) ; the area of cultivated land in- 
creased by 400 percent (from 38,800 acres to 162, acres), with the value of 
land rising from nil to between 200 and 300 rupees per acre; production of food 
grains rose by 130 percent (from 1,551,000 maunds to 2,094,000 maunds) ; in- 
dustrial undertakings (especially sugar and vegetable oil mills) rose in number 
from 11 to 29: construction of a hydroelectric plant brought electric power to 
villages ; and many new homes and schools were built. 

Greece.—In Greece, the nationwide malaria control program conducted be- 
tween 1946 and 1951 reduced malaria incidence from an annual average of 
about 2 million cases (30 percent of total population) to an estimated 10,000 
cases in 1950, adding at least 30 million man-days a year to the economy. Due 
in large part to the opening of new land, through malaria control, annual rice 
production rose from 5,000 tons to 15,000 tons between 1948 and 1955. 

Before the malaria control campaign, Greece spent $1,200,000 annually (85 
percent from scarce foreign exchange) to buy one-fifth of the world’s quinine 
supply. After control, this medical care expenditure was no longer necessary, and 
the Greek Government disbanded its quinine purchasing unit. 

The Philippines.—In the Philippines during 1945 and 1946, malaria incapaci- 
tated approximately 25 percent of the total national labor force of 8,200,000 
for 5 to 10 days per vear, and in many instances for longer periods, resulting in 
an estimated loss of 20 million man-days of labor annually. During 1946-50, 
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the joint USPHS-—Philippines public health rehabilitation program undertook 
malaria control throughout the island of Negros (population 1,500,000) and in 
selected areas elsewhere. On Negros there was, by 1949, an 85 percent drop 
in the incidence of malaria, i. e., from 26.47 percent of the population to 3.75 
percent; a reduction in daily absenteeism among grade school children from 50 
percent to 3 percent; a reduction in estimated man-days lost in industries on 
Negros from 33 percent of industrial labor force daily to between 2 percent and 
4 percent daily ; and an estimated increase in the work capacity of labor to the 
point where a 70-man output per day in 1949 was equal to a 100-inan-day output 
in 1946. 

The Government of the Philippines is now opening up new areas on the island 
of Mindanao for settlement. Firms making bids to build highways on the island 
reduced their bids by one-third after assurance that their workers would be 
protected by effective malaria control measures. By the end of 1954, 4,600 
families had been settled and the program is continuing. 

In summary, malaria eradication would be a concrete, relatively inexpensive 
means of implementing the high goals announced by the President in a speech 
given in 1953: 

“The fruit of success in all these tasks would present the world with the 
greatest task—and the greatest opportunity—of all. It is this: The dedication 
of the energies, the resources, and the imaginations of all peaceful nations to a 
new kind of war. This would be a declared, total war, not upon any human 
enemy, but upon the brute forces of poverty and need.” 

Resultant increase in population.—The argument of population increase has 
been advanced against initiation of such programs as the one herewith proposed 
to eradicate malaria. Briefly stated, the proponents of this view would argue 
that malaria eradication should not be undertaken since it will result in larger 
populations in many areas assumed to be already overpopulated. 

It should be realized that “overpopulation” is a relative term—relative in 
relation to the ability of an area to sustain the population. It has been amply 
and repeatedly demonstrated that the existence of widespread preventable de- 
bilitating disease represents one of the most significant deterrents to the increase 
in the ability of a people and an area to sustain and improve itself—in terms 
of adequate food production, economic development, or trade. In other words, 
a “well” area can support many more people than a “sick” area. In addition, 
the people of a sick area are a dependent people in contrast to people of a well 
area, who become a nondependent and usually an independent people. Finally, 
it must be recognized that the present existence of overpopulation of dependent 
sick areas in the absence of public-health measures is one of the best evidences 
of the falsity of the concept that overpopulation is merely due to public-health 
activities such as malaria eradication. 

The following excerpt from the report of the WHO Malaria Conference for 
the western Pacific and southeast Asia regions which was held in the Philippines 
in 1953 is believed to be particularly illuminating: 

“The Conference noted that the question of population pressure is exceedingly 
involved and that its equation with the three main variables of people, energy, 
and food is vastly more complex than any present formulation. The Conference 
agreed that no one knows or can accurately predict what total population the 
world can support if potential supplies of energy are utilized properly. More- 
over, no one can have the necessary prescience or moral authority to decide 
from which areas malaria control should be withheld for the sake of a presumed 
benefit that a higher death rate might bring to a community. The Conference 
emphasized that malaria control is not an end in itself but is to be integrated 
with other public activities designed to foster community welfare. The Confer- 
ence believed that where the disease is prevalent, a most important first step to- 
ward a sound population policy, a more adequate food supply, and a balanced 
human ecology, is the elimination of malaria.” 
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TABLE 1.—ICA bilateral antimalaria programs 


[Thousands of dollars] 





| To convert control programs| Malaria eradication estimates 
ito eradication, fiscal year 1958) beyond fiscal year 1958 


| Control | Needed | Total, | 
} pro- | to fiscal 1959 1960 | 
grams convert | year | 

|} 1958 | | 


| Total 


1961 1962 


2,501 | 2, 586 16, 611 





Far East- -- 4, 820 179 | 4,999 | 3,669 2, 856 


Cambodia-.-_------ 50 15 65 155 221 306 968 
Indonesia. 3, 160 | 0; 3,160] 2,500} 1,605; 1,900/ 1,000 9, 265 
Laos.... 7 250 | 50 | 300 225 30 | 30 30 615 
Philippines-_-_- 515 0 515 0 0 | 0 0 515 
Taiwan_.-- 0 | 114 | 114 89 | 203 
Thailand ena 15 | 0 15 0 0 0 0 

Vietnam.-...-.-- ating 830 | 0 | 830 700 | 1,000; 1,250) 1,256 5, 030 


SoS 
o 
So 
=> 


Near Eastern, South Asian, and | 
Africa_- 6, 833 2,113 | 8,946 | 13,713 | 13,156 | 11, 158 7, 814 54, 787 





Afghanistan - 0 0} 0 0 0 0 0 0 
Egypt } 0 0 0 0 0 0 0 0 
Ethiopia_-__- | 850 0 | 850 500 1, 000 1,000 | 1,000 4, 350 
India }__.._- | 5, 035 1,465 | 6,500 | 11,000 | 9,000 | 5,000 
WOR... +- , 0 400 400 400 200 100 
Iraq 
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1 Due to size and complexity of the problem, conversion from control to eradication in India may extend 
beyond fiscal year 1958. 

2Grant funds to be made through the existing bilateral programs. Not to be confused with the 
grant to PASO. 
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| To convert contro! programs} Malaria eradication estimates 
beyond fiscal year 1958 





| | 
! Control | Needed | Total, 
I) pro- to fiscal 1959 1960 1961 1962 
grams | convert | year | 
1958 | 
Far East_.-.- alakeced 4, 820 179 4, 999 3, 669 2, 856 2, 501 2, 586 
Near East, South Africa _- aS 6, 833 2, 113 8,946 | 13,713 | 13,156 | 11, 158 7,814 
Latin America Roe: Wen nb bade 236 2, 139 2, 375 2, 375 2, 375 2, 400 | 2, 400 
i pple Tag kode 11, 889 4, 431 | 16,320 | 19, 757 | 18, 387 | 


Total 


16, 611 
54, 787 
11, 925 


“16, 059 | 12, 800 | 83, 323 


TABLE 2.—EHstimated funding, all sources, for malaria eradication by fiscal year 


{In millions of dollars] 























Fiscal | Fiscal Future requirements Average 
year year ii te le Seth ee _._.._.__.._.| annual 
1956 1957 rate 
pro- pro- | 1958 | 1959 | 1960 | 1961 | 1962 | Total} 1958-62 
} grams | grams 
| — —]-— — > icciatdl linmelsaiaiales 
60 nations of free world ! (exclusive of | 
RPMI TNO ehivin 5S SRge done cocen 44.0 61.0 | 69.0 | 72.0 | 76.0 | 47.2 |325.2 65.0 
WHO ane 11 2.0 2.0 2.0 2.0 2.0} 10.0 2.0 
Sante Aliant 6.6 8.0 8.0 8.0 4.0 4.0 | 32.0 6.4 
I A i | 
Bilateral programs 11.9 8.7 | 16.3 | 19.8 | 18.4] 16.1 | 12.8] 83.4 16.7 
Special grant to W HO_. “hs 5.0] 20] 3.0] 40] 3.0] 17.0 3.5 
Special grant to PASO_. 15] 20) 30/] 20 1.0 8.0 1.6 
ee ee 23.3 | 24.8 | 23.4 | 21.1 15.8 108. eit tenet 
Loan capital: 
Public Law 480 and/or other sources_ 12. 4 8.9] 5.8 7 0 | 5.0 39. 6 7.5 
Grand total_......_._. aig | 63. 6 107. 2 112.7 june | 2 1110. 1 74, 0 515.2 


eal 


! Figures do not in all cases coincide with United States fiscal years. 
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STATEMENT BY EUGENE P. CAMPBELL, M. D., AcTING CHIEF, PuBLIC HEALTH 
Division, INTERNATIONAL COOPERATION ADMINISTRATION, ON MALARIA ERADI- 
CATION 


Malaria is the world’s greatest health problem, attacking more than 200 mil- 
lion persons a year in some 60 countries and territories of the world, and is 
responsible for killing more than 2 million people—equivalent to destroying a 
city the size of San Francisco—yearly. It is a main cause of chronic anemia, 
physical disability, and mental lethargy, resulting in low productive capacity 
of labor and retarded economic development. 

The United States, through the International Cooperation Administration 
and its predecessor organizations, has been engaged in some areas of the world 
for 14 years in bilateral programs whose purpese has been to attempt to control 
and minimize this disease. Now, for the first time, with the discovery of insecti- 
cides such as DDT and dieldrin and the perfection in housespraying in malari- 
ous areas, the opportunity presents itself of eradicating rather than merely 
controlling this disease. The feasibilty of eradication has been definitely estab- 
lished by the success of the programs to eradicate malaria which have been 
carried out in the United States, Venezuela, Puerto Rico, Italy, and other 
countries. 

As long ago as 1955, a proposal to attack and eradicate the disease on a world- 
wide basis was advanced in the World Health Organization Assembly in Mexico 
City and was subscribed to by all the member nations, including the United 
States. During the last 2 years, however, studies have indicated an increasing 
resistance of the malaria-carrying mosquitoes to the new insectieides which 
means that we must move immediately in a major effort if the opportunity is 
not to be lost. Active research is underway by many interested manufacturers 
to discover new and more efficient insecticdes, but the results of this research 
are little more than hopes at this time. 

In 1956, a detailed study and analysis of eradication was made by the Inter- 
national Development Advisory Board, utilizing the services of America’s top 
malariologists. The recommendations contained in their report are in essence 
that the United States Government through the ICA embark on an expanded 
program of malaria eradication over the next 5 years in collaboration with the 
various international organizations already engaged in this activity. 
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MALARIA ERADICATION TECHNICALLY AND ADMINISTRATIVELY FEASIBLE 


The International Cooperation Administration has made an intensive and 
extensive study of malaria eradication and finds that it is technically and 
administratively feasible to achieve this goal. A proposal has been developed 
which outlines the salient technical features, points out the legal necessities, 
and estimates the funds needed over a 5-year period of United States partici- 
pation. 

Aside from purely technical considerations, three important conditions must 
be met if success is to be achieved: 

(1) The program must be truly interregional as well as intraregional for the 
malaria-carrying mosquito recognizes no political boundaries. Fortunately, the 
international organizations such as the World Health Organization and the 
Pan American Sanitary Organization have effective collaboration with govern- 
ments in areas where ICA programs do not exist. 

(2) The program once begun must be carried through to its completion. 
Eradication is an “all or nothing” matter. 

(3) The program will succeed only through a major concentrated effort 
within the minimum time limit in which the United States joins its resources 
and technical competence with other nations and international organizations in 
a carefully coordinated single and, at the same time, joint attack on this 
scourge. 

For practical purposes, the 5-year target for malaria eradication is sound 
and, on the basis of our best estimates, the total cost—excluding Africa south 
of the Sahara and 1 or 2 other inaccessible places—will be approximately 
$515 million over a 5-year period. 

It is anticipated that the governments of the malarious countries will spend 
the equivalent of approximately $364 million from their own resources. The 
World Health Organization, the United Nations Children’s Fund, and the Pan 
American Sanitary Organization will be able to spend approximately $42 million. 
We are proposing that the United States. be prepared. to provide the balance of up 
to $108 million which will be required to do the job and which must be forth- 
coming from other than the above-listed sources. 

For fiscal year 1958, the first year of the 5-year program, we are requesting 
$23.3 million for malaria eradication purposes including the conversion of 
present control programs to eradication, the institution of several new bilateral 
programs, and appropriate contributions to the eradication activities of the 
international organizations WHO and PASO. 

The specific amounts to be requested in future years will depend in each 
instance on annual assessments of accomplishment to date. It should be noted 
at this point that malaria eradication is more costly in the short run than malaria 
control programs which have averaged something over $10 million annually for 
the last several years. In the long run, however, the advantages of eradication 
from a financial point of view are obvious when compared with the indefinitely 
continuing cost of control. 

This is a completely unique moment in the history of man’s attack on one of 
his oldest and most powerful disease enemies. Failure to proceed energetically 
might postpone malaria eradication indefinitely. A strong push now would 
undoubtedly be an excellent investment for all concerned, including the United 
States. We, therefore, are requesting in the Mutual Security Act for fiscal year 
1958 the authority to utilize funds available in the act in such amounts and 
through such means as may be required to move forward energetically with this 
program in fiscal year 1958. 

Dr. Russell and I will attempt to answer any questions about the program which 
you may have. 


STATEMENT BY Paut F. Russet, M. D., M. P. H., THE ROCKEFELLER FOUNDATION, 
ON MALARIA ERADICATION 


Eradication of malaria from the entire world is now within the grasp of man. 
Science has developed the insecticides, drugs, and equipment making this modern 
miracle technically possible, if we act now. This is the golden moment in the 
attack against this ancient curse and we Americans are in a position to permit, 
or prevent, the success of this tremendously important public health program. 

The control of malaria is accomplished primarily by the destruction of the 
anopheline mosquito vectors of the malaria parasite and secondarily by the 
administration of antimalarial drugs to persons infected with the disease. 
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Insecticides such as DDT and dieldrin are sprayed on the inside walls of all 
dwellings in malarious areas. One to three sprayings per year leave a lethal 
deposit which under most conditions will effectively control the infected mosqui- 
toes, thereby preventing further malaria transmission: within 3 or 4 years 
malaria ordinarily disappears from the human population. By adding aunti- 
malarial drugs to a program the disease can be stopped within several months. 

An ominous threat has developed which creates a degree of urgency in this 
campaign. Mosquitoes are becoming resistant to the commonly used insecticides. 
In Greece the principal malaria carrier is highly resistant thereby precluding 
further effective control with the economical insecticides. More expensive insec- 
ticides with more frequent applications will be required there. Other more 
expensive supplementary methods also must be used thereby increasing overall 
costs. If countries are to eradicate malaria economically and effectively they 
must act immediately before insecticide resistance becomes general throughout 
malarious regions of the world. Time is of the essence and the golden moment 
may be lost unless assistance is provided. These countries depend upon the 
United States Government, the World Health Organization, the United Nations 
Children’s Fund, and the Pan American Sanitary Bureau to provide this help 
which is so urgently needed. 

Only in tropical Africa and a few other isolated areas of the world is malaria 
eradication not feasible at this time. Administrative difficulties, inaccessibility 
caused by geographic obstacles, shortage of trained personnel and peculiar prob- 
lems encountered in the control of the mosquito vectors require that programs in 
these places be postponed until a later date. This, however, will not affect the 
programs in other countries because tropical Africa is fairly well isolated from 
the rest of the malarious areas of the world. We can direct our fuller atten- 
tion to Africa as the problems diminish elsewhere. 

Although our knowledge of malaria and its eradication is tremendous, there 
are still unanswered problems which will require intensified research both in 
the United States and abroad. How to cope with the resistance problem is one 
example of this. Another is more effective use of antimalarial drugs in areas 
where such drugs are required to complete the job we have started. Funds uti- 
lized for malaria research are negligible in comparison with those being used 
for actual eradication activities. Our investment in malaria eradication abroad 
should not be lost because of neglect on our part to invest a small portion of our 
funds in badly needed research activities. 

In conclusion, malaria eradication is being met enthusiastically by the peoples 
of the world. India already has 125 million persons protected, thanks to the 
help of the United States, in supplying otherwise unavailable commodities. A 
distinguished Indian malariologist stated: “No service establishes contact with 
every individual home at least twice a year as the DDT service does unless it 
be the collector of taxes.” Indonesia is rapidly expanding its antimalaria pro- 
gram and Mexico is doing likewise. Thailand and the Philippines are endeavor- 
ing to attain eradication and will do so if our assistance is available. These 
are but a few of the many malaria ridden countries which are earnestly en- 
deavoring to eliminate one of their heaviest burdens—malaria. 

I urge that every assistance possible be given to this program. We can be 
proud of the assistance we already have given and now we have the opportunity 
to make one of the most dramatic public health programs in the history of the 
world a reality. For an average cost of about $21.6 million for the next 5 years 
this should be possible. 


Senator Mansrietp. The committee will stand in adjournment until 
10 o’clock tomorrow. 

(Whereupon, at 5 p. m., the committee recessed until 10 a. m., the 
following day, Wednesday, June 5, 1957.) 
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WEDNESDAY, JUNE 5, 1957 


Unrirep States SENATE, 
ComMMITTEE ON Forercn RELATIONS, 
Washington, D. C. 


EXECUTIVE SESSION 


The committee met, pursuant to recess, at 10 a. m., im the com- 
mittee room, F-53, United States Capitol Building, Senator Theo- 
dore Francis Green (chairman) presiding. 

Present: Senators Green, Fulbright, Mansfield, Long, Smith of 
New Jersey, Knowland, Aiken, and Capehart. 

Also present: Leonard J. Saccio, General Counsel, ICA ; Col. H. H. 
Critz, United States Army; Capt. B. A. Robbins, U. S. N.; Robert 
C. Yost, FE, Department of State; Helene Granby, FE, ICA; Benja- 
min Forman, Department of Defense; Leonard S. Tyson, FE, State; 
L. E. Frechtling, MSA, Department of State; Philander Claxton, 
Department of State; Guilford Jameson, Deputy Director for Con- 
gressional Relations, ICA; John P. White, Office of Congressional 
Relations, Department of State; Henry Owen, Policy Planning Staff, 
Department of State; John G. Burnett, Associate General Counsel, 
ICA; and Robert G. Barnes, MSA, Department of State. 

The CHarrMan. The meeting wil] please come to order. 

It is my hope that it will be possible to complete our hearings today 
on the pending Mutual Security Act, and that tomorrow morning 
we will be able to begin the markup of the bill, the markup to be 
interrupted on Friday morning, however, when General Lauris Nor- 
stad-will appear before the committee in executive session. 

This afternoon the committee will meet in open session in the Old 
Supreme Court Chamber, to hear public witnesses who have asked to 
be heard. 

Our first witness this morning is Mr. Douglas Dillon, Deputy Under 
Secretary of State for Economic Affairs. 

Our second witness will be Assistant Secretary of State Walter 
Robertson who will discuss the mutual security program in the Far 
East. 

In accordance with practice of the past few days, I suggest that 
witnesses keep their statements short and in the nature of a summary 
so that most of our sessions may be devoted to questioning of the 
witnesses. 

Will vou proceed, Mr. Dillon ? 
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STATEMENT OF G. DOUGLAS DILLON, DEPUTY UNDER SECRETARY 
OF STATE FOR ECONOMIC AFFAIRS 


Mr. Ditton. Mr. Chairman, I am here today to talk to you: about 
the development loan fund which is of great concern to us in the State 
Department because it contributes so largely to one of our major for- 


eign policy goals—more rapid growth in the less developed areas. 


have a brief statement here. _ 
Secretary Dulles and Mr. Hollister have told you why we believe 
that development assistance must, in our own national interest, be 


established as a long-term United States policy. 


NEED OF UNDERDEVELOPED COUNTRIES FOR ECONOMIC ASSISTANCE 


The peoples of the less-developed countries are pressing for more 
rapid economic growth. This is particularly true of the seven hun- 
dred-odd million people who live in 19 newly independent nations of 
Africa and Asia around the rim of the Communist bloc. 

These countries still have, for the most part, moderate non-Com- 
munist governments. But if these governments cannot offer their 
peoples hope of progress, they will be replaced by extremists, whose 
increasing influence would be reflected in growing turmoil, at home 
and abroad, and whose advent to power would spell the end of their 
countries’ freedom. 

It is, therefore, in our interest. that the less-developed countries 
should succeed in their efforts to achieve economic development. But 
they cannot succeed without our help. They lack, in at least some 
measure, both the skills and the resources that are required. 

Their need for help will not be unending. but it will be prolonged. 
It will take time for these countries to reach the stage of self-sustain- 
ing growth. That is why the studies executed for the Congress, no 
less than those carried. out. for the executive branch, have concluded 
that. United States development assistance must be established as a 
long-term United States policy. 

These studies have also recommended major changes in present 
methods of development financing. Because economic development 
is a continuing process, rather than an annual event, it cannot be ef- 
fectively aided through short-term instruments and procedures. 

To place our assistance for economic development on a businesslike 
basis for the long term, therefore, we propose that there be estab- 
lished an instrument specifically designed for this purpose—the de- 
velopment loan fund. 


INADEQUACIES OF PRESENT DEVELOPMENT ASSISTANCE PROCEDURES 


Before I describe the fund’s proposed operations, however, I would 
like to review our present development-assistance procedures and to 
indicate wherein they seem to me inadequate. Then I will set forth 
what seem to be the requirements of an effective program, and to in- 
dicate how the fund would meet these requirements. 

At present, as you all know, development assistance is financed 
through annual appropriations which must be obligated within speci- 
fied periods, and it is justified on the basis of annual illustrative coun- 
try programs. It seems to me that this procedure is unsuitable for a 
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businesslike development operation conducted on a loan basis, such as 
we now envisage. Let me tell you why this is so. 

First. Because our development assistance is financed through an- 
nual authorizations and appropriations, neither the United States nor 
the receiving countries can plan ahead for its most effective use. 

We cannot, under these procedures, offer the less-developed coun- 
tries assurances which will encourage them to undertake needed long- 
term programs. 

Our situation is rendered more difficult by the fact that the annual 
appropriations must be obligated before fixed deadlines—80 percent 
before April 30 and 100 percent within the fiscal year. This makes 
for hasty commitments to projects which are less promising than others 
which might reasonably be expected to mature later. 


These difficulties tend to impede cooperation with the Export-Import ~ 


Bank, the World Bank, and private investors. 
Second. Under present procedures, we come before the Congress an- 


nually with illustrative country programs, showing how much devel- « 


opment assistance we expect to spend in different countries during the 
next fiscal year and for what programs and purposes. Our experi- 
ence has been that these illustrative allocations tend to become known 
to the receiving countries. This may result in our funds being used 
less effectively than might otherwise be the case, since changing con- 
ditions may no longer warrant the original illustrative allocation. 

Even more importantly, this procedure minimizes the receiving 
countries’ incentive to come forward with sound development projects 
and programs. It encourages them to think in terms of the annual 
level of aid and to justify that level in terms of political rather than 
economic considerations. 

We believe, therefore, that present methods should be revised so that 
our development financing can serve our foreign-policy objectives at 
minimum cost to the United States. 


DEVELOPMENT LOAN FUND PROCEDURES 


We believe that henceforth this financing should be provided on a 
loan basis using businesslike procedures. This means that primary 
responsibility for development projects and programs should rest 
with the receiving country, and our financing should correspond to 
that country’s success in carrying them out. This also means that 
we must be able to cooperate with other lending institutions and with 
private investors in ways that they will find adequate to their needs. 

We can best achieve these objectives if we aaa and adapt the 
methods which the World Bank and the Export-Import Bank use, 
and which these institutions have found suited to their task. That 
is why we have proposed to the Congress that a development loan fund 
be established. 

I would like now to tell you how it would seem to me that the fund 
would work, and how its work would serve the goals that I have 
described. 

The fund would operate in less-developed areas free from domi- 
nation by the governments or organizations controlling the world 
Communist movement. 

It would finance specific projects and programs as they were ex- 
amined and found sound. By “programs” I mean plans for economic 
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development which might embrace broad sectors of the economy or 
which might be limited to a specific purpose—for example, a nation’s 
5-year road-construction plan. The fund would not, however, make 
annual allocations to individual countries. 

Senator Smiru. Mr. Chairman, would the witness yield for just a 
question there ? 

Mr. DriuoNn. Yes, sir. 

Senator Smiru. I want to get clear in the record that we are not 
initiating these plans in these countries. We are not pushing them. 
These will be applications to the loan fund from the countries them- 
selves based on their own studies and their own desires; is that 
correct ? 

Mr. Ditton. That is absolutely correct. 

Senator Smirxn. Thank you very much. 

Mr. Ditton. Thus we would be able to determine the level of de- 
velopment financing on the basis of current opportunities for effective 
use. And we would be able to offer the less developed countries a 
convincing incentive to create such opportunities. 

The fund would, of course, work with less developed countries, in 
helping to conceive and plan sound projects just as is done by the 
World Bank. It would try particularly to encourage the kinds of 
projects and activities that would stimulate private enterprise. It 
might, for example, promote the establishment of productivity centers, 
of local or regional development banks, and of joint enterprises by 
United States and local businessmen. 


FUND CRITERIA 


Basic responsibility, however, would rest with the borrower. When 
a project or program was submitted to the fund for financing, it would 
be screened against the criteria specified in the proposed bill: 

First. Could the financing be obtained in whole or in part from other 
free world sources on reasonable terms? This would be to insure 
that the fund’s financing complemented, rather than substituted for, 
that from other sources. 

Second. Is the proposed activity or transaction economically and 
technically sound ¢ 

Third. Does the proposed activity or transaction give reasonable 
promise of contributing to the development of economic resources, to 
an increase of productive capacities, or to improvements of standards 
of living in furtherance of the purposes for which the fund is estab- 
lished? In short, would that activity contribute to economic growth 
as a sound investment should ? 

Those administering the fund would also, of course, take into ac- 
count the broad foreign policy interests of the United States—that is 
to say, the degree of our national interest in supporting a vigorous 
development effort in the particular country concerned. For the fund 
would be much more directly an instrument of our foreign policy than 
is the Export-Import Bank or, of course, the World Bank. 


FUND FINANCING 


Once it had been decided that a project warranted financing, nego- 
tiations concerning the terms of such financing would take place. 
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Financing might be extended to a foreign government, or to several 
foreign governments which wanted jointly to undertake a regional 
project, or to private enterprise, or to.mixed-public-private enterprise. 

Financing would only be extended on a loan basis. The obligation 
to repay would be unequivocal. And the terms of the fund’s loans 
would not be any more favorable to the borrowing country than was 
necessary to insure two things: 

First, that the loan could be serviced. 

Second, that the terms of the loan would not reduce the assistance 
which would be available to the borrowing country from normal 
financing sources. This would mean that its terms would often be 
more generous than those of other sources, and that its claims might 
be subordinated to those of other lenders. 

I believe that the terms of most existing mutual security loans meet 
those tests. As you know, such loans generally are repayable in not 
more than 40 years, in local currency or dollars, at the option of the 
borrower, with a grace period of 4 years on principal repayments, 
with an ascending Saunt scale of repayment, and with the consent of 
the borrowing country being required for use of local currency repay- 
ments outside that country. 

This is not, however, the only type of loan which the fund might 
make. The situation of the borrowing country might permit us to 
require some repayment in dollars. In the case of such dollar loans, 
and perhaps in other cases, we might want to extend the grace period— 
at least on principal repayments. 

And we might find that we could best promote increased private 
enterprise through the fund’s acquisition of convertible income de- 
bentures which could later be resold to private investors or through 
other types of transactions, 

In extending financing, the fund would also try to associate itself, 
whenever possible, with existing lending institutions or private in- 
vestors. Sometimes it might join them in financing a given project. 
On occasion, for example, one of the existing public lending institu- 
tions might meet the foreign exchange costs ofa project while the fund 
loaned the country commodities to generate part of the necessary local 
currency. 

In other cases, the fund might join existing public or private sources 
in the financing of mutually interdependent projects. For example, 
the fund might finance a public utility and arrange for private in- 
vestors to create facilities for use and distribution of the resulting 
power. 

LOAN FUND CONTINUITY 


If the development loan fund is to operate in the way that I have 
described, it must be assured of a continuing existence and of con- 
tinuing resources. 

This is necessary to enable the United States to work with the less- 
developed countries in planning for the best use of our resources. No 
one could operate a commercial bank effectively without knowing a 
year ahead what his resources were likely to be, or whether he was 
going to be in business at all. 

This is just as true if the bank is public, instead of private, and it is 
just as true if the customers are countries instead of individuals. 

It is also necessary, if we are to give these countries the assurance 
they need to go forward with sound and vigorous long-term develop- 
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ment programs. We must be able to give them confidence that we 
will stay the course. 

And, finally, it is necessary if our financing is to be more closely 
associated with increasing activity by the World Bank, the Export- 
Import Bank, and by private investors. They do not depend on annual 
appropriations and have no fixed deadlines to meet in the expenditure 
of their funds. 

We have, therefore, asked the Congress now to provide both an 
appropriation for the fiscal year 1958 and authority to borrow 
specified amounts from the Treasury in the fiscal vears 1959 and 
1960. 

Closely related to this necessary assurance of continuity is the 
freedom from tight obligational deadlines which we are also seeking. 

This will relieve the fund from pressures for hasty or wasteful 
uses of its resources. 

And it will permit both more time for careful planning of projects 
and more time to negotiate for undertakings by the receiving countries 
which would offer sounder prospects for these projects’ success. 

Without these changes, the development fund would be little more 
than a new name for a continuation of existing practices. It would 
be a contradiction in terms, for example, to speak of setting up a 
fund with only enough money for 1 year. This would not be a fund 
at all, regardless of whether or not it had permanent authorization. 
For the essence of a fund is that it should, like the Export-Import 
Bank and the World Bank, be able to operate on the basis of specific 
assurance as to its future resources. 

This greater continuity is one of the major changes represented by 
the fund. If we are unwilling to make that change, we would only be 
deceiving ourselves and other countries if we called what we were 
doing a fund. With these changes, and only with these changes, 
could the fund function in a way that will make a maximum contribu- 
tion to economic development at minimum cost to the taxpayer. 

It is proper and right that the Congress should inquire as to 
how the shift away from annual appropriations and the abandonment 
of illustrative country programs would affect the control which it 
exercises, and which it should continue to exercise, over the provision 
of development financing. This question is discussed in a separate 
memorandum which has been provided the committee, so T shall only 
state the general conclusions which we have reached in considering 
this matter. 


CONGRESSIONAL CONTROL OVER FUND’S CAPITALIZATION 


First, as to the capitalization of the fund: This capitalization would 
be passed upon by the Congress in the authorizing legislation. It 
would also, under our present proposal, be passed upon by the Con- 
gress a second time: in the appropriation bill. There would thus 
be greater initial congressional control over the fund’s resources 
than has been exercised over these of similar public loan funds. 

For example, the Export-Import Bank was capitalized by authoriz- 
ing it to issue stock to, and to borrow from, the Treasury; this au- 
thority was based on a single action of the authorizing committees and 
the Congress. 
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ABSENCE OF ILLUSTRATIVE PROGRAMS 


Second, as to the abandonment of country programs: I believe that 
the standar ds laid down in the bill, which are more specific than those 
governing the Export-Import Bank, provide a clear guide to the 
administration of the fund. If they are approved by the Congress, 
they will be strictly adhered to by the executive branch. In expres- 
sing its judgment on these criteria, therefore, the Congress will be 
laying down a basic pattern for the fund’s activities. 


CONSULTATIVE AND REPORTING PROCEDURES 


The ofticials responsible for the fund, furthermore, would keep in 
close touch with appropriate consultative subcommittees of the au- 
thorizing committees. They would, from time to time, review the 
status of fund activities with those subcommittees and receive their 
counsel. 

And each year, during the annual review of the mutual-security 
program by the authorizing committees, the executive branch would 
make a presentation covering the fund’s past activities and plans for 
future financing. 

If they wished, the committees could, of course, recommend to the 
Congress modifications in the legislation authorizing the fund, or cur- 
tailment of the fund’s authority to borrow from the Treasury or, 
indeed, an end to the fund’s activities before the second or third 
year—since no obligations would have been made which were not 
covered by resources already available to the fund. 

Thus, the Congress would control the provision of development 
financing by the fund, to a substantially greater degree than it now 
controls the lending activities of the Export- Import Bank. And we 
would work with the C ongress to develop consultative and reporting 
procedures which would facilitate this control and render it increas- 
ingly effective. 

AMOUNT REQUESTED FOR LOAN FUND 


Let. me, in closing, say a word about the question of magnitude. 
You will find a memorandum discussing this question in more detail 
attached as an annex to the statement which Mr. Hollister presented 
yesterday. 

Weare, as you know, asking for an initial appropriation of $500 
million for next year and for authority to borrow from the Treasury 
up to $750 million for each of the following 2 fiscal years. 

Most of the studies of economic development assistance which were 
conducted this year for the Congress, for the executive branch, and for 

various private organizations agree that present programs do not 
provide resources in the magnitude required to do the job. 

Our own experience and our knowledge of pending projects in less- 
developed countries testify to both these facts. Yet what we are 
already doing does not fall far below the $500 million which we are 
seeking for fiscal year 1958. 

We want, therefore, to be in a position to increase moderately the 
present level of financing. And we want to do this gradually, as 
operating experience is gained with the fund and as development 
plans go forward, so as to insure that the added resources can be 
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wisely used and effectively absorbed. That is why we have asked for 
the increase to $750 million in fiscal year 1959. 

I do not believe that. a cut in the amounts which we have requested 
i would be a true saving; it might even be wasteful. For it would post- 
pone the receiving countries’ achievement of a self-sustaining rate 
of growth and thus tend to perpetuate the reqirement for United 
States assistance. 
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TERMINATION OF FUND’S FINANCING 


We have sometimes been asked when a country would no longer 
require the fund’s financing. My answer is: When that country’s 
development could increasingly be financed out of its own production 
and from normal financing sources such as private investment. This 
is already happening in much of Latin America. 

With more effective development financing, we believe it can hap- 
pen elsewhere. To cut our development financing would postpone 
} that day. It would also, and much more importantly, diminish the 
chances for the survival of moderate non-Communist governments in 
the less-developed areas. 

That is why we must provide some additional help for sound de- 
velopment programs, and why we must do this through more effective 
methods. It is to these ends that we have laid before you the pro- 
posal to establish a development loan fund. 


$$$ $$ $______-___—__—_-_- 


FUND CRITERIA 


The Cuatrman. Thank you very much. 

I noticed in listening to this outline that you lay down general 
principles which you hope may be the rule, but also give other authority 
to be used in special cases. 

Now who is going to determine that ? 

I suppose the administrators will determine that, but we know by 
experience that administrators sometimes reverse the situation and 
make special exceptions. 

Is there any limitation on the judgment of the administrators in 
those cases ? 

Mr. Ditton. There is a very clear limitation on the type of 
lending here in section 202 (b) which lays down three criteria that 
all projects will have to meet. 

There is no way to avoid or have exceptions above these, and that is: 

First, whether financing could be obtained in whole or in part from 
other free world sources on reasonable terms. 

Second, the economic and technical soundness of the activity or 
transaction. 

Third, whether the activity or transaction gives reasonable prom- 
ise of contributing to (1), the development of economic resources, 
(2), increase of productive capacity or (3), improvement of stand- 
ards of living in furtherance of the purposes of this title. 

I think maybe what you have in mind 

The CHarrman. Aren’t those objectives rather than conditions? 
That is the point I am trying to make. 

Mr. Ditton. Those are criteria that each loan would have to meet. 
I think that you may have in mind that we are going to make our 
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loans primarily on a project basis but also, in some cases, may finance 
broader programs. 

That I think would only come by experience. Our idea is to 
primarily finance projects, individual projects, but also some type 
of programs. There might, for example, be a railroad program 
running over a number of years, and we might not finance just one 
little piece of that, but contribute toward the. financing of the whole 
program. 

e CHAIRMAN. Some time in the future an executive might take 
advantage of the exception and make it the rule. That is my point. 

Mr. Ditton. I think these criteria are strict. We do have the 
authority under this to finance both individual projects and pro- 
grams. 

The Cuarrman. But you could make the individual programs the 
rule, couldn’t you? 

Mr. Ditton. Conceivably that could be done. 

The Carman. That is what I mean as far as Congress is con- 
cerned. 

Mr. Ditton. I think we are trying to make legislative history here 
which will make clear our intent not to do that. 

The Cuatrman. I know, but suppose there is a difference of opinion, 
we will say, between the Congress and the Executive. The Executive 
can.say, “I was given this power.” So I think we ought to be very 
careful as to the extent that the power can be assumed by the Executive 
and not say too late that we should not have passed such a broad law. 

Mr. Dixon. That is right. 

The CHatrmMan. Do you think there are sufficient limitations? 

Mr. Ditton. I think the criteria are far more strict than the 
criteria for the Export-Import Bank, for instance, which say merely 
that the bank is to aid in financing to facilitate exports and imports 
and the exchange of commodities between the United States or any of 
its Territories or insular possessions of any foreign countries or the 
agencies or nationals thereof. 

“Then they do have another paragraph saying, “It is the policy of 
the Congress that the bank in the exercise of its functions should 
supplement and encourage and not compete with private capital and 
that loans, so far as porate consistently with carrying out the ,pur- 
poses of subsection (a), shall generally be for specific purposes.’ 

That is indicating th: at they ‘should be for specific projects, but that 
says “So far as possible.” 

Senator Knowtanp. Isn’t there also a restriction dealing with the 
Export-Import Bank saying that the funds must go to free countries 
and cannot be used in Communist countries? 

Mr. Ditx0n. I don’t think that there is any such thing in the original 
law. Of course, under the Battle Act, loans to such governments 
would be assistance and therefore would be barred. 

Senator Know.anp. Under the language in this, there is no such 
bar. 

Mr. Ditton. Yes, this is restricted to assistance to free peoples. 
Also again the Battle Act would bar us from extending loans except 
insofar as the waiver of section 401 was used. Free peoples means 
that we would be absolutely barred except for such countries as the 
Executive would determine were free, were not under the control of 
international communism. 
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But specifically I would think that under the present setup, from 
actions that the Executive has taken to date, it would be possible under 
this fund to use up to a maximum of $30 million a year for Poland, 
for example, $30 million being the maximum that you can use under 
that waiver section. 

Senator Arken. Mr. Chairman, may I ask a question? 

The Cuarrman. I have not completed my questioning. 

Senator Arken. I have to leave now for a meeting on agricultural 
appropriations. 

The Cuarrman. I am very sorry. 

We will excuse you. 

You said you believed that the standards laid down in the bill are 
more specific than those governing the Export-Import Bank. 

In what respects? 

Mr, Dizton. These three criteria which I have just read about the 
economic and technical soundness of the activity and whether the 
activities shall give reasonable promise of contributing to the de- 
velopment of economic resources and so on. 

The Cuarrman. Those are all administrative judgments, aren’t 
they ? 

j Mr. Ditton. They are in the judgment of whoever administers the 
und. 

The Cuarrman. Yes, so they are really not bound. 

It is just guidance. 

Mr. Dixon. It is a guide. 

The CHarrmMan. Do you think that the powers given the Export- 
Import Bank were too broad ? 

Mr. Ditton. No, I think the results of the bank’s operations show 
they were not. 

The Cuarman. Then since these are more specific, are these too 
narrow ? 

Mr. Ditton. No, I think these are appropriate for this purpose be- 
cause this is going to be a different type of loan. 

The Cuarrman. I wanted to bring out the reasons for making them 
different. 

Mr. Ditton. We thought because these loans were more tied in with 
our foreign policy, were not specifically just to promote exports, that 
we should specify a little further here as to what the purposes of the 
title were, why we wanted to make these loans, and what types of loans 
could be made. 

The purpose of the criteria is to make clear that all these loans will 
be made only where we think that they contribute to economic devel- 
opment of these less-developed countries, and will not be used for 
political purposes or short-term political objectives. 

That has been one of the troubles in the past, as your committee 
found—the intermingling of purposes. 

The reason for these criteria is to single out very sharply this fund 
as only a development fund that would be based on economic develop- 
ment. 

The Cuarrman. Is the executive branch satisfied that its proposed 
legislation makes clear that all aid for development purposes will now 
be centralized in the Development Loan Fund ? 

Is it correct that this type of aid shall no longer be paid out of 
defense support ? 
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Mr. Duon. That is correct as far as defense support goes, yes, sir. 

The CHarman. And is it correct that except i unusual circum- 
stances and on comparatively rare occasions, development aid shall 
not be provided out of special assistance? 

Mr. Ditton. I think with the exception that you mentioned that 
is correct, yes, sir. 

There will be some exceptions in that, but I think they will be 
minor. 

The Cuarman. Are you familiar with the recommendation of the 
special committee that “consideration be given to vesting control ot 
the proposed development fund in a Government corporation which 
would include on its board of directors representation drawn from the 
Export-Import Bank, from the United States directorate on the In- 
ternational Bank, from the Department of State, and from the De- 
partment of Commerce” ? 

Mr. Ditton. Yes, sir; lam. Secretary Dulles testified on that in his 
testimony. He said he felt when he originally looked at this thing 
that this probably was the best way to do it—to have a corporate 
setup. But on looking into it he decided that there were certain diffi- 
culties, particularly the responsibilities of the directors. He also had 
in relia | that this fund would primarily be an instrument of foreign 
policy, and as such he feels and we feel that it should be clearly under 
the authority of the Secretary of State. 

Therefore if there were a board of directors on which the State 
Department only had a minor representation, its authority would 
not be clear and the thing would be run by a committee, in effect, by 
different executive agencies. We did not think that that would be as 
good as putting the authority and the responsibility directly on the 
Secretary of State. 

We do feel that we have to go very far in working out methods of 
cooperating very carefully and closely with both Export-Import Bank 
and the World Bank, certainly more so than in the past. 

In the past it was difficult because of this annual appropriation 
cycle which I have explained in my statement. But we would hope 
within the future if we could have this continuity, which would 
enable us to work very closely with them, that we would do so. 

The Cuatrman. Thank you. 

Senator Fu.sricut. Mr. Chairman, I have to go to the Bankin 
and Currency Committee at 11. I wonder if the chairman woul 
mind yielding to me for a few questions? 

The Cuarrman. I will yield to the other Senators, too. 


TERMINATION OF DEVELOPMENT ASSISTANCE 


Senator Fu.sricut. I just have a few questions. 

First, I would like to say to Mr. Dillon that I think his initial 
statement is a very clear one and an excellent presentation of the basic 
policies that I hope the Department will follow, but I have a few 
questions. 

Do you see any possibility in the reasonably foreseeable future of 
discontinuing economic development assistance ? 

I mean, do you think conditions are likely to change where there 
will be no need of such aid as is envisioned by this bill? 
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Mr. Dion. I think in the State Department we don’t foresee 
any early end to these conditions. We think that it will be a long- 
haul proposition. 

The only thing that would change those conditions would be a 
drastic be Tikely in the attitude of the Soviet Union, which does not 

appear to be likel 
he other thing that would change it is the gradual rise in the living 
standards, the economic production of these countries so that they 
could finance themselves more from their own resources and through 
normal channels, and that undoubtedly will be a relatively long- term 
operation. 

Senator Futsrient. Then is it fair to say that if it is to be long- 
term, this procedure contemplated by the fund that you are advoc ating 
is far more efficient than continuing on the annual basis? 

Mr. Ditton. I think so. I think that is the main reason for doing 
this. I think that on an annual basis to judge from your reports and 
from much of what you have been told in previous testimony, is not 
efficient. It is particularly bad because it gets the recipient countries 
to look on this thing on a country basis for political reasons rather 
than on a project basis, and if we are going to be businesslike in this 
approach, we have to put this fund on this totally different basis. 

We have no choice. 


DEPUTY UNDER SECRETARY DILLON’S ROLE IN ADMINISTRATION OF LOAN 
FUND 


Senator Futsriecnr. Yesterday there was some confusion about 
your particular function in the State Department and your relation 
to this fund. Would you clarify that for the record? 

Mr. Ditton. I would be delighted to. 

My function in the State Department is very simple. I am chief 
adviser to the Secretary on all matters dealing with foreign economic 
policy. The organization in the Department was changed after I 
arrived. There were some new changes which came into effect early 
in May, which very substantially expanded the functioning of my 
office to make it the counterpart in the foreign economic policy field 
to what Mr. Murphy does for other foreign policy in the Department. 

Specifically I advise and assist the Secretary and Under Secretary 
in the formulation, determination, and implementation of United 
States foreign economic policy. 

I am also the principal coordinator on behalf of the Secretary and 
Under Secretary of foreign economic policy questions and provide 
guidance on such questions to all the operating bureaus. 

Specifically with regard to this matter, I am charged with exercis- 
ing general economic policy responsibility, under the direction of the 
Secretary and the Under Secretary for the Department’s activities 
and programs relating to international trade, finance, and specifically 
here, economic development. 

Senator Futsrient. What relation will you have to the Adminis- 
trator? According to yesterday’s testimony the loan fund would be 
under the ICA. 

That is where this confusion came in. Apparently the organization 
envisioned is to be under the ICA administrator. The question is your 
role in the administration of the loan fund. 
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Mr. Ditton. I think that in the future as it will develop, that is 
the way we plan it in the Department, I will be the chief day-to-day 
or current point at which the Director of the ICA has contact with 
the State Department on economic foreign policy. 

[ Deleted. ] 

Senator Futsrientr. Then I presume you would have to approve 
important policy decisions involving substantial loans and so on, before 
they are carried out by the ICA? Is that a fair statement? 

Mr. Ditton. All these individual projects are brought to the De- 
partment; they are coordinated in the Department. What has been 
the case in the past has been that a general program has been taken 
up with the Secretary, the Under Secretary, and it would be with me 
too now, and they have approved the general outline. 

But.then when. it come to implementing specific projects that fall 
under that outline, if they are not too far different, a specific project 
is not brought back to them for approval. 

It is approved in the Department after obtaining concurrence on 
regional bureau level by the officer who was set up to handle our 
liaison with ICA, who is Mr. Barnes, who was mentioned here the 
other day and is right here today. 

I can show you a chart that we have here, which might explain 
this thing. 

Up here is the Secretary and the Under Secretary. 

Here is the Director of the International Cooperation Administra- 
tion, and here are the three Deputy Under Secretaries, this being 
myself, Mr. Murphy and Mr. Loy Henderson. 

Then down here is all the rest of the Department and in this posi- 
tion here is the Special Assistant for Mutual Security Affairs, who is 
Mr. Robert G. Barnes, who has an organization of about 9 officers 
including himself and 6 or 7 girls. He spends his full time on the 
details of coordination between the different regional bureaus of the 
Department, ICA and Defense on the programing and implementation 
of the mutual security programs. 

Senator Futsricut. What I was interested in is being sure that an 
official, at least of the Deputy Under Secretary level, would keep his 
finger on the policy, especially in the early days when you are getting 
this program underway and you are setting down and applying these 
criteria, and that you would be responsible to see that whoever is the 
actual manager is following up in the proper way. This is very im- 
portant, I think, to the committee—it is to me at least—that is, how 
this program gets started, and assuring that it does follow the criteria 
which you have very ably expressed this morning. If it does that, I 
would feel very good about it. 

Mr. Dixon. I agree with you on that except I would just like to 
point out that, as presently contemplated, the manager of the fund 
will be one of the top level officials of the ICA directly responsible to 
the director of the ICA, so it would not be normal for anyone in my 
position to deal probably directly with that official except maybe on 
an informal basis. Most of anything that I do would be through the 
Director of the ICA. 

But we would certainly work together, certainly in these early 
days. 
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PURPOSES FOR WHICH LOANS MIGHT BE MADE 


Senator Furprieut. I have another question. 

On the criteria in the bill which the chairman asked you about, the 

last criterion listed, which is strictly additional and not in the al- 
ternative, reads; 
(8) whether the activity or transaction gives reasonable promise of contributing 
to the development of economic resources, increase of productive capacities, 
or improvement of standards of living in furtherance of the purposes of this 
title. 

The phrase that bothers me a little that I think at least needs | 
clarification for the record is that last phrase, “or improvement | 
of standards of living.” 

It looks as if the other two conditions might not have to be present 
but that if there would be an improvement in the standard of living, 
which would seem to include any kind of healing activity, for example, 
that you would make loans. 

We had yesterday a discussion on a proposal by Dr. Rusk, of New 
York. Do you contemplate that loans could be made for the kind 
of purpose Dr. Rusk proposed ? 

Mr. Dixon. I don’t know what Dr. Rusk’s proposal was but this 
is specifically designed to make it possible for this organization to 
make loans to either health or educational facilities if we think that 
that is appropriate. 

Now in the case of educational facilities, for instance, it might be 
very important and very helpful to get some sort of a technica! 
school underway in one of these countries. 

It does not directly affect productive capacity, but it might have 
aoe importance for the eventual productive capacity than anything 

se. 

Senator Futsricut. The relationship between education and pro- 
ductive activity is much clearer, I think, than between productive 
activity and health projects of some kinds. 

Some health products are clearly related. There is, for example, 
malaria control. But Dr. Rusk’s project was for supplying artificial 
limbs to people. That seems much more a humanitarian matter—— 

Mr. Dutton. No, I think that is different. 

Senator Fursrient (continuing). Than it is a matter of produc- 
tivity, not that it is not a very worthwhile objective. 

Mr. Dron. I think that our idea in being able to do health things 
was not to do something that would be of that type, just humanitarian, 
but it would be the type of general public health activities which 
would help to increase the aitard of living. 

Senator Futsricut. A good example, a dramatic one, was the eradi- 
cation of yellow fever in the Panama Canal area before there could 
i even be a canal. That was clearly basic to an economic operation. 

\ I think these criteria are rather broad. When you said these are 

narrower criteria than those governing the Export-Import Bank, I 
agree with you, except for that last phrase. I don’t know whether 
that is broad or narrow. 

Mr. Ditton. That last phrase is rather broad. 

Senator Futprieut. And I think that it might be well to give some 
thought to just what the limits are, because if this becomes, as it is 
likely to, a matter of some difference of opinion, that is a weakness 
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which, I think, ought to be cleared up for the purposes of debate and 
understanding. 

Mr. Chairman, I have other observations which I could make, but 
I will desist as I have to proceed to another meeting. 

I think this has been a very interesting presentation this morning. 
Thank you very much. 

The Cuatrman. I am sorry you have to leave. 

Senator Smith, have you any questions? 


STATE DEPARTMENT'S RESPONSIBILITY WITH LOAN FUND 


Senator Smirn. Yes; I have a few. 

I understand that the application of these criteria will primarily 
be handled by the ICA. 

I am not quite clear on the role that you will personally play in 
dealing with these loans. 

Mr. Dition. The basic differentiation which Secretary Dulles al- 
ways tried to make is between operations and policy. The two things 
do come together in many fields, but in my position I don’t concern 
myself with day-to-day operating responsibilities. That is the job 
of the ICA; it will be the job of this fund. 

But the overall foreign policy objectives, which means the type of 
foreign aid program we have, we have been very much concerned with 
and will continue to be concerned with, and in cases where there is a 
strong political interest, I would undoubtedly get into the particular 
loan in question. 

But I don’t think I would in all ordinary loans at all. That would 
not be normal, although I would assume and would see to it that I 
was kept fully informed as loans were made and as they were under 
consideration so I would know of them. 

Senator Smiru. Suppose a country asks for a substantial loan for 
2 or 3 years for a specific project. 

Would you be brought into consideration of the matter right away 
or would that be an ICA operation ? 

Mr. Ditton. What would happen there, Senator, I think I can ex- 
plain that very clearly: It would go to the ICA, but the State De- 
partment would be brought in immediately. 

I would not be personally. The person who would be brought in 
immediately would be the Assistant Secretary of the area in which 
this loan was planned to be made, and his people and his staff would 
be working from day to day with the ICA all the time. 

I would only presumably come into it if there was some hitch in 
that coordination and it did not work and there was some special 
earn about the loan that they felt they had to take to a higher 
evel, 

Senator Smrrx. I am thinking more of the State Department as a 
whole. 

Mr. Ditton. Yes. 

Senator Smrrn. The Secretary has indicated he does not want to 
take over the operational activities; hasn’t he? 

Mr. Ditton. That is right. 

Senator Smiru. We understand that. ICA is a semiautonomous 
agency. But at what point will the State Department, whether it 
is you or whether it is the Secretary himself, or whoever it may be, 
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get into the picture when you are considering a loan for Thailand, 
we will say ? 

Mr. Dutton. They get into it right from the beginning, Senator. 

Senator Smrrn. Right at the begining? 

Mr. Duaon. Right at the very beginning, and they get in it 
through this organization that Mr. Barnes heads. He has the in- 
formation right away. He takes it to the regional bureau concerned, 
and then the officers from that bureau have daily contacts with ICA 
and they work together all the time and there is a close contact. 

Senator Smrru. Then there will be no operation by ICA, as such, 
entirely apart from the State Department’s full knowledge, approval, 
cooperation, and agreement on policy ? 

Mr. Ditton. None whatsoever. 

Senator Smirn. There is no danger of a conflict there ? 

Mr. Ditton. No, sir. 

Senator Smrru. And the State Department’s overall responsibility 
for foreign policy will continue even though the ICA, as I say, is 
semiautonomous. 

Mr. Drtt0n. That is correct 


USE OF LOAN REPAYMENTS IN LOCAL CURRENCIES 


Senator Smirn. I am glad to have that point made clear. 

What is your attitude on the situation where loans are made on the 
basis of repayment in local currencies ? 

Has the State Department any policy on local currencies or is it 
leaving that whole question to be worked out by ICA? 

Mr. Ditton. Oh, no. When we get these local currencies, when 
they come back, we will have to decide what to do with them. In 
many cases they will have to be relent to the country that originally 
borrowed the money. We hope, and I think there is good reason to 
believe, that through general increase in economic activity in these 
countries, which is the purpose of this whole operation, that the time 
will come when these local currencies will become more readily con- 
vertible, at least in part, and we can get back something in dollars 
that will help to pay back the dollars we put into the original loan. 

Senator Saurru. So the State Department will be involved in these 
loans all the way through, from their inception ? 

Mr. Ditton. All the way. 

Senator Smrru. Under this proposal, dollar and counterpart grants 
will not be given ? 

If the repayment is used in a country, it will be in the form of 
another loan. 

Mr. Ditton, That is right. 

Senator Smirxn. And the desire is to ultimately improve conditions 
in these countries so they will have convertible currencies and can 
pay us back in dollars? 

Mr. Ditton. That is right. 

Senator Smirn. Is that the long-range view ? 

Mr. Ditton. That is the long-range view. We also could use some 
of these funds for other United States Government purposes in the 
local countries such as expenses of the Embassies and so forth. 

We could make use of them. 

Senator Smiru. They would be our funds to use? 








MUTUAL SECURITY ACT OF 1957 607 


Mr. Dition. Yes. 

Senator SmirH. We would be paid back in that money and we 
might use some of that, I hope, for the Fulbright scholarships. That 
would be part of our interest. 

Mr. Dition. Yes, sir. 


LOAN FUND AUTHORITY REQUESTED 


Senator Smirn. Are you familiar with the recommendation of our 
special committee to the effect that while interim measures that are 
used may be necessary, the fund should not be established in perma- 
nent form until its implications have been fully examined by the 
executive branch and the appropriate committees of the Congress ? 

That is the feeling that our committee report indicated, that we 
should not get frozen into some setup so far as this fund is concerned. 
In other words, should we experiment as we go along? 

Don’t you think that the authorization which you want now of 
$2 billion over a 3-year period gives the fund a pretty permanent 
form right at the beginning. 

Mr. Ditton. What we are asking does give this fund a minimum 
of 3 years operation. 

We feel that if it is to go on a businesslike basis, which will enable 
us to change the type of operation that we have been doing in the 
past and make our operation more like that conducted by the Export- 
Import Bank and the World Bank, a period of 3 years is about the 
minimum assurance that we need, 

That is the reason we ask for that 3-year period. 

As to whether we start the fund this year or another year, it was 
our feeling that it was so clear that there had to be a change, that 
what had been done in the past was wrong. 

Senator Smiru. I think we have all felt that. 

Mr. Ditton. That we ought to get on with something. We thought 
it was clear enough. There was a consensus on what was wanted so 
therefore we felt it was advisable to set the thing up this year. 

Senator Samrru. You don’t feel, then, that we could say “Well, 
we will authorize and appropriate the $500 million this year and 
then we will watch and see what happens before we go on to the 
commitment of $750 million for each of the next 2 years? 

Mr. Ditton. That would still tie us I am afraid to this annual 
program. 

Senator Smiru. I am concerned with that, too. 

Mr. Ditton. Which would just be putting a different name on 
what we are doing now. 

We would have to continue our program much the same way as 
we are doing now, basing it more on political factors than on indi- 
vidual projects. 

We would not have the time to study the projects. I feel particu- 
larly strongly about it as regards coopet ‘ation with the Export-Import 
Bank, the World Bank and private investors who are not tied down 
to this 1-year basis, don’t have dates on which they have to commit 
their funds before they are gone. 

Their operations actually work. They don’t know when they are 
going to finish a project. They study it and they turn up sonaemhing 
they want to study some more and they study it 2 months more or 
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months more until they are sure they have everything in proper 


shape. 

ed if we are going to be cooperating with them to the extent of 
maybe jointly financing various things, and this is particularly true 
with private investors, we simply cannot be tied to this annual basis 
or it just won’t be effective. 

Senator Smirn. Senator Capehart, do you want to ask a question? 


TERMS OF DEVELOPMENT FUND LOANS 


Senator Cargnart. I have to leave because I have to attend the 
same meeting that Senator Fulbright has to attend. 

I don’t have time but I wish you or the chairman would ask about 
these three matters: The length of the loans, the interest rates and 
whether the loan proceeds will be spent in the United States, as is 
required by the Export-Import Bank. 

would like to have you ask Mr. Dillon some of those questions. 
In other words, just what are the terms of these loans going to be? 
What is the interest rate going to be? Are these loans going to be 
for 10 years, or 15 years, or for how long? 

Senator Mansrietp. Mr. Chairman, why doesn’t the Senator from 
Indiana put those in the form of questions so Mr. Dillon can answer 
them for the record ? 

Senator Capenart. I will just take a second. 

Senator Knowranp. Maybe he should answer them while the 
Senator is here. 

Mr. Ditton. There are two things there. 

In the first place, as to the types of loans, in the statement which 
I read we made clear that one of the criteria which we wished to follow 
here was not to come in and compete with existing sources. What we 
are for is to make loans which are not attractive enough for one 
reason or another, greater risk or because currency repayment in 
dollars is not available, so that the Export-Import Bank, the world 
bank or private investors would not make them. 

Therefore our terms would undoubtedly have to be somewhat more 
generous than theirs. 

Senator Caprnart. Would you think that the loans might run for 
maybe as long at 40 years? 

Mr. Ditton. That is what the present ICA does. 
We certainly would not go beyond that. Whether that is a pattern 
that has been set and whether we will stick to that 

Senator Carenart. Will you have interest rates from time to time 
that are lower than those on Export-Import Bank and private loans? 

Mr. Ditton. I think what we have in the ICA is good which gives 
an option of repayment in either local currencies or dollars, and with 
a lower interest rate if they repay in dollars. 

Senator Carrnart. And would the proceeds other than for labor 
and services be required to be spent in the United States? 

Mr. Dron. No, sir, we don’t have any such requirement. 

Senator Capenarr. Don’t you think maybe we should ? 

Mr. Ditton. Other than for labor and for—— 

Senator Capenarr. Services like printing or what we normally 
think of as services. 
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If, for example, we are going to loan money, let’s say, to build a 
powerplant, requiring physical things available outside of the country 
in which it is to be built, don’t you think they should be purchased 
in the United States / 

The Export-Import Bank requires it. I am just asking that as a 
question. 

Mr. Ditton. That isa question of policy. 

Senator Capenart. I think you ought to study it. 

Mr. Ditton. It might have a higher cost, of course. 

Senator Carenarr. Other than the humanitarian feeling which 
every human being has and every country has, and we have, I think 
we ought to do this so it will help us the most. 

As you well know, if we are going to loan money to build a fac- 
tory, let’s say, or something of that sort, and the materials are pur- 
chased in Germany or in Stngiand: the purchaser will go back to 
Germany or England for all its repair parts, replacement parts, and 
~~ additions, because the standards are not the same. 

think you ought to give some thought to that angle of it. I don’t 
think it ought to be 100 percent. 

Mr. Dixxon. I think that would be a little strong because the Ex- 
port-Import Bank was set up and has operated as you well know to 

romote American exports, whereas the fundamental concept of this 
und was to meet this foreign-policy objective of economic develop- 
ment which your committee agreed was worthwhile. 

Senator Carenartr. Give some thought to it, will you? 

Thank you very much. I am sorry I have to leave. 

The Cuatrman. Senator Mansfield, have you any questions? 


STATE DEPARTMENT LIAISON WITH ICA 


Senator Mansrtevp. Mr. Secretary, it is good to see you here. I 
have been listening to your testimony this morning with a good deal 
of interest. 

You were earlier defining your duties in the field of foreign eco- 
nomic policy and in so doing you brought in Mr. Barnes’ work in 
connection with ICA. 

I have seen Mr. Barnes around here for a good many years at the 
right hand of a good many men and doing an excellent job, but I did 
not know until this morning just who he was, and I did not hear the 
name until yesterday afternoon. 

I was disturbed at the fact that Mr. Barnes is the liaison, so to 
speak, between the Secretary of State and Mr. Hollister, because, 
while the Secretary is charged with foreign-policy guidance in the 
administration of economic aid, I had felt that someone in a position 
comparable to yours should have been the linkage, so to speak, be- 
tween the ICA, a semiautonomous agency, and the Department 
charged under the Constitution with the conduct of our foreign pol- 
icy. I would hope that something could be done by means of which 
you would develop a more active interest in the administration of the 
ICA, and that you, with the capable help of Mr. Barnes, would be the 
link with the Secretary of State so that we could have somebody up 
there in a high enough position to be certain in our own minds that 
real policy guidance was being given to this semiautonomous organi- 
zation. I hope you keep that in mind. 
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FOREIGN-POLICY ASPECTS OF DEVELOPMENT ASSISTANCE 


Now, Mr. Secretary, do you know who will be the manager of this 
development loan fund ¢ 

Mr. Ditton. No, sir. 

Senator Mansrrevp. Do you not think it would be a good idea if, 
instead of having the loan fund in the ICA and under the control 
of Mr. Hollister—and I have nothing against Mr. Hollister—it should 
be, because of your position in the State Department, under your 
control and administration ? 

Mr. Ditton. That comes to the fundamental question again of 
policy versus operations, and as you well know, the policy of the 
State Department and the Secretary is—his desires are that there 
should be as much of a separation as possible between operational 
responsibilities and policy guidance responsibilities, and therefore he 
looks on me as on the policy side of the thing, and I think he would 
feel very strongly that this is an operational responsibility and 
should be kept in the area where the other operational responsibili- 
ties already are. [ Deleted. | 

Senator Mansrretp. It seems that the only way we can get the ICA 
into the Department of State—and that also applied to MSA and 
FOA before it—is to just take halting steps. 

Maybe some day we will reach that goal, and I think the results 
would be better management and better administration. It seems 
this is going to be a program with us for a long time and I cannot 
disassociate foreign economic aid from the field of foreign policy, 
though I recognize Mr. Dulles’ consistent and well-known opposition 
to taking over ‘the operating end of foreign policy. But the time will 
come when that will just have to be done, because times are changing 
and it is pretty hard to disassociate these different elements in that 
particular field. 





FOREIGN POLICY IMPACT OF ECONOMIC AND MILITARY AID 


Now. Mr. Secretary, would you say that the Development Loan 
Fund has a more or a less immediate impact on foreign policy than 
does military aid? 


STATE DEPARTMENT LIAISON WITH ICA 


Mr. Ditton. I would like just before I answer that to go back one 
minute to this organizational thing. 

I think we ought to make clear that Mr. Barnes in the Department 
while he is the liaison with IC. A, all his work is carried out more or 
less at the top staff level, and that Mr. Hollister himself has dealt in 
the past with Mr. Hoover and Secretary Dulles and Mr. Herter, and 
would continue to do so in the future. 

Mr. Barnes’ function is not a liaison between Mr. Hollister per- 
sonally and the Secretary. That contact is very close. 

Senator Mansrrevp. No, Mr. Hollister pointed out that he goes 
to meetings with the Assistant Secret: iries twice a week. 

Mr. Dixon. That is right. 

Senator Mansrretp. And that he discusses matters with Mr. Barnes 
and if there is any difference of opinion, then it is a case of going to 
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the Secretary. I should think it ought to be a case of going to you 
first and then if there is any difference, to the Secretary, and I have 
full confidence in what Mr. Barnes has done because he certainly has 
been an extremely capable civil servant. 


FOREIGN POLICY IMPACT OF ECONOMIC AND MILITARY AID 


Now shall I repeat the other part of that question ? 

Mr. Ditton. No, I think I remember it. I would think a more im- 
mediate impact on foreign policy is of course our military aid pro- 
grams, although the eventual results of this development loan fund 
may be far more important, but the month-to-month, day-to-day im- 
pact of the military program is, I think, more important. 

Senator Mansrie.p. Then, if that is the case, why is it necessary for 
the fund to be under such close administrative control and operation 
of the State Department and ICA when no such compulsion 1s felt in 
the field of military aid ? 

Mr. Ditton. I did not realize there was no such compulsion. 

Senator Mansrrevp. There certainly is not. 

Mr. Ditton. The defense support funds which are economic in 
nature will continue to be administered by the ICA just as they have 
been in the past, and in those, all the economic problems that arise out 
of the administration of those funds the State Department will have 
the same interest it has in the development loan fund. 

Actual furnishing of military hardware is a different matter. 

Senator MansrieLp. I have two more questions. 


AMOUNT REQUESTED FOR DEVELOPMENT LOAN FUND 


Is there any reason why we can’t just appropriate the $500 million 
requested for the fund this year, and leave it available until dis- 
bursed? If it is used up in loans, more can be appropriated next 
year. 

The point I am getting at is this: Why do you need the $2 billion 
right off, because that is what it will amount to if this legislation is 
passed. That is, automatically you get $750 million for each of the 
next 2 fiscal years after 1958. The point is that if you get that, 
what the opponents of foreign aid are going to say is “You did not 
give the President $3.8 billion which he asked for. You gave him 
over $5 billion. You upped it by $1.5 billion.” 

Is that a fair assumption ? 

Mr. Ditx0n. I think you can say that that would not be an accurate 
statement because the funds would not become available until suc- 
ceeding fiscal years. 

However, the reason for which we need it, I think, is clear. It 
would be of help, of course, to have the $500 million without any date 
on it. That would make it easier, as I said, to negotiate with private 
interests with the Export-Import Bank, work together and cooperate 
with them. 

However, it would leave us in a position where we were asking for 
annual appropriations, and annual appropriations mean in effect 
only one thing, that we are forced into this position of saying why 
you need them, to justify them by regions or by countries, and we 
get back into this or we don’t get away from this annual illustrative 
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program idea where the countries look on this thing as political and 
not as development aid. 

It also prevents you from undertaking certain projects that might 
be longer range projects of which you might do part one year, know- 
ing that you have funds available to do some more later. 

If you did not have those funds available, you could not do that. 
You would have to do shorter things that might not be as good. Those 
are two reasons. 

Senator Mansrtevp. Mr. Secretary, I can see your point of view 
but I hope you can see our point of view. 

Mr. Ditton. I can see that. 

Senator Mansrietp. Your next two $750 million appropriations are 
automatic in the Appropriations Committee and would not come be- 
fore this committee for further consideration if this goes through. 


FUND FINANCING 


Now in the report of the Special Committee To Study the Foreign 
Aid Program, on page 30, is the following statement : 


Further, the committee believes that this fund is too important to be set up 
in haste. Interim measures may be necessary, but the fund should not be 
established in permanent form until its implications have been fully examined 
by the executive branch and the appropriate committees of the Congress. 


I am going to ask these two questions and I would appreciate your 
furnishing answers for the record, because Senator Knowland is wait- 


ing to ask questions, 
One, don’t you think that an authorization of $2 billion for 3 years 
gives the fun a permanent form before its implications are fully 
ea: 


understood, at least by the Congress ? 
My second question is a reiteration of one I asked previously. 
ould it not be possible to get the fund started with the $500 mil- 
lion for 1 year, pending a full study of its implications by appropriate 


committees ? 
That is all, Mr. Chairman. 
(The following information was subsequently submitted for the 


record :) 
SENATOR MANSFIELD’S QUESTION CONCERNING FUND FINANCING 


At the hearing of June 5, Senator Mansfield asked the views of the executive 
branch as to whether the creation of the development loan fund with an initial 
appropriation of $500 million would give the fund sufficient assurance of con- 
tinuity to operate in a businesslike way, while its operations were studied with 
a view to deciding whether the assignment of larger resources would be war- 
ranted for future fiscal years. He asked further whether the 3-year capitaliza- 
tion proposed by the executive branch would not give the fund too permanent 
a form before its implications were fully understood. 

The executive branch believes that such a limited capitalization would make 
it impossible for the fund to operate with the necessary assurance of continuity 
and would effectively destroy the concept of the fund. The executive branch 
also believes that sufficient information exists to warrant going forward with 
the fund on the basis of the method of capitalization proposed, and that this 
method of capitalization would insure effective congressional control of the 
fund’s resources—particularly during the initial testing phase. This memo- 
randum sets out the basis for the executive branch’s view. 
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I. OBJECT OF THE FUND 


1. The executive branch proposes that the development loan fund should be 
established as a new and more effective instrument of United States national 
policy 

Our purpose is that it should provide financing in ways which will be effee- 
tive—as the present development program cannot be—in two very important 
respects : 

(a) In encouraging the receiving countries to greater self-help ; 
(b) In bringing about increased activity on the part of other financing 
sources—private investors, the World Bank, and the Export-Import Bank. 

Only if it achieves these purposes will our development financing have the in- 
tended impact on prospects for economic growth of the less-developed nations. 

The sums which the United States can put into this effort are necessarily too 

limited to be decisive when taken alone. To achieve our purpose, they must be 

used in guch a way that they will have a maximum catalytic effect in bringing 
the resources both of the countries themselves and of other financing sources 
to bear more effectively on the development of the borrowing countries. 


2. To achieve this purpose the fund must operate through procedures altogether 
different from those under which development assistance is now provided 


We must shift from the present practice of planned country programs, financed 
through year-to-year appropriations, to the more businesslike practices of the 
World Bank and Export-Import Bank. To this end, we believe that the fund 
should be able to— 

(a) Place primary responsibility for the planning of development projects 
and proposals on the receiving country ; 

(b) Offer that country a convincing incentive to discharge this responsi- 
bility effectively, by creating the prospect that if—but only if—it comes 
forward with sound projects it can reasonably expect to quality for con- 
tinuing United States financing : 

(c) Work closely with other financing sources in joint or related activi- 
ties, and to encourage them to undertake financing activities that would 
not be feasible in the absence of our own. 


3. In order for the fund to operate in this way it must have certain character- 
istics inherent in a financing institution: It must have the same assurance 
of continuing resources that any bank—public or private—needs in order 
to operate effectively 

Only with this assurance will the receiving countries be moved— 

(a) To plan for the most effective long-term uses of our and their re- 
sources, e. g., by preparing needed long-term projects and programs, whose 
completion would require our continuing assistance ; 

(b) To undertake complex negotiations concerning these projects with 
the fund, in order to insure that they meet—or can be altered to meet—the 
fund’s criteria ; 

(c) To embark on these long-term projects and programs with full vigor 
and confidence. 

And only with this assurance will private investors, the World Bank, and the 

Export-Import Bank have sufficient confidence in the future seale of the fund’s 

activity to feel safe in relating their plans to that activity. 


II. EFFECT OF A LIMITED INITIAL APPROPRIATION ON THE FUND 


4. If only an initial $500 million appropriation were provided, the fund would not 
have the essential assurance of future resources 

As indicated in the memorandum submitted to the committee as attachment 
A to Mr. Hollister’s statement of June 9, $500 million would only be sufficient for 
the financing which can reasonably be expected to take place in fiscal year 1958. 
If we fell much below this level, we would be doing less than we are now: about 
$410 million of mutual-security funds were used for development purposes in 
fiscal year 1957 ($180 million from sec. 201 and $230 million from defense 
support). 

An initial appropriation of $500 million for the funds could not, therefore, 
in any sense be considered “capitalization” in the sense that a banking activity 
must be capitalized. For there is every prospect that a further request would 
have to be made of the Congress next spring for additional funds for fiscal year 
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1959. In other words, the $500 million would be a 1-year appropriation—differ- 
ing from past 1-year appropriations only in that, presumably, it could be 
expended on a no-year basis. This difference would be helpful in avoiding pres- 
sure for hasty commitments, but it would not provide the United States Govern- 
ment or the nations and investors relying on us with substantially greater 
assurance of continuity than now exists. 


5. Without this assurance of continuity the fund could not achieve the purposes 
set forth under I, above 

Unless other countries, private investors, and public institutions can be offered 
convincing assurances of the availability of continuing financing, they will be as 
reluctant to work with the fund on a long-term basis as individuals would be to 
work with a commercial bank if they did not know from one year to another 
whether it would have adequate resources. 

We do not believe that the necessary assurance would be provided by a general 
declaration in the law or even an authorization to be followed by annual appro- 
priation. It is inherent in the legislative process that there could be no reason- 
able assurance as a result of either of these procedures that an adequate 
amount—or indeed any amount at all—would be added to the fund’s capital in 
future years. Thus, for the purpose which the new concept is intended to achieve 
an appropriation to cover only 1 year’s activity would be no better than the 
present system of annual appropriations. The essence of the assurance which 
is required to make the fund effective is the knowledge that specific sums will be 
available in future years; this assurance can only be conveyed by action which 
specifically sets these amounts aside and which indicates the times at which 
they are to become available under specified conditions. 


Ill, EFFECT OF PROPOSED METHOD OF FINANCING THE FUND 


6. The proposed method of capitalizing the fund is specifically designed to fulfill 
two essential requirements: (i) That the fund have enough capital for a 
long-enough period so that it can be effective; (ii) that the Congress not be 
asked to commit, beyond its control, a sum greater than would be needed for a 
1-year test of this new program 

What the proposed method of capitalization does, therefore, is (i) to provide 
capital over the minimum period necessary to insure the required assurance of 
continuity, and (ii) to do this in a way which makes it impossible for the 
administrator of the fund to obligate more than the first year’s appropriation 
before both the authorizing and the appropriating committees of the Congress 
have had a full opportunity to review the activities undertaken by the fund 
and to determine whether they believe it advisable to let the fund go ahead or 
to change, curtail, or indeed abolish its activities. 

In order to accomplish both these necessary objectives, the executive branch's 
proposal is (i) that there would be an appropriation of $500 million for obligation 
in fiscal year 1958; and authorization for borrowing from the Treasury up to 
$750 million in each of the succeeding fiscal years; and (ii) that only the initial 
$500 million could be obligated in fiscal year 1958—the amounts for fiscal year 
1959 and fiscal year 1960 not to become available for obligation before those 
years respectively. 


7. The proposed course of action is not equivalent to the appropriation of $2 
billion for the fund. It is something quite different in respect both of con- 
gressional control and of fiscal effect 

The proposed action would convey $500 million—not $2 billion—in one lump 

sum to the fund. It would assure the fund that $750 million would become 
available in each of the next 2 fiscal years only if the Congress did not decide 
otherwise in the meantime. The authorizing committees could recommend such 
a decision at any time to the Congress, on the basis of their continuing con- 
sultation with the officials in charge of the fund and of their annual review 
(during the mutual security presentation) of its past operations and future 
plans. If the Congress decided to end the fund’s existence before fiscal year 
1959, or before fiscal year 1960, it could do so—before the fund would have 
borrowed any of the money available to it in fiscal year 1959 and 1960. For 
the fund would not control these additional amounts until the year in which 
they were authorized to be obligated. They would remain in the Treasury until 
then, and they could not be obligated even then if the Congress had included in 
the meantime that this authority should be reduced or withdrawn. 
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Furthermore, since these amounts could not be obligated or expended until 
the year in which they were authorized to be borrowed, presently planned annual 
budgetary ceilings on obligated authority and expenditures would not be 
affected. 

The executive branch thus believes that the proposed method of capitalization 
will give the fund sufficient assurance of working capital to allow it to go for- 
ward as it should—but will not create a permanence which will place any 
limits on the full power of the Congress to make changes shown to be needed 
by unfolding experience. The executive branch is confident that the information 
now available to it and to the Congress is sufficient to warrant going forward 
on this basis. 


8. To provide the fund with any less continuity than envisaged in this proposal 
would be to throw it back into the present cycle of annual appropriations 


If this were done, the fund’s operations would only represent relatively minor 
improvements over present practice: 

(a) Its assistance would be on a loan basis but this would be only an 
extension of existing practice. Most ICA development assistance is already 
extended as loans. 

(b) Its funds could be expended on a no-year basis. But this is an im- 
provement which could be effected without setting up a fund. 

(c) The fund would include virtually all assistance for economic de- 
velopment—that hitherto extended both under section 201 and as defense 
support. While this would help to clarify our purposes, it would not permit 
development assistance to be extended more effectively unless we used pro- 
cedures different from those which now govern defense support. This 
would not be the case if development assistance were to continue to be 
financed through annual appropriations. 

In short, the proposed change in method of financing is the major change 
involved in establishing the fund. To set up a fund without making this change 
would be essentially a contradiction in terms. It would only create a new name 
for continuing existing practices. 

The basic decision the Government faces is whether to change from a concept 
of annual development aid to one of development financing on a businesslike 
basis comparable to that of the Export-Import Bank and the World Bank. If 
we are to do this, it will be necessary to make a major shift from present 
procedures to a method of financing appropriate for a banking operation. If we 
are unwilling to make such a shift, we would only be deceiving ourselves and 
foreign countries by describing what we were doing as a fund. With this shift, 
and only with this shift, could the fund be a large improvement in the present 
situation—a change in fact as well as in name. 





The Cuatrman. Mr. Knowland, have you some questions ? 


SENATE CONFIRMATION OF ADMINISTRATOR OF LOAN FUND 


Senator KNowLanp. Yes. 

Mr. Secretary, I have several questions. 

Would the manager of the fund or the Administrator of the fund 
be subject to Senate confirmation under the provisions or is there any 
reason why he should not be? 

Mr. Ditton. There is no reason one way or another. 

He is not under the provisions as presently set up. I know that that 
is a matter which ICA can speak for better, because some of their top 
deputies are subject to confirmation, some are not. 

Senator KNow.anp. It is one I wish you would explore. I am sure 
the Senate would want to explore it. 

Mr. Secretary, I join with Senator Fulbright and others in saying 
that I thought your statement was very helpful and very constructive. 


USE OF LOAN REPAYMENTS 


You mentioned that the previous types of loans under the present 
program are repsyable in not more than 40 vears, in local currency, 
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at the option of the borrower, with a grace period of 4 years on prin- 
cipal repayments, with an ascending annual scale of repayment, and 
with the consent of the borrowing country being required for use of 
local currency repayments outside that country. I direct your atten- 
tion to this last feature mentioned. 

Now what is the present procedure in the use of the funds within the 
borrowing country ? 

Do we have any obligations, commitments, or practices whereby the 
local country is consulted and its approval gained before we use those 
funds within that country ? 

Mr. Ditton. If we want to use them for our own purposes such as 
Embassy expenses and things of that nature, it is not necessary. 

Obviously if we want to relend them, then that would be a negotia- 
tion with the country, but if we want to use them for our own specific 

urposes, it would be a matter of courtesy maybe to tell the country, 
ut it is not necessary. 

Senator KNowtanp. Why, in a situation of this kind, while we 
might inform the country, should we, in effect, give it a veto power 
on the use of those funds? 

Mr. Dixxon. It is different here where it says use of local currency 
repayments outside that country. 

Senator Knowtanp. I understand that because there it would in- 
volve their exchange problems. 

Mr. Ditton. That is the reason. 

Senator Know.anp. But I am now directing attention not to the 
exchange problem that is created. But suppose, for instance, we 
decided that it would be helpful to finance project A in the country, 
but the government for some reason did not think it would be helpful 
and had project B that they, for some reason best known to them, 
wanted to finance. Do they, in effect, have a veto on our use of those 
funds purely within the country ? 

Mr. Ditxon. I think that is really a practical matter. I assume 
you are talking about a private project, because if it was a public 
project, there would not be any problem. If it is a private project, 
I think as a matter of just foreign relations and courtesy, since this 
is a Government lending organization representing the Government, 
you would have to take their government’s view into account if you did 
not want to get in trouble with our foreign relations. 

On the other hand, if they had some other project you did not agree 
to, you would not have to lend to that. 

You might wind up with a stalemate. If they wanted to get the 
loan, they would have to agree to let you loan it the way you want. I 
think that would be a negotiation on each individual case. 

Senator Knowianp. Of course I can see a situation where a coun- 
try was not completely socialized but where it had gotten into that 
field and was, in effect, a competitor with private industry, and where 
we might feel there was some economic development which would be 
justified by loans in a private field, and the Government would feel 
they would rather have that in the socialist government control field 
and we would to that extent be prevented from going ahead. 

I was just wondering how coal of a restriction the local government 
had on the use of these funds entirely within the country. 

Mr. Ditton. I think there is no legal restriction. ¥ 
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It is just a question of foreign relations, that it is pretty difficult 
for a government organization to conduct operations in another coun- 
try if ‘the government is against what you are trying to do, 

‘On the other hand, I think when you are the lender and you have 
the funds, that the weight of bargaining power should be on your side, 
and I think that in most of these cases I would think if there were 
worthwhile private projects, that. we would be able to lend them even 
if there was some resistance from the government concerned. 

Certainly that would be i m accordance with the criteria of the bill 
which says that we should do everything we can to promote private 
enterprise, for example. 

Senator KNowLanp. Can you supply for the record or have the ICA 
supply for the record how much of these counterpart funds have been 
used over the past several years purely for fiseal balancing of the bud- 
gets of the several respective countries, as distinguished ‘from capital 
investment ¢ 

Mr. Ditton. Yes, sir; we will get that. 

(The information had not been received at the time these hearings 
went to press. ) 

INTEREST RATES ON LOANS 


Senator KNowLaNp. On these loans that are made, is the present 
practice that they shall be repayable both as to principal and interest, 
or have we been in the habit of making interest-free loans? 

Mr. Ditton. I don’t think we made any interest-free loans as yet. 

Senator KNowLanp. What has been the range of the interest rates 
paid on the loans that we have made to date ¢ 

Mr. Saccton. Three to four percent, Senator. 

Senator KNow.LANpb. None lower than three? 

Mr. Saccro. I don’t recall specifically. 

Senator Know.anp. Will you check so we will be clear on that 
point ? 

Mr. Sacctio. I shall check. 

(The following information was subsequently submitted for the 
Lis: :) 


The lowest interest rate is 214 percent. 
ORIGINATING LOAN FUND REQUESTS 


Senator Knowianp. Now on these loans that will be made under 
this program, is it the general thinking now that these nations would 
come in to us and suggest loans, or w ill we be out more or less drum- 
ming up the business and suggesting to them projects for which they 
should come in and ask funds? 

Mr. Ditton. I think the responsibility will be more on the country 
itself than it has been in the past, although we will certainly, as I 
have pointed out in my statement, help ‘them in preparing plans 
which is just what the ‘World Bank does. They find that some of 
these countries are not able, don’t have engineering and otherwise 
to prepare the best projects for their own economic development and 
under this setup, we would be able to use technical cooperation, tech- 
nical assistance funds for surveys which would help to develop the 
projects, but it would be the country’s responsibility then to come 
to us and ask us if those were ones that we were interested in. 

92528—57——-40 
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Senator KnowLanp. Without completely prejudging the case, be- 
cause I realize that there are many facts schdiin perhaps are not avail- 
able to us, I call to your attention a magazine article concerning 
certain developments which took place in Iran where we had gone 
ahead on a very large public project, hydroelectric and otherwise, 
where both the request and the urging of the local people had been 
that they could get power faster and better and more suitably by a 
smaller type of power generation. The article in question may not 
have been entirely accurate, and you may or may not be familiar 
with the statements in it. 

But these people, after all, have lived in the country a long time and 
know some of the problems involved. 

I was just wondering whether we were apt to be more or less sell- 
ing them an American Dill of goods on big projects when the economy 
of the country would maybe be more suited to a smaller project that 
would get them power sooner. 

Mr. Tasaen. am not familiar with the details of the Iranian 
thing or actually what happened there, but I assure you that we 
would not here be going ahead with any projects the people in the 
country did not feel were ones that were the best. 


LIMITATION ON DEVELOPMENT FUNDS TO COMMUNIST COUNTRIES 


Senator Know.anp. Now my final question. 

Going back to an earlier inquiry, I would like you to either now 
or be prepared for the record to put in the case as to why you believe 
that under this development fund there would be the limitation of 
$30 million to Communist countries. 

As I read the language here, and with the loopholes which I think 
presently exist in the law, it looks to me as though the flexibility is 
far greater, either by intention or pure coincidence, than that, and 
1 would like a pretty clear documentation as to just precisely what 
limitations there are in this. 

I now have reference to the development fund as distinguished from 
the other funds under the mutual security program, as to what limi- 
tations there would be to financing Communist governments. 

Frankly I am not just about prepared to vote either in this com- 
mittee or on the floor to finance the success of a Communist experi- 
ment, whether it is international in character or national in character, 
and I want specific information as to just what limitations there are 
in this. 

Mr. Dit1on. We will give you a specific memorandum on that. 

(The following information was subsequently submitted for the 
record :) 

The proposed development loan fund is not available for loans to peoples 
dominated by the governments or organizations controlling the world Communist 
movement. It is specified in the language of section 201 that fund assistance 
is only available for the development of “free peoples.” The section-by-section 
analysis submitted by the executive branch confirms this: “The language [sec. 
201] indicates that the fund is to be used for peoples free from domination by 
the governments or organizations controlling the world Communist movement.” 
It is specifically provided in section 202 (b) that the requirement that develop- 


ment loan fund assistance be for ‘free peoples” cannot be waived by a determi- 
nation under section 402 (a) (President's special authority). 
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it is true that fund loans, like other mutual security assistance, might in 
special cases and limited amounts be granted to governments of free peoples 
not controlled by the world Communist movement but not eligible for aid under 
the Battle Act (Mutual Defense Assistance Control Act of 1951). This would 
only be possible if the President made a finding under section 401 (a) that such 
loans were important to the security of the United States. In any event, no 
more than $30 million in such loans could be allocated to any one nation in any 
fiscal year. 

Senator KNow.anp. It is the opinion of your legal authorities that 
there is no other amendment in the legislation now pending before 
us that would in any way modify the Battle Act other than as you 
have just stated ? é 

Mr. Ditxon. It would not in any way modify or change the Battle 
Act. 

Senator Knowtanp. That is all for the moment. 

The Cuarmman. There is a question that I would like to ask, which 
is fundamental. 

You have said those administering the fund would take into ac- 
count the broad foreign policy interests of the United States. 


CONSIDERATION OF TARIFFS IN MAKING LOANS 


I wonder if that applies to tariffs. 

In other words, would you lend money to a factory making a prod- 
uct, say woolen goods, cotton goods, jewelry or farm products? Would 
in making the loan, consideration be taken of the fact that in some 
cases we have tariffs on those products, or in some cases have not. 
Would an element in making a decision be the effect on our country 
of the way the money is spent ? 

Mr. Ditton. I would think that we would take everything of that 
nature into account. 

The Cuairman, Is there anything anywhere to intimate that that 
should be taken into consideration ? 

Mr. Ditton. I don’t think there is; no, sir. 

The Cuarrman. Would it be advisable to have something of that 
sort? 

Otherwise some administration might undertake to use it for that 
purpose. 

Mr. Duton. It is pretty hard for me to conceive of some adminis- 
tration wanting to do that. 

The Chairman. No; I mean they might either lend the money in 
order to build up private concerns abroad or they might refuse to 
lend the money because there are such industries that would be af- 
fected here; either way. 

It seems to me it is something that ought to be considered. What 
do you think? 

Mr. Ditton. I think it could well be considered. 

I think that in general we want to keep as much flexibility as we 
can and not try to write too detailed language as to what we are 
going to hit in these underdeveloped countries. 

The Carman. I am not asking for details. 

This other language is very broad, perhaps too broad, but we don’t 
want to ignore it entirely just because it is broad. 

Mr.-Dit0n. No, sir. 
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The Cuarrman. Could you propose some amendment that would 
cover that point ? 

Mr. Ditton. We will consider it; yes, sir. 

We will be glad to consider it. We have not thought of that but we 
will. 

The CuatrmMan. Some words to show that it should be taken into 
consideration. 

Mr. Ditio0n. Yes, sir. 

The Cuarrman. Not only tariff but any other things that affect the 
interests of this country. 

Thank you very much. 

We will excuse you now, Mr. Dillon. 

The CuarrMan. We will hear next Mr. Robertson. 

Mr. Saccio. Mr. Chairman, would you like me to follow the prac- 
tice of reading a short introductory statement ? 

The Cuarrman. Very well. We have to adjourn at half-past 12. 

Go ahead, Mr. Saccio. 


STATEMENTS OF WALTER S. ROBERTSON, ASSISTANT SECRETARY 
OF STATE FOR FAR EASTERN AFFAIRS; LEONARD J. SACCIO, GEN- 
ERAL COUNSEL, INTERNATIONAL COOPERATION ADMINISTRA- 
TION; CAPT. BERTON ROBBINS, JR., DIRECTOR, FAR EAST 
REGIONAL OFFICE, OFFICE OF THE ASSISTANT SECRETARY OF 
DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS; AND DR. 
RAYMOND T. MOYER, REGIONAL DIRECTOR OF FAR EASTERN 
OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Saccto. In fiscal year 1958 the proposed mutual security pro- 
grams in the Far East would aggregate about $1.4 billion. This means 
that nearly 50 percent of that part of the proposed fiscal year 1958 
mutual security programs which can be specifically programed for 
ony particular region of the world is now programed for the Far 

ast. 

Approximately 95 percent is mutual defense assistance, and nearly 
one-half of this amount consists of defense support. 

Of the foregoing $1.35 billion for defense assistance, about 75 per- 
cent represents the aid estimated as necessary solely to maintain the 
desired level and effectiveness of military forces in 3 countries—Korea, 
Taiwan, and Vietnam. The specific requirements for mutual defense 
assistance in these 3 countries and Japan, totaling nearly $1.25 billion, 
constitute close to 40 percent of all of the fiscal year 1958 program 
that is already illustratively allocated to particular country programs. 

These figures give you some concept of the importance which we 
attach to the program in the Far East and some idea as to the general 
nature of this program. They reflect the four following basic factors 
which, taken together, represent an essential and significant part of 
the problem which confronts the United States in the Far East. 


FACTORS OF PROBLEM CONFRONTING THE UNITED STATES IN THE FAR EAST 


First, the tremendous strategic importance of much of this area 
to the security of the United States and, consequently, the essentiality 









































MUTUAL SECURITY ACT OF 1957 621 


of holding this area from the standpoint of the defense of the United 
States ; 

Second, the size and immediacy of various Communist military 
threats to key portions of this region ; 

Third, the complete and continuing inability of threatened nations 
in the Far East to create and maintain, without substantial external 
assistance, military forces which are adequate to cope with, or even 
deter, these military threats; and 

Fourth. The fact that resources which are required to support 
these military forces must be both economic and military in character 
and, in aggregate, nearly equally so. 

Stated as a single conclusion, these figures reflect the fact that so 
long as our security interests dictate that these areas be held by the 
free world and so ee as the east Asian perimeter constitutes, as it 
does today, a vital area of great importance for collective defense the 
United States must continue to provide military assistance-and defense 
7 on a large scale. 

he only possible alternative course, and this only a partial and far 
less effective alternative, would be deploy to the Far East at a many 
times greater cost, very much larger United States forces than are 
now stationed in the area. 





FUNDAMENTAL CONCLUSIONS 





This situation in turn points toward two fundamental conclusions 
about the mutual defense assistance program. 

First, insofar as this part of the world is concerned, the provision 
of both military aid and defense support is clearly indispensable to, 
and should be considered as an integral part of, the defense of the 
United States. 

This basic reality should be frankly recognized, and forcefully and 
repeatedly emphasized by including appropriations for such aid in 
the appropriation legislation covering our own Department of 
Defense. | 

Second, unless and until there is a fundamental change in the 
world situation, vital United States security interests will make it 
necessary to continue to provide mutual-defense assistance in this 
area at something approaching present levels. 

This conclusion should, we believe, now be reflected in mutual- 
security legislation by authorizing the appropriation of funds for 
both military assistance and defense support on a continuing basis. 

Both of these forms of assistance are, and will continue to be, indis- 
ensable to the achievement of established long-term objectives of the 
Tnited States in the Far East. 















TWO OTHER CRITICAL PROBLEMS IN THE FAR EAST 





II. In addition to these considerations we must recognize two other 
critical problems in the Far East. 

First, in certain sections of the Far East the threat of internal 
security posed by Communist subversion and by Communist political, 
economic, and cultural activities represents as great a threat to the 
freedom of the nations involved as any immediate threat of external 
military aggression. 





— 
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This means that in some places the program must give primary 
attention to the development of forces capable of dealing with prob- 
lems of internal security and to the removal or correction of the 
factors that permit subversion to flourish and that give Communist 
activities an appearance of attractiveness. 

Second, perhaps the single most significant factor that pervades 
the entire area is the determination of its peoples to fulfill, prefer- 
ably under conditions of freedom, their newly awakened and rising 
desires, hopes, and expectations to raise their now desperately low 
standards of living—to remove, through the process of rapid eco- 
nomic development, the conditions of disease, illiteracy, and poverty 
that have burdened them for centuries. 

The program as a whole does not, of course, ignore this basic circum- 
stance since, apart from the somewhat increased level of technica] 
cooperation, the development loan fund is proposed for the purpose of 
providing better means for dealing with this need here and elsewhere 
in the less developed countries of the world. 

III. Turning now to the details of the program, this chart shows 
the illustrative fiscal year 1958 program by functions, together with 
the comparable programs carried out in fiscal year 1956 and now in 
process of implementation in fiscal year 1957. 


COUNTRIES INCLUDED IN FAR EAST 


The CuHatrman. May I interrupt to ask what you include in the 
Far East geographically ¢ 

Mr. Saccto. Geographically that starts from Burma. 

Mr. Roserrson. May I answer that question for you, sir? 

It includes Japan, Korea, China, Philippines, Vietnam, Laos, Cam- 
bodia, Burma, Thailand, Indonesia, Malaya, Australia, New Zealand. 

The Cuarman. Australia and New Zealand are included in the 
Far East? 

Mr. Rogerrson. Yes. There are 13 countries, 11 of which are Asian 
countries. 

The Cuarrman. It stops with Afghanistan ? 

Mr. Roserrson. It does not go to Afghanistan. 

The Cuarrman. It stops there? 

Mr. Roserrson. It stops at the frontier of India. 

It does not include India. That comes under another bureau. 

The CrarrMan. It stops with India? 

Mr. Ropertson. Yes. 


FAR EAST PROGRAM 


Mr. Saccto. The fiscal year 1958 program has three main com- 
ponents—military assistance, defense support and technical coopera- 
tion. [ Deleted. ] 

The amount shown for military assistance—about $690 million— 
represents only the amount now illustratively programed for specific 
countries. It does not include [deleted] the Far Eastern share of 
various overhead expenses not presently prorated among the different 
regions. 

The total for the area has remained virtually constant for the last 3 
years. [ Deleted. ] 
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DEFENSE SUPPORT 






























Defense support, the second major component of the program, 
totals $668 million in fiscal year 1958 as compared to an estimated 
$783.5 million in fiscal 1957 and $712.1 million in fiscal year 1956. 

The increase in fiscal year 1957 was due to rapidly expanding mili- 
tary support and economic development requirements in Vietnam rela- 
tive to fiscal year 1956 which was abnormally low due to a carryover 
from fiscal year 1955. 

The decrease in fiscal year 1958 is the result of the redefined role of 
defense support funds which excludes activities designed to promote 
economic growth. This decrease assumes that substantial require- 
ments for economic development will meet the criteria of, and there- 
fore be eligible for loans from, the development loan fund. 

There is some question in a number of countries, [deleted] as to 
whether this assumption will prove wholly warranted or whether, on 
the contrary, the nature of the additional needs will be such that the 
development loan fund will not represent an appropriate source from 
which to finance them. 


TECHNICAL COOPERATION PROGRAM 





The technical cooperation program now proposed at the level of 
$39 million has been accelerating gradually as it has proved possible 
to recruit technicians, select participants, and execute contracts. 

As I said earlier, this program, in spite of its relatively small size 
in absolute terms, is possibly the most important element of our activi- 
ties in the Far East since it supplies an ingredient which is likely to 
have a more permanent, more far-1 eaching and more catalytic effect. 
than any other single program the United States can undertake. 

Without technical cooperation, and technical cooperation continued 
for'a good many years to come, the problems of this area cannot be 
solved. It is another reason why technical cooperation should be 
authorized on a continuing basis. 


DEVELOPMENT LOAN FUND 


















I should say a few more words about the development loan fund 
as regards the Far East. This area, with its low per capita income, 
high disease rates, low levels of literacy, and vast underutilized re- 
sources—human and natural—is eminently eligible for loans from 
this fund. 

In this transitional first year of the fund, it is expected that it may 
be necessary that it be used in satisfaction of certain commitments 
[deleted], assuming that projects emerge which meet the three basic 
criteria of the fund. 

I now submit for the record statements by the Honorable Walter 
Robertson, Assistant Secretary for Far Eastern Affairs; Dr. Ray- 
mond Moyer, ICA Regional Director for Far Eastern Operations; 
and Capt. Berton A. Robbins, Jr., USN, Regional Director for the 
Far East in the Office of the Assistant Secretary of Defense for 
International Security Affairs. 

All of these individuals are present and prepared to answer any 
questions which the committee may have. 
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(The documents are as follows:) 





STATEMENT OF THE HONORABLE WALTER S. RoserTson, ASSISTANT SECRETARY OF 
STATE FoR FAR EASTERN AFFAIRS 







Mr. Chairman, I am glad to have the opportunity of appearing before this 
: committee in support of the mutual security program for the fiscal year 1958. 
rT | The mutual security program is one of the most vital instruments of United 
th States foreign policy because the assistance it provides our allies in the Far East 








helps them build the strength they need to remain free, and because the freedom 
FY of others is essential to the preservation of our own. 
| I should like to discuss with you the considerations which, from a foreign 








policy point of view, make it so essential that our assistance to the free people 
of the Far Hast be continued at a level that is adequate to the needs of the 


situation. 










FACTORS FUNDAMENTAL TO CONSIDERATION OF AID TO FAR EAST 





The members of this committee are well informed concerning Far Hastern 
problems. I should like, however, to focus your attention on six factors funda- 
mental to a consideration of United States aid to this area: 

1. There is no evidence whatsoever of a weakening of the Moscow-Peiping 
alliance. 

2. The military might of international communism, based on mainland China, 
continues to be a predatory force that seriously threatens the security of the 
region and the peace of the world. 

3. As a part of their campaign to communize all of Asia, the Soviet Union 
and Red China have offered their own brand of foreign aid program to four 
countries—Burma, Indonesia, Cambodia and Laos. 

4. Less than a third of the inhabitants of the entire Far Eastern area-now.. 

| enjoy freedom and independence. Two-thirds of the more than 900 million 
inhabitants are under Communist rule in mainland China, in north Korea, and 
in north Vietnam. 

5. In all of the free Far Eastern nations the spirit of nationalism and inde- 
pendence runs high. With independence have come compelling demands from 
the people for greater security, for improved living conditions and for more 
rapid economic growth. 

6. Although financially unable to carry the burden alone, the free nations of 
the Far East have more than 1% million men under arms. These forces, to- 
gether with our own forces based in the Pacific area, are the principal deterrent 
to aggression. They are essential to maintaining world peace. 

I should like to elaborate on some of these points. 































COMMUNIST THREAT IN FAR EAST 









The nature of the Communist threat in the Far Hast is such that about 95 
percent of the aid proposed specifically for the region in fiscal year 1958 is in the 
category of mutual defense assistance, consisting of military equipment, train- 
ing and construction, as well as economic activities which support the military 
effort. The remaining 5 percent consists of important technical and _ special 
assistance. This aid along with the loans which Far Eastern countries would 
obtain from the development fund are indispensable to furthering the cause of 
freedom and independence in the Far Hast. 

This committee does not need to be reminded that, for all of Moscow’s and 
Peiping’s professions of peaceful coexistence, communism continues to be a 
predatory and expansionist force. The Soviet Union and Communist China are 
solidly alined in this undertaking bound as they are by common ideology and 
common objectives. The events of a few months ago in Hastern Europe have 
clarified that relationship. The Chinese Communist party officially character- 
ized the brutal Soviet military suppression of the Hungarian people as a 
“righteous” action, and Chou En-lai was sent to Eastern Europe to rally the 
wavering satellites to unity under the leadership of Moscow. 

Blocked in overt aggression, the international Communists promptly launched 
a peace offensive, concentrating upon economic infiltration, hoping to gain 
through subversion what it was prevented from achieving through force. 
Their program of peaceful coexistence has involved enticing offers of trade and 
aid without strings, fulsome diplomatic blandishments, the sponsoring of in- 
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ternational cultural and sporting events, participation in trade fairs and rolling 
out the literally red carpet for foreign dignitaries. This outward shift of 
tactics is only in degree less dangerous to the independence of the countries of 
the area than is the threat of overt aggression. It should also be noted that behind 
this facade of peaceful talk there has been a continuing buildup of military 
power throughout Communist-held areas of the Far East. 

The work of Communist propaganda and subversion apparatuses is well known 
to this committee. Suffice it to add that the principal aim of the Communist 
propaganda of vilification of the United States is to create suspicions of United 
States motives and to alienate the United States from its friends. 


OBJECTIVE OF POLICY IN FAR EAST AND ACTION TAKEN 


In the face of the varied threats to our security and to the independence and 
welfare of free far eastern nations, the primary objective of our policy in the 
Far East remains clear. It can be stated quite simply: it is to strengthen the 
free world and to curb the influence and prevent the expansion of international 
communism. 

In furtherance of this objective, we have taken three principal courses of 
action: 

1. With other United Nations forces we resisted and checked the open Com- 
munist aggression in Korea. 

2. We have made clear the determination of the United States to help resist 
any further overt aggression in the Far East. This we have done through a 
system of defensive alliances. We have bilateral security treaties with Japan 
and the Republics of the Philippines, Korea, and China. We have joined with 
seven other nations in the SEATO treaty of alliance against aggression in 
southeast Asia. In the ANZUS Treaty we have a defensive alliance with Australia 
and New Zealand. 

3. We have extended assistance under the mutual-security program to those 
nations desiring it and willing to use it to maintain their independence. 


COM MUNIST THREAT REMAINS SERIOUS 


No one would contend that as the result of these courses of action the threat 
of international communism has been wholly met in the Far East. On the 
contrary, the threat remains serious. Powerful Communist military forces—now 
better trained and equipped with modern weapons—still occupy battle positions 
opposite Taiwan and across armistice lines in Korea and Vietnam. The Com- 
munists still control two provinces in Laos; from this base they have been 
seeking to subvert and take over the rest of the kingdom. 

It is a fact, however, that the forces of armed aggression in the Far Eastern 
area have been held in check now for nearly 3 years. This, I think, is evidence 
of the effectiveness of our system of defensive alliances and the aid we have 
extended to our friends and allies under our mutual security programs. 

The combat capability of the Communist forces in Korea is greater today than 
it was when the armistice of 4 years ago brought an end to the fighting. Approxi- 
mately 700,000 Communist troops are still in North Korea, about one-half of 
which are Red Chinese. Communist forces in North Korea have increased 
their striking force by bringing into North Korea hundreds of modern airplanes, 
over 70 percent of which are jets. The Chinese Communists maintain a large 
jet air force within immediate striking distance behind the Yalu River. In addi- 
tion large quantities and new types of other combat equipment have been 
introduced into North Korea, in flagrant violation of the armistice agreement. 

The same pattern has been followed in Vietnam. The terms of the cease-fire 
agreed upon at Geneva in 1954 have not deterred the Communists from building 
up the strength of their armed forces in the north. With equipment and train- 
ing furnished by the Chinese Communists, the troops of their puppet Viet-Minh 
regime have been strengthened and reorganized into a highly mobile fighting 
force equivalent to at least 20 divisions. This is about twice the size of the 
Communist forces existing at the time of the cease-fire, less than 3 years ago. 
The firepower of their artillery has also been greatly increased. 


CHINESE COMMUNIST MILITARY THREAT 


The most immediate Chinese Communist military threat is, of course, directed 
against the Taiwan area, which Peiping has declared it intends to take by what- 
ever means may be required, including resort to armed attack. We can ill 
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afford to regard this as an empty threat, coming as it does from a regime which 
commands an army of 2% million men and the fourth largest air force in the 
world. This formidable force has been continuously improved and modernized 
since the Korean war. Furthermore, during the past 2 years, in the coastal area 
between Shanghai and Canton, the Chinese Communists have largely completed 
10 new airfields which, when fully in operation, could pose a most serious threat 
to control of the air over the Taiwan Strait. The Chinese Communists also 
concentrated the bulk of their military engineering personnel on the forced-draft 
construction of a new strategic railway from the interior to the coastal port of 
Amoy which was completed just a few months ago. This railway, with a spur 
to Foochow which is still under construction, has greatly improved the logistic 
capabilities of the Communists for military action against Taiwan. These 
military preparations assume added significance against the background of the 
Chinese Communists’ adamant refusal to renounce the use of force in the Taiwan 
area, although we have pressed for such a declaration for over a year and a half 
in our talks with them at Geneva. 

In Korea, Vietnam, and Taiwan 45 million people seek to defend themselves 
against renewed aggression that could come at any moment from the heavily 
armed Communist stronghold just beyond their borders. Their very survival 
depends on whether they can count on the United States for continued help in 
supporting their essential defense forces. In our view, these forces serve to 
defend not only these three areas but the whole of free Asia. Their presence 
is a powerful deterrent to overt Communist aggression anywhere else. 

As we well know, the cost of a modern defense force runs high. These 45 mil- 
lion people know it too. Their defense expenditures exhaust or come close to 
exhausting their own national revenues. Without substantial help from the 
United States, they would quickly become an easy prey to aggression. Their 
loss would be a catastrophic blow to the collective security and prestige of the 
free world. 


PROGRAM CONCENTRATED WHERE COMMUNIST THREAT IS GREATEST 


We have therefore concentrated in these three areas where the Communist 
threat is the greatest. Our program plans for fiscal year 1958 likewise provide 
that in the Far Hast area most of the aid must necessarily continue to go to 
these three countries. It must be remembered that these 3 areas being divided, 
1 part free and the other Communist dominated, are necessarily areas in which 
tensions are most severe and the threat of war most grave. 

A substantial part of our aid to them consists of military hardware which is 
needed both to round out the basic equipment requirements of the forces and to 
maintain and service equipment that has deteriorated or been consumed in actual 
combat or in training operations. 

We also need to provide to these governments sizable amounts of defense sup- 
port assistance which takes varied forms, such as the import of essential raw 
materials and finished products which are sold to generate local currency for 
essential military purposes, as well as assistance to projects that directly support 
their defense efforts. In Vietnam these have included resettlement of the 
refugees from the north, agricultural development projects such as that at Cai 
San, and rehabilitation and improvement of the transportation system. 


SITUATION IN LAOS 


In Laos we have still another nation that has been victimized by Communist 
aggression. This is a remote yet particularly strategic area containing some 
2 million inhabitants; yet it has some 600 miles of common borders with Com- 
munist China and Viet Minh-controlled north Vietnam. Here the Pathet Lao, 
supported by the Communist Viet Minh, continue to flout the Geneva Agreement 
of 3 years ago by retaining control of two northern provinces of this newly inde- 
pendent nation. The Communist Pathet Lao have been in open revolt against 
the Government. Now, however, they have broadened their tactics. Prompted 
by the Peiping and Hanoi regimes, they have made offers of coalition govern- 
ment which are in reality designed to facilitate Communist infiltration and sub- 
version. To pressure the Lao Government to make a political settlement on the 
Communist terms, they have been making scattered attacks on Lao Army outposts. 

In this situation we are helping the Lao Government to support the army and 
improve the effectiveness of its internal defenses. We are also assisting with 
economic rehabilitation activities that are essential to the continued independ- 
ence of the country. 
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The threat of aggression in the Far East is not, of course, confined to Korea, 
Vietnam, Taiwan and Laos, where it is most immediate. It exists throughout 
the region. As I mentioned earlier, one of our courses of action has involved 
the creation of a system of defensive alliances. If this system is to serve its 
purpose, our allies must in every way be strong enough to do their part. 


HELP FOR THE PHILIPPINES AND THAILAND 



















Under the mutual security program we have also been helping to strengthen 
two of our treaty partners, the Republic of the Philippines and Thailand. Weare 
helping the Philippines to strengthen and improve their armed forces by building 
modern operational and training facilities which will increase their capacity to 
participate actively in free world defense. We are also augmenting Philippine 
efforts to maintain the essential economic base upon which this military effort 
rests. 

Thailand has played an active role in collective defense measures; it has con- 
tributed troops to resist aggression in Korea and is taking a leading part in 
SEATO. Yet even in the case of this stanch ally, Communist-line propaganda 
appears in some newspapers, Chinese Communist films are shown in local 
theaters, and some Thai citizens who have visited Communist China return as 
propaganda agents with alleged aid offers. The Thai Government has rejected 
such offers and reaffirmed its faith in collective security. In the face of this 
stepped-up Communist penetration effort, we are providing substantial defense 
support to preserve the essential economic climate in which the nation can resist 
subversion and aggression. We are also providing needed military equipment, 
training and facilities to promote Thailand's security and to contribute to the 
strength of SEATO. 

JAPAN’S ROLE IN THE FREE WORLD 





Japan’s role is increasingly important in the Free World, especially now that 
it has returned to full international status through admission to the United 
Nations. Japan’s importance derives from a variety of basic considerations— 
her strategic location, her vast industrial-mereantile complex, her skilled man- 
power, her capacity to contribute to the growth of free Asia. Yet it is these 
various factors that make Japan a major long-term target of the Communist 
bloc. By bringing Japan within that bloc’s control by aggression or subversion. 
the balance of power in Asia would be tipped dangerously in favor of the 
Communists. 

Major responsibilities for the defense of Japan, assumed in 1945 by the 
United States when it took charge of the occupation, are now being turned over 
as quickly as possible to the Japanese. The assistance planned for Japan in the 
1958 program is primarily a continuation of the same type of help given hereto- 
fore in the organization, training, and equipping of Japan’s self-defense forces. 
We are encouraging Japan to assume a greater share of its defense responsibili- 
ties in the expectation that it will make possible further reductions in the United 
States troops stationed there. 
























SUPPORT OF NATIONAL ARMIES CONTRIBUTES 
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DEFENSE 

















In all of these countries national armies are being supported on a scale which 
contributes importantly to our own defense. The cost to us, in dollars, is con- 
siderable. Yet significant savings are involved. For example, to maintain our 
vital defenses in Korea with American troops would cost about $6,500 annually 
for each soldier. To maintain South Korean forces at this outpost, however, costs 
only about $600 per soldier. 

These considerations, of course, are quite apart from the obvious fact that 
under this arrangement far fewer American boys have to be sent to foreign 
areas. Furthermore, through this technique we help our friends and allies to 
provide in the first instance the forces required for their own defense. 

This year the funds required for mutual defense assistance are proposed to 
be appropriated to the President in the Department of Defense appropriation 
acts. I, for one, have always been of the opinion that the money for these pro- 
grams is as much a part of our defense costs as the appropriations made to main- 
tain our own forces. Today in Korea we maintain two American divisions fi- 
nanced from Department of Defense appropriations. Guarding the same ar- 
mistice line are 21 South Korean divisions maintained through funds available 
under the mutual security program. Were it not for the 21 Korean divisions, we 
would today be maintaining a very large number of American troops financed 
from Defense appropriations. 
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ASSISTANCE THROUGH DEVELOPMENT LOAN FUND 


Of all the 11 Asian countries in the area, only 3, the Republic of China, Thai- 
land, and Japan, existed as independent nations before World War II. With 
independence the peoples of these-new countries have for the first time in centu- 
ries begun to have great expectations for the future. One of the insistent ex- 
pectations of their new nationalism is improvement in their greatly depressed 
standard of living. Whether they are successful in realizing this expectation 
and whether in so doing they are assisted by ourselves or by the Communists, may 
well determine the answer to whether these newly independent countries are to 
remain in the free world. Measures that will further the economic aspirations 
of the people are only in degree less important to the preservation of the freedom 
of these countries as are military measures undertaken to counter internal and 
external threats to their security. We therefore attach the greatest importance 
to helping the free countries of the Far East to develop their economies and 
to improve the lot of their people. 

We would expect to meet requirements of this type through the development 
loan fund. In addition, we would carry forward through the fund certain 
present developmental programs in Indonesia and Burma. 


ASSISTANCE TO INDONESIA 


Indonesia, which has been described as the third richest country in the world 
in natural resources, consists of 3,000 islands spread out over an area as large 
as the United States. It is a prize the Communists particularly covet. The 
task of establishing a strong stable government and a viable economy for this 
farflung, strife-torn country is of staggering proportions. While the Indo- 
nesians are reluctant to make international military commitments lest the 
latter circumscribe their hard-won independence, they do need and seek our 
assistance in the form of developmental assistance and technical cooperation. 

In April of this year we concluded an agreement with the Indonesian Govern- 
ment for a loan of $15 million under the mutual security program. This line of 
credit is expected to be used by Indonesia for highway construction in Sumatra 
and for power generating plants. We are also prepared to lend Indonesia for 
economic development the equivalent of about $77 million in rupiahs derived 
from Indonesia’s purchase of United States agricultural products under Public 
Law 480. Thus we are helping Indonesia in solving its major problem of pro- 
moting political stability through such development. 


SITUATION IN CAMBODIA 


Communist efforts at penetration are at present being intensified in the small 
kingdom of Cambodia which is an avowed neutral. It has received a variety 
of trade and aid offers from three European bloc countries during the last year. 
In addition, the Chinese Communists have agreed to provide Cambodia $22.4 
million of aid over a 2-year period and trade up to $14 million each way annually. 
Chinese Communist aid goods and technicians have already arrived in Cambodia. 

Our own policy toward Cambodia is based on a simple precept—to assist 
Cambodia to remain independent. We do not intend to engage in competition 
for Cambodian favor by bidding for the highest aid program. Rather we will 
try to help Cambodia meet its priority needs in the most efficient manner. 
It is in our interest to continue to do so as long as Cambodia shows a deter- 
mination to maintain its independence; and our aid contributes to the strength- 
ening of this determination. As far as its neutrality is concerned we have 
informed the Cambodian Government that we respect the right of each govern- 
ment to choose its own foreign policy although the United States believes that 
free nations can most effectively meet the threat of Communist aggression 
through collective defense. 

BURMA 


Burma occupies a key geographic position. It is located between our SEATO 
allies, Thailand and Pakistan. It borders on Laos. It also separates India and 
Communist China and, in fact, has a 1,000-mile unprotected border with Com- 
munist China. In order to remain in power, despite Communist subversive 
political and economic activities, the Government must achieve progress in eco- 
nomic and social development to retain mass support. 

The Communist bloc has been adroit in exploiting Burma’s needs by making 
offers of aid and trade. More than a year ago Burma experienced great diffi- 
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culty in disposing of a burdensome surplus of rice, the principal item in its 
economy. The United States could not help in this situation by taking some 
of the surplus; in fact, we were competing with Burma by selling our own sur- 
plus rice in the Asian market. The Communist bloc seized this opportunity 
to develop extensive trade relations. Under barter arrangements they agreed 
to take about one-third of Burma’s annual rice exports (or one-fourth of its 
total exports). 

At the beginning of 1957, however, Burma revised substantially its trade 
relations with the Communist bloc by cutting back its rice barter commitments 
to about a fourth of the original level (from 750,000 tons in 1956 to less than 
200,000 tons in 1957). This change was due not only to an improved rice 
market among free-world customers but also to disillusionment with the results 
of the barter arrangements, involving such matters as unsatisfactory quality 
of goods delivered, overpricing, and credit accumulation. 

In response to a Burmese request to the United States for loan assistance 
in connection with its development program, we agreed in March of this year 
to extend a $25 million loan to Burma under the mutual security program. 
Burma does not, in fact, want grant aid. Specific projects under this loan are 
now receiving consideration. We anticipate that the portion of this line of 
credit not drawn down in fiscal year 1957 will be handled in fiscal year 1958 
through the new development loan fund. 


POLITICAL STABILITY AND ECONOMIC GROWTH 


While the building of an effective shield against Communist armed aggression 
and subversion must receive first priority, the political stability of all of these 
governments depends heavily upon some strides being taken in the direction 
of economic growth. 

One of the most valuable features of the mutual security program has been 
technical cooperation. The expert assistance thus made available is basic to 
political stability and economic growth. 

I have tried to highlight the reasons which make mutual security activities 
such an important element in the defense of the free world against the designs 
of international communism. The 1958 mutual security program as presented 
to you represents the best judgment of the executive branch as to what assistance 
should be extended to our friends and allies in our mutual interest. 


PROGRESS BEING MADE 


When we recall the recent wars and chaos of Korea and Indochina, I think we 
can survey with some satisfaction, but no complacency, the progress that is 
being made in strengthening the capacity of free Asia to surmount the threats of 
Communist aggression, infiltration, and subversion. Certainly the lines of the 
struggle against communism are more clearly defined. For 3 years now the 
Communists have been deterred from outright military aggression, having 
encountered determined resistance on virtually all fronts. While the Commu- 
nists now place emphasis on classical nonmilitary methods intended to deceive 
the gullible and ingenuous, the free peoples of the Far East are coming to have 
a greater understanding of the nature of communism’s indirect threat and a 
better capability to meet that threat. The longer this progress can be sustained, 
the more secure the independence of free Asian countries. Premature with- 
drawal of adequate support would risk losing a great deal of the progress so far 
made. 


STATEMENT oF Dr. RAYMOND T. Moyer, REGIonaL DrRector ror F'ar Hast, INTER- 
NATIONAL COOPERATION ADMINISTRATION 


I. SUMMARY OF FISCAL YEAR 1958 PROPOSALS 


For defense support, technical cooperation, and special assistance programs in 
the Far East, a total of $708 million is requested for fiscal year 1958. The 
proposed amount is about $115 million less than is being made available for the 
same’ types of assistance in the Far East during fiscal year 1957. The $115 
million decrease is the result mainly of the more limited definition of defense 
support being employed this year, restricting that category to essential economic 
assistance to support the military effort. 

The $708 million proposed is made up as follows: For defense support, $668 
million ; for technical cooperation, $39 million; for special assistance, $1 million. 
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Nine countries of the Far East are included in assistance recommended under 
these funds, in the are stretching from Korea and Japan in the north down’ 
through Senet Asia up to and including Indonesia. 

The $668' million proposed for defensé support is for assistance to seven ‘of 
these countries located around the perimeter of Communist China. These 
countries are Cambodia, China (Taiwan), Korea, Laos, the Philippines, Thai- 
land, and Vietnam, Situated close to Communist countries, with large military 
forces, they face more immediately the threat of armed Communist aggression. 
The assistance proposed is designed to help the economies of these countries 
carry the burden of the costs for the effort believed needed to make possible 
their contribution to the common defense. 


Forms of defense support assistance 

This assistance takes three forms: (1) Direct local currency support of mili- 
tary budgets and military construction projects, made available in such a way 
as to minimize inflation (about $307 million, or 46 percent of the total defense 
support funds); (2) assistance for the rehabilitation and construction of trans- 
portation, power, and telecommunications facilities, which have important mili- 
tary uses (about 25 percent of the total defense support funds) : and (3) finan- 
cial assistance for such projects as resettling dislocated populations, improving 
civil police forces, and expanding programs in agriculture, health, sanitation, 
and industry that bring benefits directly to the people, because the maintenance 
of the agreed level of military forces presupposes a minimum level of political 
as well as economic stability (about 29 percent of the total). 

Approximately $530 million of the $668 million total for defense support will 
take the form of imported salable commodities which, when sold, will provide 
the local currency required to enable the economy to support the military effort 
agreed upon. Countries aided would otherwise not have an adequate supply of 
such commodities. This arrangement giving direct support to the military 
budgets also helps reduce the danger of serious inflation. The principal com- 
modities to be imported under this program are: Bread grains, dairy products, 
cotton, soybeans, fertilizer, petroleum products, textiles, machinery and spare 
parts, electrical equipment, motor vehicles, coal, chemicals, pulp and paper, and 
iron and steel materials. Of the amount planned for such commodities, $98.2 
million are to be used for the purchase of surplus agricultural commodities 
from Government stocks, for which the Commodity Credit Corporation will be 
reimbursed. 


Technical cocperation 

The $39 million for technical cooperation includes $3.1 million for a produc- 
tivity program in Japan. The balance provides to the remaining eight coun- 
tries receiving this form of assistance the services of American specialists, aid 
in improving indigenous training institutions, grants for training abroad of the 
citizens of these countries, and a small amount of equipment and supplies to be 
used in demonstrating new techniques and procedures. This assistance is de- 
signed to help increase technical, management, and administrative competence 
strengthening the ability of these countries to help themselves in meeting the 
numerous and complicated problems now confronting them. The $1 million of 
special assistance funds is requested for equipment and supplies to support 
police training in Indonesia. 


Il. ACCOMPLISH MENTS 


Before describing in greater detail how the proposed funds are to be used, in 
the separate countries of the Far East, I want to tell briefly what the spending. 
of funds made available for similar programs in the past has helped to accom- 
plish. 

Programs of the present general form and magnitude in these countries of 
the Far East began as follows: In China (Taiwan), the Philippines, and Indo- 
nesia, fiscal year 1951; in Korea, fiscal year 1954; and in Vietnam, Cambodia, 
Laos, Thailand, and Japan, fiscal year 1955. From these beginnings through 
fiscal year 1957 the total amount made available for these programs is ‘slightly 
more than $4 billion. 

Within the period during which these programs have been in operation sub- 
stantial overall economic improvements, aided significantly by United States 
assistance, have occurred in many of the recipient countries. In Taiwan, infla- 
tion has been brought reasonably under control, agricultural and industrial 
production have increased substantially, living standards have improved and 
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the Government has made significant progress toward increasing its contribu- 
tion to its defense needs. In the Philippines the Huk movement has been nearly 
eliminated, conditions ‘throughout the countryside have been greatly improved, 
and important foundations have been laid for an acceleration of economic devel- 
opment, which has already begun. In Korea, progress has been made in bring- 
ing threatening inflation under control; also, the major work of rehabilitation 
has been largely completed, and beginnings have been made on many of the 
activities in agriculture, industry, mining, education, and health which can now 
be built upon to provide a continuing steady development and improvement of 
conditions. In Thailand, the Government has been moving increasingly to im- 
prove the effectiveness of its governmental services and the utilization of its 
own resources. In Vietnam the improvement in its political, military, and eco- 
nomic situation, effected over the past 2 years, is too well known to need 
repeating here. 

One of the major accomplishments achieved with aid in these programs is in 
the fact that the countries of the Far East have maintained without serious 
deterioration of their economy the more than 1,500,000 men in their military 
forces, which in the meantime have been steadily strengthened with military 
equipment and training under the military assistance program. Without the 
assistance provided, at least five of these countries would have been unable to 
finance armed forces at the levels maintained without an inflation which would 
have destroyed their effectiveness. With this economic help, reasonable stability 
has been maintained as their strength and effectiveness have increasingly been 
built up. Among these military forces are the 21 active and 10 reserve Korean 
divisions, constituting the world’s fourth largest army, and forces in the 
remaining countries which are making their contribution to peace and free- 
world security. 


Results of economic assistance 


Economic assistance rendered during this period has enabled these countries 
to rehabilitate and build essential transportation facilities, thereby increasing 
the mobility of their security forces. In Korea the railway network, severely 
damaged during the Korean war, again is approaching good operating condi- 
tion. In the Philippines, roadbuilding equipment has helped build up a national 
highway system, and dredges have helped improve harbors. In Vietnam, Cam- 
bodia, Laos, and Thailand a substantial proportion of our assistance has been 
used to rehabilitate roads destroyed in fighting and to construct new ones linking 
together their principal regions. Notable among these projects are the North- 
east Highway in Thailand, the Port Highway in Cambodia linking Phnom Penh 
and a new seaport, the No. 1 coastline highway in Vietnam, and the railway, 
ferry, and highway elements in the importation transportation route between 
Bangkok and Vientiane. Defense capabilities also have been increased by elec- 
tric power and telecommunications facilities constructed with defense-support 
aid. In Taiwan, for example, electric-power-generating capacity has been dou- 
bled since 1950. 

With this aid, also, serious emergencies have been met and constructive activ- 
ities have been undertaken, that have contributed to the preservation of internal 
order and the economic health needed to reduce danger from Communist sub- 
version and gain from the people their willing support of the country’s military 
effort. The most important of these emergency projects was the reception, care, 
and final settlement into self-supporting occupations of the some 660,000 civilian 
refugees from Communist North Vietnam. This has been successfully accom- 
plished. 

A very important part of what has been accomplished with United States 
assistance is what it has done in helping the countries to help themselves. 
Illustrating this is what has happened on Taiwan (Formosa), where our aid 
has been given long enough to show concrete results. Between fiscal year 1952 
and fiscal year 1957, the combined revenues of the central and provincial govern- 
ments have increased by approximately 139 percent. Military budget expendi- 
tures financed from Taiwan's own resources, during the same period, increased 
by 159 percent. Meanwhile, the proportion of United States aid financing for 
the military budget decreased from approximately 21 percent to 16 percent. 
Assistance to vocational education 


One of the significant technical cooperation activities in the Far East has been 
assistance to vocational education. Thailand has been aided in the establish- 
ment of the Bangkok Technical Institute, which now has a capacity of 2,000 
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students. In Indonesia, under contract with an American educational institu- 
tion, assistance is being given to a government program improving vocational 
teaching throughout the country. With United States technical assistance, 
Cambodia has established effective training in the trades and manual arts and 
encouraged a nationwide self-help movement to provide elementary schools, an 
activity which is supported enthusiastically by the people of Cambodia. Through 
20 contracts with 15 separate American universities, aid has been given through- 
out the region to improve educational institutions that give training in agrcul- 
ture, medicine, engineering, teacher training, and public adminstration. 


Malaria control 

A dramatic development, made possible by a combination of the effort of the 
host countries and assistance from the United Nations and the United States, 
is the almost revolutionary progress already made toward controlling malaria 
in the Far East. In Taiwan, where 1 out of every 4 persons had malaria in 
1950, only 1 out of 200 has it now. In the Philippines, where 1 out of every 10 
once had malaria, its prevalence now has been reduced by 80 percent. In Thai- 
land, malaria has now been almost eliminated. Illustrating what happens when 
this is achieved, one area which once was sparsely populated and which visitors 
avoided, now is a thriving agricultural community of many thousands. Indo- 
nesia has organized an indigenous force of 7,000 people to eliminate this dev- 
astating disease, with support from 7 ICA malaria specialists, some United 
Nations assistance, and substantial quantities of supplies and equipment financed 
with United States development assistance funds. 


Growth of 4-H Clubs 

Another development aided by these programs, which is not well known, is 
the growth of the 4-H clubs that have taken root in 7 of the 10 countries in the 
Far East receiving aid under the mutual-security program. In 5 of these, where 
the clubs were initiated with ICA help, there are nearly 7,000 different clubs, 
with a membership of about 200,000 boys and girls, carrying out projects in 
agriculture, livestock raising, gardening, and homemaking, which possess the 
same spirit and enthusiasm that characterize this movement in the United States. 
It eee become a significant force affecting the future citizens of these 
countries. 


Benefits for rural people 

One of the most effective of the activities bringing benefits directly to the 
masses of rural people has been the program in Taiwan under the Joint Com- 
mission for Rural Reconstruction. Technical assistance, supplemented with lim- 
ited defense support assistance, has helped control serious rice diseases, prac- 
tically eliminate hog cholera from the island, multiply and distribute an im- 
proved variety of rice seed throughout Taiwan, reorganize farmers’ associations 
on a democratic basis, carry out an effective land-reform program, establish rural 
health centers, improve and extend irrigation, and develop forestry. So ex- 
tensive have the benefits been that there is hardly a farm household on Taiwan 
that has not felt its effect. 

Widespread benefits for rural people also are being felt through United States 
assistance to a Philippine rural program, which has helped to establish agricul- 
tural credit and marketing cooperatives, develop roads, dig village wells, improve 
irrigation, and now, to encourage a self-help community development program. 
The contribution which these have made toward eliminating the Huk menace 
has helped, among other things, to provide for the continued security of United 
States military bases in the Philippines. The Philippines also have developed, 
with technical and defense support aid, an effective new approach to the stimula- 
tion of local private investment in medium- and small-sized industry. This 
assistance is provided through an industrial development center, which offers 
technical advice to potential investors and peso funds for loans when needed. 
During the first 2 years of its existence, this aid has facilitated the establishment 
or expansion of over 200 privately owned manufacturing plants; and it has 
demonstrated an effective technique through which assistance can be given 
encouraging local, private initiative and investment in development. 


Aid to industry and training individuals abroad 

Also in the field of industry, a productivity program in Japan is being widely 
welcomed as an aid to the more efficient marketing, production, and management 
needed to prepare against the time in Japan when decreased special United 
States spending will add a serious economic problem. 
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One of the most important of the contributions made through technical co- 
operation aid is in the increased competence developed among the citizens of 
these countries, as the result of grants given for training abroad, badly needed, 
in managing the affairs of government, staffing their educational institutions, 
hospitals, and government services, and making progress with their economic 
development. <A total of approximately 5,000 participants have come to the 
United States for training in this part of the program since fiscal year 1951. Of 
these nearly 3,800 have already returned to their countries, carrying with them 
not only new knowledge, skills, and experience but a better understanding of 
the United States. Several hundred also have been helped to receive training 
in other countries of the region. 

Constructive activities of these kinds, which have given employment and 
contributed to the well-being of the people, also have bolstered the hopes of these 
nations looking forward to improved living standards and continued national 
independence, and thus have helped to create this further ingredient essential 
to success in a defense effort. 


Ill. FISCAL YEAR 1958 PROPOSED PROGRAMS 


In spite of progress made, the economic situation still prevailing in most of 
these countries is such that external economic and technical aid in substantial 
amounts will continue to be required if it is desired that they cope successfully 
with the serious major problems still confronting them. These problems, re- 
quiring defense support and technical cooperation type of aid, continue to be: 

(1) The heavy cost of maintaining large armed forces well beyond their ca- 
pacity to support out of their own resources. 

(2) Insufficient funds to expand government services and encourage other 
economic activities that are needed to assure internal stability and a sustained 
support of the military effort by the people. 

(3) A serious shortage of personnel possessing the technical and administra- 
tive capabilities required to administer the affairs of government and to carry 
out other activities essential to a successful defense effort. 

Evidences that aid helps to maintain stability 

The concrete evidences of aid thus far given can be seen in most countries 
more in the stability it has helped maintain, in the face of staggering financial 
needs, than in the fundamental economic improvements achieved that have led 
to.a marked increase in their ability to meet financial and economic needs out of 
their domestic resources. This is to be expected. Unlike the situation in Europe 
which led to the Marshall plan, the fundamental problem in Asia is one of 
development rather than of recovery. The devastation of war in countries like 
Korea and Vietnam has retarded progress toward development; but their fun- 
damental problem is development itself, and this involves a long process in 
nearly all the less developed countries, held back as they are by a wide variety 
of factors requiring time for their solution. The immediate consequence, never- 
theless, is that those countries still can cope successfully with the above prob- 
lems under present world conditions only if they are aided. 

Their problem traces back, fundamentally, to the circumstances that, at a time 
in their history when they are not yet able to finance the costs, their security 
and independence require that they maintain large military forces and simul- 
taneously undertake certain forms of economic activity also essential to their 
defense. Korea's fiscal year 1957 revenues, for example, are expected to exceed 
the amount required to finance its normal government activities, but the balance 
remaining is sufficient, it is roughly estimated, either for one-half of its defense 
requirements or for one-third of the projected development program, but not for 
both. Its exports provide for less than 10 percent of its large import needs. 

In Taiwan, while increasing revenues have reduced the proportion of United 
States aid needed directly for military purposes, the United States contribution 
is still significant, and substantial outside aid is needed if Taiwan is to continue 
to make sufficient economic progress to keep up with the cost of its large military 
establishment and the needs of an expanding population. Export earnings are 
sufficient to cover only half of Taiwan's sizable import requirements. In Viet- 
nam, budget revenues are adequate to cover not more than 15 percent of the 
cost of its military forces. In addition a substantial amount of assistance is 
needed to continue the rehabilitation and construction of its transportation 
facilities, to resettle its displaced population, and to move forward with the kind 
of constructive program needed to consolidate the striking gains made over the 
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past 2 years. In Laos, the estimated revenues of $14 million in kip equivalent in 
1957 are $2.9 million short of meeting even civil expenditures, which provide only 
the minimum of normal government services in urban areas and practically none 
at all in rural areas. Nothing is available out of its own revenues to finance the 
cost of its armed forces and essential economic projects. 

In all these countries damaging inflation, as the result of the heavy spending 
for military purposes, is a potential serious threat. Unless adequate measures 
are taken to prevent the occurrence of such inflation, the certain results are a 
deteriorating economic situation and a loss of both civilian and military morale, 
which could seriously impair their will to support the defense effort, decrease the 
effectiveness of the forces themselves, and undermine the presently close asso- 
ciation with the free world. 

In the Philippines defense support assistance continues to be needed to enable 
the Philippine economy to support the costs of the defense effort which we and 
the Philippine Government consider essential. In Thailand, likewise, although 
budget deficits are currently rising, continued high expenditures are required 
in order to maintain a satisfactory defense posture which in turn is dependent 


upon reasonable economic health. 
HOW PROPOSED FUNDS WOULD BE USED 


The $708 million in defense support, technical cooperation and special assist- 
ance, recommended for countries of the Far East in fiscal year 1958, are based 
upon a careful study of the needs in each country viewed against that kind of 
a background. These funds would be used for mutually agreed programs believed 
essential to the achievement of United States objectives in each particular 
situation. 

In summarizing how the proposed funds would be used, I shall take first the 
group of 5 countries—Cambodia, China (Taiwan), Korea, Laos, and Vietnam— 
located close to Communist-controlled territory and supporting large armed 
forces for defense against possible military aggression. Nearly 95 percent of 
the $708 million defense support total, or $663 million, is programed for these 
countries. This will provide: direct local currency support to military budgets 
and military construction; assistance for the improvement of transportation and 
similar facilities, essential to an effective defense; and aid to other projects 
directly affecting the people, that are considered essential to continued public 
support of the military effort. The $19.4 million proposed for technical coop- 
eration to these countries represents approximately 50 percent of these funds 
requested for the Far East, and will be used for training and the demonstra- 
tion of improved techniques and procedures helping the governments and people 
of these countries strengthen their competence to handle the wide variety of 
complex problems now facing them. 

1. Cambodia.—The defense support aid proposed for Cambodia would provide 
substantial budgetary support for its military forces, together with modest 
amounts of financial assistance to economic projects strengthening the defense 
effort. In assistance to economic projects, emphasis will be on continuing support 
to the construction of the highway from Phnom Penh to the new seaport, to other 
highway and bridge repair projects, to improvement of airfields, and to an exten- 
sion of irrigation, power, and urban water supply systems. Technical coopera- 
tion will emphasize assistance to agricultural extension, education and crop 
diversification, to an industrial development service aiding private investment in 
small industries, to vocational education, and to an effective rural community 
development program bringing benefits directly to the people. 

2. China (Taiwan) —The defense support assistance proposed for China (Tai- 
wan) is aimed primarily at helping the economy to support the heavy military 
costs without a disastrous inflation in the face of an increasing population. In 
addition to local currency assistance for military projects, which cover approxi- 
mately 16 percent of Taiwan’s total defense expenditures, very substantial assist- 
ance is planned to expand facilities for the generation, transmission, and distri- 
bution of the electric power required by a growing industry, needed to provide 
employment for the expanding population, and revenues for the government 
which will help keep down the cost to the United States of the defense effort. 
The proposed program also includes funds to improve telecommunications, rail- 
way facilities, and airports, and for the development of coal mining. Funds for 
technical cooperation, at a somewhat lower level than in previous years, will 
continue to provide industrial advisory services, assistance in improving Taiwan’s 
agriculture, forestry, and fisheries (through the JCRR), and help through 
university contracts in improving training institutions in Taiwan. 
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8. Korea.—Assistance to Korea, which is the largest United States program of 
economic and technical assistance, is aimed primately at providing what Korea 
cannot provide out of its own resources to meet necessary military expenditures, 
control inflation, and carry forward such rehabilitation and strengthening of its 
economy as are essential to the defense of South Korea without causing a dete- 
rioration of its limited ability to support its population. This will include sub- 
stantial assistance in building up electric power facilities, rehabilitating bridges 
and harbors, and continuing the dieselization and other improvements of the 
railways. Assistance also is planned to the development of irrigation, fisheries, 
mining, and city waterworks. Compared with fiscal year 1957, an increased 
amount is proposed for technical cooperation, to help build up more rapidly the 
technical, management, and administrative personnel required for the develop- 
ment of Korea, and the successful handling of its affairs of government. 

4. Laos.—Assistance proposed for Laos provides for the full amount of the 
military budget, and for a very substantial proportion of the cost of the civil 
police forces organized to help control internal subversion. Because a minimum 
of political stability is esseniial to the maintenance of necessary forces, the aid 
proposed also will help rehabilitate and construct important segments of the 
national highway system, improve airfields, and add to the electric power capacity 
in small urban centers. Smaller amounts will help improve crops and livestock, 
develop forestry resources and give support to a civic action program benefiting 
people in the rural areas. 

5. Vietnam.—Funds proposed for Vietnam will continue to provide a very 
substantial proportion of the local currency needed in the military budget, gen- 
erated through imported commodities thus avoiding inflation in the face of 
heavy spending for military and other essential purposes. A very substantial 
proportion of the amount programed for other purposes is for highway and 
bridge construction, and to improve aeronautical ground facilities and water- 
ways necessary for an effective military program. Funds also are provided 
to continue assistance to rural resettlement, the rehabilitation of irrigation 
and drainage facilities, and the improvement of medical, agricultural and vo- 
cational educational facilities. Substantial assistance will be continued in 
strengthening the civil police, that play an important role in maintaining security 
at the local levels. A slightly larger amount than in fiscal year 1957 is proposed 
for technical cooperation, to meet the great need for trained persons competent 
to handle the many affairs for which the new Government of Vietnam is now 
responsible, and in view of an increased ability to use such aid effectively. 

In addition to the above 5 countries recommended to receive defense support, 
defense support is proposed for 2 other countries, the Philippines and Thailand. 
These countries require assistance for certain special military construction 
projects and other projects essential to a successful defense effort. 

6. The Philippines.—Defense-support assistance proposed for the Philippines, 
in addition to providing funds for the construction of military barracks, training, 
and air-defense facilities, will continue support to the improvement of highways 
and ports. Equipment and supplies also will be provided to continue programs 
in irrigation, malaria control, the digging of village wells, and the self-help 
community development program aimed at improving rural living conditions 
as an important means of maintaining the stable and secure internal situation 
which the Philippines now has achieved. In technical cooperation the amount 
proposed for fiscal year 1958 is smaller than for previous years, and is believed 
adequate in view of substantial help already given the Philippines in training 
personnel, establishing training institutions within the Phlippines, and strength- 
ening government services in a wide variety of fields. The funds proposed for the 
fiscal year 1958 program will be used primarily for two activities: community 
development, with supporting services in agriculture, health, and education, and 
assistance to Philippine private investors undertaking small- and medium-sized 
industries. 

7. Thailand.—The defense-support assistance proposed for Thailand would 
continue support to activities essential to a successful defense effort which 
would not otherwise be undertaken. A small amount is programed out of the 
proposed funds to meet the remaining costs of military-construction projects 
initiated in previous years. A larger part is to continue assistance to the im- 
provement and construction of highways having both military and economic 
significance. Assistance also is being given to strengthen national police forces, 
which help to maintain internal security throughout Thailand at the local levels, 
and to programs in agriculture and health-improving living conditions which 
provide a sounder fundamental basis for security. The technical cooperation 
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proposed will emphasize programs of agricultural extension and training, the 
diversification of agriculture, and training in public administration, medicine, 
and engineering. Such assistance also is being given in fiscal management, the 
training of public officials in public administration, and the development of 
improved economic policies. 

In the two remaining countries, Indonesia and Japan, assistance recom- 
mended in these programs is limited to technical cooperation, plus, in the case 
of Indonesia, a small amount of special assistance. 

8. Indonesia.—Technical cooperation proposed for Indonesia is aimed funda- 
mentally at helping the Government improve its services in agriculture, health, 
and education, contributing to the welfare of its people, and at providing other 
technical services relating to its broader economic and industrial development. 
Particular emphasis in the fiscal year 1958 proposals is placed on improvement 
in Indonesia’s educational facilities, particularly in vocational training, medicine, 
engineering, and agriculture; the continuing development of Indonesia’s nation- 
wide malaria-control program; the provision of technical services in industry, 
transportation, and power; the strengthening of free labor unions; and the de- 
velopment of agricultural extension and research, livestock improvement, and 
fisheries. The $1 million proposed for special assistance is to aid in a program 
training Indonesia’s civil police. 

9. Japan.—The technical-cooperation funds proposed for Japan are primarily 
for a productivity program, designed to improve production, management, and 
marketing techniques in industry. The fundamental purpose of this program 
is to assist Japan to so improve its productivity that it will be able to adjust 
without serious difficulty when its present special dollar earnings, so important 
now to its economic well-being, can no longer be counted on. A modest increase 
proposed for fiscal year 1958, compared to the amount in fiscal year 1957, will 
help to finance two United States-Japan university affiliations, a larger number 
of agricultural and industrial participants, improvements in the utilization of 
neglected agricultural uplands, and a broader extension of the program to small 
business. A small proportion of the amount requested will be used to assist a 
special program training Japanese personnel in modern systems of managing 
civilian air traffic, and to finance Japan’s participtation in the President’s pro- 
gram for the peaceful uses of atomic energy. 

In estimating the requirements for the defense-support component of the above 
programs, assistance provided under Public Law 480 has been taken fully into 
account. In Korea, for example, the defense-support figure assumes that a 
substantial percentage of the local currency derived from the Public Law 480 
agricultural commodities, expected to be imported, will be made available for 
military support. 


Request for continuing authori‘y and no-year funds 


The mutual security legislation now under consideration by Congress requests 
continuing authority and no-year funds for appropriations under the defense- 
support title. Continuing authority and a 15-month obligating period are 
requested for technical-cooperation funds. 

The granting of these provisions will increase substantially the effectiveness 
of funds provided for these purposes. Continuing authority will remove a great 
deal of uncertainty about the future which now inhibits programing and will 
make it possible to plan on a longer term basis taking more adequately into ac- 
count all the resources which the host country itself might mobilize for these 
purposes. The no-year provision in the case of defense support, and the 15-month 
obligating period in the case of technical cooperation will make possible a more 
effective use of funds appropriated, particularly for funds applied to projects. 
Present legislation restricting the obligating period tends to encourage hasty obli- 
gations. Allowing more adequate time to plan will result in better projects, a 
more effective use of host government funds available for the programs, greater 
accomplishments from money spent, and in the long run, therefore. less aid. 


IV. DEVELOPMENT LOAN FUND 


In varying degrees, nearly all countries in the Far Hast region currently 
receiving assistance under the mutual-security program are among those often 
classed as less developed, characterized by low per capita production, low living 
standards, and extreme dependence on agriculture. Many of them have but 
recently achieved their independence and now are struggling with the problems 
that have to be solved in order to maintain it. Success requires a stronger 
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economic base, which in turn depends on economic development. For this reason, 
and because economic development is essential to higher living standards for 
the people, the aspirations of these countries to achieve economic development 
rank in importance with their desire to maintain their independence. 

Particularly in the Far East, where most countries are in an early stage of 
development, one of the most urgent needs is for building up the foundations 
essential to economic development. This means roads, ports, communication 
facilities, power, etc., all of which require a sizable investment of capital. There 
is need also to expand and diversify agricultural and industrial production. At 
the same time, low output levels and standards of living do not provide the 
necessary margin of resources for untertaking these investments from domestic 
resources. Many of these investments, furthermore, though essential to economic 
development, are by their very nature not attractive to private enterprise. 

Most of the countries in the Far East are working on, or have prepared, 
development plans. To some observers, many of these plans are too ambitious 
in their objectives and in their estimate of the resources which are likely to be 
available, either domestically or from foreign sources. It is also felt that they 
frequently tend to reflect an underestimate of the financial and administrative 
strains which implementation would impose on the economy as well as the needs 
for technicians and other skills which are in short supply. Nevertheless, such 
forward thinking provides evidence that considerable thought is being given to 
the overall problems of development. It also provides a basis for evaluating the 
relation of specific projects to a country’s overall requirements and capabilities. 
This planning constitutes one of the reasons why an acceleration in the rate of 
development, and an increased need of assistance to finance it, are to be expected. 

The proposed fiscal year 1958 mutual-security programs summarized above 
are desiged to meet the country’s defense need. They are not expected to con- 
tribute the large quantities of investment capital needed by countries in the 
region for their economic development. It is expected that attempts will be 
made to fill a part of this gap through applications to the proposed development 
loan fund. 


Requests made to the fund 


While the requests made to the fund are likely to be substantial, no systematic 
advance programing of the fund has been conducted for the Far East region 
or is believed desirable. Past experience makes clear that illustrative program- 
ing for project aid develops a rigidity which makes it difficult to secure maximum 
value from each dollar of expenditure. Prior programing has often tended to 
dampen country initiative and, by constituting an implied commitment for an 
amount and specified use of funds, to detract from efforts to think through the 
resources and action by the host country necessary for efficient planning and 
implementation of projects. 

Nevertheless, known projects of development, the foreign exchange require- 
ments of the national development plans referred to, and a variety of studies on 
the region’s investment requirements suggest that at least $200 million in applica- 
tions to the fund are likely to be made by countries in the Far Dast in fiscal year 
1958, with $300 million each in fiscal year 1959 and fiscal year 1960. It is expected 
that a substantial portion of the applications would be for projects to expand 
irrigation and water supply, electric power, transport, communications, and man- 
ufacturing industries suited to the country and region and to the country’s stage 
of development. Requests also would be expected for assistance in capitalizing 
or otherwise supporting the operations of industrial and agricultural credit in- 
stitutions, and in expanding facilities for housing, education, and other welfare 
activities essential as a base for development. 

In many countries, loans from the development loan fund would be intended 
primarily to supplement other funds which may be available from such institu- 
tions as the IBRD and the Export-Import Bank. In others, such institutions 
have not been disposed to extend credit because of the unlikely prospect of repay- 
ment in dollars. In these latter countries, however, there are many projects 
which it would be in the United States interest to assist financially, even though 
they do not meet the rigid eligibility requirements of IBRD and the Export-Import 
Bank. 
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STATEMENT OF Capr. Berton A. Rogssins, Jr., Director, Far East REGIONAL 
OFFICE, OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR INTERNATIONAL 
SEcuRITY AFFAIRS 


MILITARY ASSISTANCE PROGRAM IN FAR EAST 


In considering the military assistance program in the Far East we must bear 
in mind the recent background of the countries of that area. We must remember 
the devastation of World War II which raged across the entire area. Since that 
time social revolutions, armed aggression, and violent internal conflict have 
harassed these countries. 

Overshadowing all has been the specter of imperialistic communism, menacing 
the free nations of the world with its avowed and publicly announced objective of 
world conquest. The Communist dictators have engulfed mainland China with its 
500 million people, North Korea and its 11 million, and North Vietnam’s 12 
million inhabitants. Their subversive efforts threaten the security of all the free 
nations of the Far Bast. Japan has a million Communist Party members with a 
disciplined, organized underground. Korea, in an uneasy armistice with militant 
communism, carries on an unrelenting fight to root out the subversive elements 
that are a menace to internal security. Taiwan continues its battle against the 
open threat from the mainland and the hidden cells seeking to penetrate the 
fortress of Taiwan. 

The Philippines still find it necessary to employ many of their armed forces to 
assist their police agencies in the fight to eradicate the militant remnants of the 
Huks. In Vietnam a truce line separates the Communist North from the free 
South, where hidden Communist cadres wait the opportune moment to create 
chaos. Cambodia, underdeveloped and poor but proud in its independence and 
with the hopefulness of youth, seeks an accommodation between the cold war 
opponents by asserting its neutrality. Little Laos, with a common border of 600 
miles with Communist China and Communist Vietnam, and with two of its 
northern provinces infested with the Communist Pathet Lao, is searching for a 
means of peacefully absorbing these dangerous elements while maintaining the 
integrity of its democratic government. 

Thailand, strongly anti-Communist, yet has reason to fear the Communists 
within its borders and the threat of Communist aggression from without. Burma 
is beset by internal unrest and disturbances from guerrillas and sabotage, while 
it witnesses a callous and deliberate infiltration of its borders by Chinese Com- 
munist forces. 

The 1956 elections in Indonesia resulted in a vote of 6 million for Communist 
delegates out of a total vote of 37 million. The recent disturbances and unrest 
that have accompanied the proposals of President Sukarno to enlarge his govern- 
ment by adding Communists are a fair measure of the stresses and dangers that 
hazard the welfare of that country. In both Malaya and Singapore communism, 
militant and subversive, has been and remains a continuous threat to political 
stability and internal security. 

This picture is indeed a troubled one. There is in it no place for complacency. 
It is, however, mitigated by two factors: The independent spirit of each of 
these nations and the assistance which the United States has been providing 
them. 

EFFECTS OF AID AND SUPPORT FROM THE UNITED STATES 


It is of basic importance to us that these countries want above all to be 
free and independent. In the world of today, however, this alone is not enough. 
World communism has no room in its plans for the consideration of any country’s 
desires where they conflict with the Soviet objective of world domination and 
conquest. 

The factor which has made the difference is aid and support from the United 
States. The forces of Nationalist China were weak and disorganized after they 
had been swept from the Chinese mainland, but with our help they have become 
a courageous and effective fighting organization. If it were not for American 
aid to Korea, that devastated country would have no army at all and would 
depend for its defense entirely upon American and other allied soldiers. The 
Indochinese States of Cambodia, Laos, and Vietnam would probably not be free 
and independent today were it not for the assistance we have rendered them. 
The ability of war-torn Japan and the Philippines to defend themselves against 
Communist aggression and subversion is constantly improving as a result of 
their efforts and United States aid. And strategically situated Thailand is 
developing strong, dependable forces with our help. 
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The picture is clear: Free Asia lives today in spite of the Communist offen- 
sive, both overt and covert, because their wish to be free has been aided and 
supported by the United States. In the implementation of our aid and support 
we have military assistance agreements with all the non-Communist states 
of the Far East except Burma and Indonesia. Laos is not permitted by the 
restrictions of the Geneva Accord to entertain a United States military mis- 
sion. However, it is a recipient of aid material as a signatory of the pentalateral 
Mutual Assistance Agreement of 1950 between France, United States, Vietnam, 
Cambodia, and Laos. Burma and Indonesia maintain a posture of neutrality. 

In addition we have mutual defense treaties with Korea, Taiwan, and the 
Philippines, and a security treaty with Japan. We are also members of the 
ANZUS Pact with Australia and New Zealand. We are members of SEATO 
with the Philippines, Thailand, Pakistan, Australia, France, New Zealand, and 
the United Kingdom. By protocol to the SEATO Treaty, the members have 
placed Vietnam, Cambodia, and Laos under its protection for support against 
aggression in accordance with the terms of the treaty. 


NATIONS COVERED AND FUNDS REQUESTED 


The nations covered by our fiscal year 1958 program are the same as those in 
fiscal year 1957: Korea, Japan, Taiwan, Philippines, Vietnam, Cambodia, Laos, 
and Thailand. Our request for military assistance funds for this area for fiscal 
year 1958 is about $690 million. This amount, which is practically the same as 
for our fiscal year 1957 program, is necessary to continue the required support 
of the approved forces of these nations and to provide for a very limited strength- 
ening of elements of these forces. As in recent years, the bulk of our aid will 
be provided to Korea, Taiwan, and Japan. These are the countries with the 
greatest forces and the greatest capabilities to receive and use our equipment 
and training. Although the proposed programs for the other countries receiv- 
ing military aid are small by comparison with these three, it should not be 
assumed that it is any less important that effective support be continued to the 
Philippines, Vietnam, Cambodia, Laos, and Thailand. 

For the ground forces, the amounts requested are necessary to insure main- 
tenance of the quality and usefulness of equipment already furnished. This 
requires the furnishing of large amounts of spare parts and components and 
small amounts of equipment for attrition replacement. A small amount of 
equipment is programed to fill out equipment deficiencies of existing forces which 
have not previously been programed. 

For air defense the situation is much the same. However, it has been neces- 
sary to program certain jet aircraft to modernize existing air defense forces to 
provide them with some capability against the rapidly growing modern jet forces 
of Far East Communist forces. 

Naval forces are receiving a program largely devoted to maintenance and 
repair. Here again some limited strengthening is necessary, however, if these 
forces are to be able to play their part in meeting combined defense requirements 
in that area. This is especially true in the case of Japan, which has a high 
potential capability in this field. In addition, the importance of maritime affairs 
and ocean shipping to the Japanese makes the growth of a stronger Japanese 
Navy an important and integral part of that nation’s security in the years to 
come. The existence of such a force, together with naval forces of other free 
nations in the Pacific, will provide a significant deterrent to Communist 
aggression. 

Opposed to the free world in Asia are over 3 million Communist forces: over 
21% million Chinese, 350,000 North Koreans, and 350,000 North Vietnamese, plus 
the numerous and insidious Communist cadres and cells engaged in subversion, 
sabotage, and guerrilla activities. 


SOME RESULTS OF THE PROGRAM 


The forces we are aiding through our program amount to over 1,600,000 men. 
With this program our allies in the Far East have developed increasingly capable 
forces equipped with modern arms suitable for their expected area and type 
of operations. These forces represent a return on our investment in security 
which, although difficult to measure on a monetary scale, is certainly far above 
the cost of the United States of the military assistance program. 

Without this program these forces could not for any practical purpose exist. 
They would not be equipped, they would not be trained, they would have no 
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military effectiveness. Without this program it is doubtful whether some of 
these free states would even exist today. 

With this program we have made it possible for these states to work toward 
a climate of internal security and national stability which are essential to their 
development both political and economic. With this climate these states can 
grow and develop a strength of their own. It is essential that this climate be 
maintained to permit that growth, for as these states become stronger so does 
the free world. As the free world becomes stronger its ability to defeat the 
Communist attack, whether by overt aggression or the many insidious forms of 
subversion, becomes more assured. 


DISTINCTION BETWEEN MILITARY AND ECONOMIC ASSISTANCE 


The Cuarrman. May I ask a fundamental question ? 

That is the use of these words: It becomes more and more evident 
that there is a distinction between military assistance and economic. 
It is very important from the point of view of popular support of our 
policies that that be clarified as much as naenibia, 

Has there been any effort to make that distinction? 

Mr. Saccro. We have made quite clear the distinction between de- 
fense assistance, which includes military assistance and defense sup- 
port, and economic and technical cooperation. 

The executive branch bill is written in that fashion and our defini- 
tions given in the worldwide summary are intended to make clear 
that distinction. 

The Cuarrman. Do you think it has been sufficiently made clear in 
the legislation, proposed legislation ? 

Mr. Saccio, The bill that we proposed with the explanations and 
statements that we have given I think make that distinction clear. 

The CHarrman. And do you carry that forward now in your 
reports ¢ 

r. Saccio. It is intended that we carry that out in our future 
reports. 

he CuairMan. That is a laudable intention but I wonder whether 
it is carried out as a matter of fact. 

Mr. Saccro. We would be first asking for our appropriations for 
these two items under mutual defense assistance to be added to the 
regular defense budget, and that clarity would be emphasized by the 
procedures involved in obtaining our appropriations for those two 

urposes. 
. ose would be distinguished from the appropriations we receive 
for economic and technical cooperation and special assistance. 

The Cuamman. And you think it is sufficiently distinguished in the 
legislation which we are discussing here today ? 

r. Saccro. It is our opinion that it is. 

The Cuarrman. Have you any questions, Senator Smith? 

Senator Mansrietp. Mr. Chairman, I would suggest that Senator 
Knowland be given a chance to ask questions first as he has to go to 
the floor. 

The Cxarrman. Senator Knowland, we will be glad to hear from 

ou. 
" COMMITMENTS IN BURMA AND INDONESIA 


Senator Know.anp. I have a question in explanation of the state- 
ment you just made. 
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What are these commitments which are alleged to have been made 
in Burma and Indonesia where you feel a large part of the funds will 
have to be put in that particular part of the world ? 

Mr. Saccio. Senator Knowland, those were commitments in the 
sense that we stated to both these countries that if funds were made 
available by Congress, we would continue a part of an overall program 
that had been discussed with them in fiscal year 1957. 

Generally, if I may just take the example of Burma, we said in 
effect that “We will make available to you a specific amount if you 
come up with the types of projects which we consider technically and 
economically sound. If you cannot comply with those requirements 
we will not obligate any funds. However, we will carry over such 
funds if Congress makes them available in the forthcoming year with 
an additional amount for the continuation of that program.” 

So it is a commitment only in the sense that the executive branch 
felt that it was necessary under those circumstances to indicate our 
interest in the development program of those two countries. 

Senator Knowianp. What kind of projects of magnitude would 
we be involved with specifically ? 

Mr. Saccio. I am not familiar with the specific ones that they have 
come up with. 

Senator Knowtanp. Let’s take Burma first and then I would like 
to go with particular reference to Indonesia. 

Me Rosertson. Senator, if I may explain, Mr. Saccio represents 

A. 

Dr. Moyer here is also from ICA. 

I am representing the Department of State. 


BURMA 


Mr. Moyer. Taking Burma, the amount which we have discussed 
with the Government of Burma was 25 million in total. We had 
thought we might obligate as much as 15 million in 1957. [Deleted.] 

The kinds of projects that they had suggested—Mr. Robertson can 
fee the background of the aid program—but these are some of the 

inds of projects that have been proposed: One, for instance, was to 
help with small boats for their river fleet in the delta area. 
nother was to rebuild an irrigation dam destroyed by a flood last 
year. 

A third one was a Rangoon waterworks and sewage system. 

Another one was equipment for the logging of teak. 

There are some others. 

Senator Knowianp. That is sufficient for that purpose. 

Now what about Indonesia ? 


INDONESIA 


Mr. Moyer. In Indonesia the amount that we had discussed was 15 
million, and the projects there were largely in Sumatra and outlying 
islands and of two major types: 

One, highways. They are very short of highways linking together 
different economic areas of Sumatra, which produces much of In- 
donesia’s rubber and oil. 
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We had thought of a $15 million total. Eight, I believe, was for 
assistance to highways. An additional seven was for generators and 
other electrical equipment to improve the power facilities of a whole 
group of smaller cities outside of Djakarta, mainly on islands other 
than Java. 

Of the electrical facilities, a few were for towns and cities on Java, 
the larger number was for Sumatra and other outlying islands. 

Senator Knowtanp. That is enough for the present. That is all, 
Mr. Chairman. 

‘ a CrHatrMan. Have you any further questions, Senator Mans- 
eld 

Senator Mansrrerp. Yes. 


PROGRAM FOR FAR EAST AND PACIFIC 


Mr. Secretary, the total for the Far East and Pacific program is 
$1.4 billion. Of this amount 48 percent is military hardware and 46 
percent is defense support. 

In other words, 94 percent of all our aid to Asia is in the military 
category and only 6 percent is in technical cooperation and the Asian 
development fund—3 percent for each. 

Is this a large enough proportion of aid to help these countries in 
the words of the presentation book, “A justified sense of present ma- 
terial progress and future hope for improved material conditions”? 

Mr. Rosertson. I have not yet presented my statement and I did 
not know that I would be questioned until I had. ; 

The CHatmman. I think we had better have the statement, first 
and questions about it afterwards. 

Senator MansrieLp. We won’t have time because we have to go to 
the floor soon and the procedure has not been to read these statements 
but to ask questions. 

Mr. Saccio has been making the presentation and the others have 
been put in the record. 

Mr. Roserrson. Do you want me to enter my statement for the 
record ? 

I have a statement here which I understand that on account of time 
you would prefer my not making. but merely to enter it for the record. 
It presents what appears to us to be the political justifications for this 
program. 

The Cuatrman. Is there anyone else prepared to make a statement 
here? 

Senator Mansrretp. You can answer that question briefly, Mr. Sec- 
retary. 

Mr. Rozertson. In my opinion the aid that is here programed for 
the Far East, exclusive of what could be obtained from the develop- 
ment fund, is little more than to enable these countries to hold the 
line at their present, levels. 


THE CASE OF KOREA 


Take for instance, Korea, which is our largest program. 

Korea has an army of approximately 700,000. 

It is a country of 22 million population. 

The size of the military force is out of all proportion to what the 
Koreans could possibly support. Now what we call defense support, 





MUTUAL SECURITY ACT OF 1957 643 


that when it is given in addition to military aid, is absolutely essen- 
tial to enable the Korean economy to function at all. 

Senator Mansriexp. All right; we will get to that later because I 
have some questions, but the point is, are the words of the presenta- 
tion book, and I again quote, “A justified sense of present material 
progress and future hope for improved material conditions,” ap- 
plicable to that part of the world? 

Are they getting enough economic material assistance to allow them, 
for example, to maintain even a part of these 20 Army divisions, plus 
1 Marine division, which the Korean Government has in the Republic? 

Mr. Ropertson. They are not in my opinion, sir. 

Senator MaAnsrFIELp. [ Deleted. ] 

Mr. Roserrson. No; I think the program is something around 
[deleted]. 

Senator Mansriexp. It is [deleted] plus the upkeep of two American 
divisions, which I would imagine would be quite expensive. 

Mr. Rozgertrson. You mean the total overall cost ? 

Senator Mansrrevp. Total overall ; yes. 

Mr. Rozertson. I don’t know what it costs to keep the American 
divisions there. It would be whatever is shown there plus that cost. 

Senator Mansrretp. Colonel, could you furnish that for the record ? 

Colonel Crrrz. We could put it in the record, Senator. 

(The information subsequently submitted on this point is classified 
and is in the committee’s files.) 


REPUBLIC OF CHINA, TAIWAN, AND VIETNAM 


Senator Mansrietp. Now Mr. Secretary, at the present time the 
Republic of China has [deleted] which we are maintaining ? 

Mr. Ropnertson. Yes. 

Senator Mansrtetp. Is it true that Chiang Kai-shek would like to 
create three more divisions but that the funds are not forthcoming to 
support those additional divisions? 

Mr. Rosertson. I am not sure that the Defense Department will 
agree to create those additional divisions, 

Senator Mansrrevp. And for Taiwan we are putting out [deleted } 
dollars. That is the request for the next fiscal year ? 

Mr. Rosertson. Yes. 

Senator Mansrretp. The Republic of South Vietnam, free Vietnam, 
has an army of [deleted] million dollars for this.year. Those are 
round figures. 

Mr. Roserrson. That is right. 

Senator Mansrretp. Are these forces [deleted] or could they be 
reduced somewhat and some of the funds used to build up the economy 
of the country and thereby help them to take over some of the finan- 
cial responsibility ? 

Mr. Rogertson. Wouldn’t you like the military to answer that, sir? 

Senator Mansrteip. Surely. 

Mr. Rosertson. I have my own opinion. 

Senator Mansrretp. Suppose you give us your opinion first, sir, 
and then we will have the military. 

Mr. Rosertson. My opinion, sir, is that they are absolutely neces- 
sary. 

Senator Mansrrevp. The full numbers and divisions ? 
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Mr. Roserrson. Yes, indeed, in each of those cases. In Korea the 
Communist forces north of the 38th parallel number about 700,000, 
about half of which are Chinese Communists. While the program in 
Korea is expensive for us, it would cost us approximately $414 billion 
to maintain an American force in Korea of £00,000 troops. 

We have trained these Asian troops to defend their line, and, as 
we train them, we bring our boys home. 

Senator Mansrievp. Except the two divisions? 

Mr. Roserrson. Except the two divisions, and they are there, of 
course, to coordinate the activities of the Korean troops. We think 
it is very necessary that we have those two divisions there. 


SITUATION IN TAIWAN 


Now, it is the same situation in Taiwan. Taiwan is protected by 
Chinese troops. _[ Deleted. | 

The Communists opposite Taiwan have been steadily building up 
their military capabilities. They have just completed 10 modern air- 
fields that will take care of jetplanes, between Shanghai and Canton. 
They have built under forced draft a military railroad down to Amoy 
Harbor. I say military because there is no economic justification of 
any kind for the road. It tremendously relieves the logistics prob- 
lems in that area, which were very difficult before this road was built. 

The Communists have large numbers of planes on the mainland 
within immediate striking distance both of Korea and Taiwan. So,as 
long as they are hostile, aggressive, threatening to use force, refusing 
to renounce force, as we have been trying to get them to do in our 
Geneva talks since August 1, 1955, we don’t think we could safely re- 
duce our military strength in order to devote our funds to economic 
development, which would only enrich the prize for them to take over 
if we could not prevent their doing so. 

Now, these troops which you have mentioned are the bulk of anti- 
Communist troops in Asia. You spoke of the army of [deleted] in 
South Vietnam. The Chinese Communists have trained and equipped 
an army of some 350,000 Vietminh troops north of the 17th a 
The Communists talk about peace and peaceful coexistence, but every- 
where they are building up their military capabilities. 

Senator Mansrietp. Now, Colonel, what do you have to say? 

Colonel Crrrz. Senator, our comment is substantially the same as 
the Secretary’s. The point that I would like to bring out in addition 
is that we evaluate these forces annually in the light of the then 
existing situation. 

By that I mean the Joint Chiefs of Staff in the Department of 
Defense provide their recommendations for the forces to be maintained 
in each of these countries, and the forces which are reflected in our 

rogram at this time are those forces which are recommended by the 
Joint Chiefs in those specific countries which you mentioned. 

Senator Mansrrerp. In general then there is complete harmony 
between your testimony and Secretary Robertson’s ? 

Colonel Crirz. Yes, sir. 

Senator Lone. Can you tell me what the difference in cost is between 
maintaining one of their divisions and one of ours? 

— Smirn. I wanted to ask would you yield for a question 
there ¢ 
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Senator Mansrie.p. Sure. 

Senator Smiru. I would like to inquire whether your military men 
or your State Department men have any evidence of a possible attack 
either in Korea or from the mainland of China on Formosa or are you 
just preparing against eventualities? Is there any activity that sug- 
gests a pooge attack when the buildup is right ? 

I will ask Secretary Robertson that? 

Mr. Rosertson. The evidence, Senator, is in the fact that they are 
maintaining themselves in a ready position. 

They of course are not going to notify you that they are going to 
make an attack when they decide to make one. 

Senator Mansriexp. I yield to the Senator from Louisiana. 


COST OF MAINTAINING TROOPS IN KOREA 


Senator Lone. Can you give us what you estimate the difference is 
in cost between maintaining one of our divisions and maintaining a 
division of Korean troops ? 

Colonel Crirz. Senator, to give a relative cost of divisions is rather 
difficult because, for example, a division in these countries is not the 
same as our divisions. 

The divisions in these countries are much smaller, more lightly 
equipped, and don’t have the same heavy equipment that we do. 

What we have prepared is a relative cost of each soldier. In other 
words, we could tell you what it costs to maintain an American soldier 
there and what it cost to maintain an indigeous soldier. 

For example, you mentioned Korea specifically. 

A United States soldier just for the costs of pay, food, housing, and 
clothes is about $3,500 annually, and a Korean soldier is about $117 
annually, and that is an average of all 3 services for those 4 particular 
items. 

Senator Lone. The weapons cost is about the same / 

Mr. Rosertson. Senator, may I supplement that because I want to 
make my figure right. Asto that $3,500 there is about $3,000 additional 
in transportation costs and other costs in maintaining that, so the costs 
of maintaining an American soldier abroad is about $6,500 per man 
against the total cost in Korea of $600 a man. 

Colonel Crirz. I was just speaking of those four items of pay, food, 
housing, and clothes. 

There is no weapons or anything included in that. 

Senator Lona. The point that I had in mind is if we would take out 
1 of these 2 divisions we have there and replace it with twice the 
number of men, even if we gave them the same weapons, would 
not we make a major saving by doing that ? 

It looks to me like we would save about 5 to 1 if you put in 2 men for 
every 1 of ours we had there. 

Colonel Crirz. For dollars only, Senator. 

The moral effect, withdrawal of United States forces completely, 
I think would far offset the dollar savings that would be derived from 
it. 

Senator Lone. You have withdrawn eight and they still have some 
morale left over there, don’t they ? 

Colonel Crrrz. Yes, but we still have the effect of United States 
effort there by having these forces present and ready to act. 
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Senator Long. As long as we have a single division th sn’ 
that maintain the same effect ? r Fanci 
It seems to me, what those people want is to know if war breaks out 
again that we are in it. One division would serve that purpose as well 
as two, wouldn’t it, Colonel ? 
Colonel Crrrz. To our thinking; no, sir. [Deleted.] 
Senator Lone. Do you have anything to add to that, Mr. Secretary ? 
_ Mr. Rosertson. Yes, Senator. I think that if there was nothing 
involved but the cost what you are saying would be perfectly true. 
There are many other factors in Korea at the present time other than 
the cost factor, and I would like to go off the record to explain what I 
mean by that. 
Off the record.) 
enator Smirx. Will the Senator yield for just a minute? 
T have to leave in just a minute. 
One question, Mr. Robertson, I want to ask you. 


USE OF DEVELOPMENT LOAN FUNDS 


I don’t see in this where in the area you figure on using this devel- 
opment loan fund that we are talking about. What is the policy with 
regard to that? 

Mr. Rosertson. We are counting on for this coming year, I think, 
approximately $150 million to $200 million of aid out of the develop- 
ment fund. 

Senator Smirn. Aid in the form of loans? 

Mr. Roserrson. In the form of loans. When you talk about loans 
to some of those countries, however, I don’t think we should deceive 
ourselves. 

If we make loans to some of these countries as in my opinion, it will 
be essential that we do, we will have to make soft loans—not hard loans. 

Senator Smirn. We realize that. We will probably get their own 
currencies in return. That is another problem. But we do plan to 
get an allocation from this loan fund for that area. That is what I 
want to get at. 

Mr. Rogertson. Yes, we do; and I am very much concerned. Take 
a situation like Korea. Korea certainly could not qualify for a loan 
from the standpoint of credit. 

Senator Smirn. For an Export-Import Bank loan or anything like 
that ? 

Mr. Rosertson. They could not qualify for an Export-Import 
Bank loan. 

Senator Smrru. That is why we are having this new fund set up as 
T understand it? 

Mr. Rozertson. So when we consider loans for this area, as they 
come up we must consider the problem in the light of the realities that 
exist, and apply some formula drawn up to fit the world as a whole. 

Senator Smrrn. I think we understand that. 

I think that applies to a greater part of the area. 

I am sorry, Mr. Secretary, I have to leave for a very important ap- 
pointment but I suppose I will see you again. 


MILITARY AND CIVILIAN PERSONNEL ON FORMOSA 


Senator Mansrretp. Mr. Secretary, how many men do we have on 
Formosa, military and civilian ? 
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Mr. Rosertson. You mean Americans? 

Senator Mansrretp. Yes. 

Mr. Roserrson. We have about 10,000. I think I have the break- 
down here for you. 

Senator Mansriexp. Is there a withdrawal in both the civilian and 
military fields? 

Mr. Roserrson. Well, the Defense Department [deleted]. Have 
been considering a plan [deleted]. About [deleted] represent mili- 
tary forces and their dependents [deleted]. 

Is this a classified figure that I am giving ? 

Colonel Crrrz. Yes, sir. 

Senator Mansrtevp. In other words, the military has allowed all 
their dependents to come over to Formosa and the civilian personnel 
as well? 

Mr. Rogertson. There are about as many civilian dependents of 
military as there are men. There are about [deleted] each I think. 

Senator Mansrietp. I wonder if you could furnish for the record 
just what these people over there, both civilian and military, get in 
the way of educational allowances, medical allowances, other fringe 
benefits, because the point I am getting at is, was the disparity between 
this large American colony in “Formosa, both civilian and military, 
and the native Taiwanese population, one of the difficulties which 

raused this outbreak recently ? 

Could you furnish that information as well as you can? 

(The following information was subsequently submitted for the 
record. Additional information to be supplied had not been received 
at the time these hearings went to press.) 


Allowances and Facilities— Taiwan 


WITHOUT DEPENDENTS 


Station allowances Quarters Subsistence 





Officers - : ; No@@s speitisic 


pails ..-.| 55 cents per day. 
Enlisted ; None 


35 cents per day. 


WITH DEPENDENTS 


Officers Sate 7 | 75 cents ar Gee. 24 Joan eo .| $3.30 per day equals $4.05. 
Enlisted 4... --- kha 75 cents per day..........--..-.- $2.40 per day equals $3.15. 


No additional monetary allowances are provided to United States military 
personnel stationed in Taiwan for medical or educational purposes. 
EDUCATION FACILITIES 
The military departments budget for this item in their own service budgets. 
MAP funds are not used for this purpose and no allowance is given to the 


personnel. 
MEDICAL FACILITIES 
at ee oe hospitals, or other medical facilities are funded by the Depart- 
ment of the Navy. The personnel receive nothing additional in this category. 
If local facilities cannot accommodate the personnel, they are evacuated to the 
nearest military facility to handle the cases and to the United States if necessary. 


OTHER FACILITIES 
Exchange, commissaries, clubs, and theaters have been established. 


(Discussion off the record.) 
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Senator Mansrretp. That is all, Mr. Chairman. 


MILITARY ASSISTANCE PROGRAM FOR JAPAN 


The Cuarrman. Mr. Secretary, now that we are on the question of 

J apan, there is one question I would like to ask. 
emery assistance program with Japan was [deleted] in fiscal 
year : 

The next year it [deleted] and the next [deleted] about [deleted]. 

Now what is there to show for that? 

Mr. Rosertson. Mr. Chairman, will you allow Colonel Critz of 
the Defense Department to answer that? 

The Crarrman. Certainly. 

_ Colonel Crrrz. The primary reasoning behind that, Mr. Chairman, 
is the buildup of the Japanese forces which has been progressing 
particularly well since 1954, and this equipment is to give them the 
capability to improve their own armed forces for their own defense. 

This is a buildup of forces as opposed to our support in Korea, 
Taiwan and certain other countries where we are just maintaining 
the forces that we have. 

In Japan, it is to give them a defense capability of their own, and 
we are still assisting them in that. 

The increase is attributable entirely to buildup and not to the 
maintenance of the forces as it is in the case of the other countries. 

The Cuarrman. It is our policy to make Japan independent and 
able to defend itself against any enemy, is that the idea ? 

Colonel Crrrz. Well, sir, not against any enemy, but to give them a 
defensive capability which they of course did not have after we dis- 
armed their forces. 

They need a capability. Otherwise we of course would have to pro- 
vide our own forces, and we have, as you know, reduced our forces as 
the Japanese capability has increased. 

The Cuamman. But not correspondingly ? 

Colonel Crirrz. Not correspondingly, no, sir. 

The Cuarrman. That is what I wanted to ask. 

Thank you. 

Senator Lone. I have a question, Mr. Chairman. 

Are we to amend that Japan is incapable of supplying 
{deleted] million for the buildup of her own forces? 

Is that the basis upon which we are asked to appropriate [deleted] 
million for Japan ? 

Colonel Crrrz. I can answer part of that, sir. 

(Deleted.] 

Now in the economic side of the Japanese capability economywise, 
I would ask the Secretary to comment on that, sir. 

Senator Lona. Is there economic aid in here for Japan, too? 

Colonel Crirz. No, sir, I meant their economic capability to pay ad- 
ditional costs. 


TECHNICAL ASSISTANCE PROGRAM IN JAPAN 


Mr. Rozerrson. We have $3 million in there for technical assistance 
program. 
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Senator Lone. And we are supposed to be teaching Japan how to 
produce? From what I can see it looks to me as though they are just 
about to take our market for quite a few manufactured goods. 

Perhaps they ought to send somebody to teach us how to do some 
of these things, Mr. Secretary. It looks to me as though they are 
doing — right. What are we teaching them from the technical point 
of view ? 

Mr. Rosertson, Dr. Moyer will answer that, sir. 

Mr. Moyer. The larger part is in the general field of industry. 
There is a smaller part in the field of upland agriculture. Of course 
the Japanese have been superb in rice culture, and assistance for that 
purpose is not included at all, but for some reason they have not de- 
veloped their uplands, the grasslands, cattle, and so on. 

Because of their shortage of food and their need to import, we are 
giving them some technical assistance. They are sending people over 
here, we are sending some people over there to improve livestock rais- 
ing, the handling of dairy products—that whole field. 

The larger part of our assistance, however, is in the field of industry. 

Now in some things the Japanese are excellent, and we are not as- 
sisting in those fields. For instance, in textiles they are very good, 
and also in some other fields; but through the war and even before the 
war there was a certain segment of Japanese industry which lagged 
considerably behind. 

The reason we have taken an interest in this problem is that although 
Japan at the present time is not in bad shape economically, it is head- 
ing into a little rougher weather. 

A major reason why they have been in good shape the last 2 or 3 
years is that there has been over a half billion dollars in special United 
States spending in Japan, by our military forces in Japan, from pro- 
curement of military materials, and so on, which certainly will not 
continue indefinitely. 

The United States of course has considerable interest in the stabil- 
ity of Japan, and in its closer ties with the free world. This is an 
effort while there is still time—we look at it as one of these cases where 
a stitch in time may save nine—helping them, while they are still not 
in a deteriorating position, to improve their production, marketing 
and management in such ways that when the special spending drops 
out, they will not be in such a difficult position that they might require 
large amounts of United States aid. 

Senator Lone. It seems to me as though if we just did what we 
could to help Japan to rebuild her trade, that she does not need to be 
treated as a backward nation or underdeveloped or something of that 
sort. 

ECONOMIC PROBLEMS OF JAPAN 


Mr. Rosertson. May I comment on that? 

While Japan is the best, the most competent industrial nation in all 
the Far East, they have tremendous economic problems. 

For instance, if we teach them how to improve their agricultural 
production, we are helping them to solve one of their greatest prob- 
lems. 

Japan has to import about 22 percent of its food. 

There are 90 million people there today. There were only 70 mil- 
lion at the time of Pearl Harbor. In the war she lost 40 percent of 
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her territory and in the meantime her population has gone up from 
70 million to 90 million. 

There is nowhere for her to expand. Japan must export in order 
to live. She not only has to import about 22 percent of her food, she 
has to import practically 100 percent of her basic raw materials and 
so the only way she can buy the things she must buy is to sell. 

You spoke about markets. I know you are interested in the textile 
situation. Japan buys from the United States approximately twice 
as ann raw cotton as she sells back to the United States in cotton 
textiles. 

For the last 3 years the American economy has benefited from Jap- 
anese trade by approximately $1 billion. 

In the last 3 years we sold Japan approximately $1 billion more 
than we bought from Japan. 

Now where these difficulties arise is not so much in the overall im- 
ports from Japan but the concentrations in certain categories. Take 
the textile situation. The overall importation from Japan is only 
about 2 percent of our production but that oversimplifies the problem. 

That does not tell the whole story. It is 2 percent overall. It is 
not 2 percent for the little man who manufactures ginghams for in- 
stance, it is about 85 percent for him. 

And if his plant is closed down on account of Japanese competi- 
tion, it is 100 percent for him and his stockholders and his employees 
and for the little village where the plant is located. 

So our problem here is not to burn down our barn to kill our rats 
but to get a better distribution—to get rid of these concentrations in 
categories which do have a very bad impact en certain segments of our 
economy. 

But I emphasize again, overall we are the beneficiaries of Japanese 
trade, not the Japanese. 

The CHarrman. Senator Long, will you take over for me? 

I must leave. I give the Chair to you. 

Senator Lone. I agree with that statement and I would like to see 
us build more trade with Japan. 

It seems to me as though that is the answer even more than buying 
military equipment. Even if it is spare parts, I don’t see why we 
have to pay for all that ourselves. 

Russia seems to regard Egypt as a fair risk. She seems to have 
high hopes of being repaid for the arms that she sold Egypt. It 
looks to me as though Japan is a better credit risk than Egypt is. 

Mr. Rosertson. Japan, as Dr. Moyer said, currently is in a good 
balance sheet position. She has avoided big trade deficits on account 
of our offshore spending. Our military spending there amounts to 
some $400 or $500 million a year—approximately. 

It will vary from year to year. 

But, unless we can help Japan to find a market for her exports, 
we are going to be confronted with a very formidable problem. It 
would be a great disaster for Japan to be forced into the Soviet orbit. 

Japan is one of the prime targets of the international Communists. 
If they can add to the manpower of China the industrial capacity of 
Japan, they will then be in a position to concentrate on southeast. Asia 
with its raw materials and excess food, 
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COMMUNIST STRENGTH IN JAPAN 


Senator Lone. How strong are the Communists in Japan at the 
present time? 

Mr. Rosertson. Well, they pull about a million votes. However, 
the Socialists have been working with the Communists in Japan in 
their anti-American propaganda, and in their advocacy of closer 
alinement with Red China and Soviet Russia. 

The Socialists and the Communists publicly, at least, are identified 
with the same objectives. There is a small but very articulate minority 
of Communists in Japan. They have made serious infiltrations into 
the labor unions and into the teachers union. I think you can say 
without equivocation that the vast majority of the Japanese people 
are friendly to the United States, a very much larger majority than 
would seem to be indicated by the reports that appear in the news- 
papers. 

RATES OF EXCHANGE 


Senator Lone. One other matter I am interested in. It was pointed 
out to us that by pegging these foreign currencies at a rate well in 
excess of the free exchange values that we were losing a great amount 
ot the effectiveness of our foreign-aid money in some of these countries. 

I am particularly impressed by what the survey mission to Vietnam 
inclicated on that, that we are pegging the piaster at about 30 when 
actually it should be more nearly a hundred. 

Are you familiar with that situation ? 

Mr. Ropsertson. Yes. Maybe Dr. Moyer would like to comment 
onit. Ldohave some comments to make. 

Mr. Moyer. It is quite likely that the official exchange rate in 
Vietnam, for instance, is lower than a realistic rate. 

Senator Lone. You say it is lower. My recollection of the testi- 
mony on that is that we are spending $20 million a month to support 
that Government, and that we are doing that with commodities which 
are sold at 30 piasters, that the free rate would be around a hundred, 
that 2,000 merchants are licensed to handle that quick turnover. That 
is what I understand, and that the result is that those 2,000 people 
squeeze out the difference between that 30 and that 100, so that we 
are getting about one-third the results we could be getting with the 
same money. 

Mr. Moyer. That is the statement, Senator, but we do not think it is 
true, and these are the reasons: 

First of all, this 100 rate, or 120 I believe was quoted, this is the rate 
which has at one time or another been prevalent on the Hong Kong 
market. 

Now that is a very special market, based largely on illegal transac- 
tions in the sense that the money reached Hong Kong and the people 
buying the money in Hong Kong are doing so for illegal reasons. 

Now the rate in Vietnam, nobody knows precisely what the realistic 
rate is, but everybody agrees that this 100 or 120 is well above what 
anv realistic rate should be. 

Senator Lone. Is the 30 well below what a realistic rate ought to be? 

Mr. Ropertson. The official rate is 35 piasters to the dollar. The 
estimates that I have seem as to what would really be a realistic rate 
would be somewhere in the neighborhood of 70. But there again as 
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with most of these questions, Senator, there is danger of oversimplifi- 
cation. 

__I, for one, think that we should try to find a solution. I can tell you 
it is now under consideration. When President Diem was here re- 
cently, we impressed upon him that this was one of the things that 
needed most to be done—to establish a more realistic exchange rate 
for the American wee brought into Vietnam. 

That is now under negotiation. 

Senator Lone. If we are losing 50 percent on that exchange, would 
not we do better just to send the money rather than send the goods 
and let them order the goods that they want ? 

Mr. Rozserrson. Only a portion of the program is affected. We 
don’t know what the spread is. We don’t know what the spread is 
between the 35 and what the goods are sold for. But we do know 
there is a spread which itself deserves the most urgent consideration 
and correction. 

When the French devalued the piaster in Vietnam a few years ago, 
it was a very short time before all prices immediately went up in re- 
sponse to it, so there was no benefit anywhere. This is what Diem 
fears would now happen. I think he very earnestly desires to do what 
is best for Vietnam as a whole and for its economy. He is a man who 
has never been accused, even by his worst enemies, of anything re- 
flecting upon the strictest rectitude in financial matters. 

He would be opposed to any group making an unholy profit on what 
we are doing. But he is afraid that devaluation would cause a price 
spiral and the end result would be something worse than now obtains. 

All I can say to you is that I personally agree that some correction 
should be made there. The question is under active review as of this 
moment. 

EXCHANGE RATE IN KOREA 


Senator Lone. Does the same type situation exist in Korea? 

Mr. Rosertson. We are working on that exchange rate all the time. 
We raised the Korean exchange rate in the summer of 1955, and have 
gotten fairly good results, stabilization which overall we have been 
fairly well satisfied with. 

We will continue to consider the rate from time to time. 

Senator Lone. Does the exchange rate there correspond with what 
the currency rate is where currencies are freely exchanged ? 

Hong Kong is the only place I know where they trade without the 
currencies being pegged. 

Mr. Rosertson. I don’t think you could take Hong Kong as a 
sound measure of what the rate should be because it is relatively small 
in comparison with the sums involved. I don’t believe any economist 
would accept that rate as being a sound barometer. 

Senator Lone. Do you think that the exchange rate there is realistic 
and correct ? 

Mr. Rosertson. I think it is practically realistic. I think the meas- 
ures that have been taken to keep down inflation in Korea have been 

roductive of results. We may have to take another look at it. We 
ast raised it 500 to 1 and we have a provision where we can review 
it annually. 

We review it every year. This problem is under constant consider- 
ation. It is not one of these things that is left to drift. 
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SITUATION IN FORMOSA 


Senator Lone. Do you think the same thing about Formosa? 

Mr. Rozerrson. I think it is a problem in Formosa and a problem 
not merely confined to the Far East. I think to some extent we have 
the problem of an unrealistic exchange rate all around the world. 
The American dollar is the soundest currency in the world and I 
think in many countries, in Europe as well as in Asia we have un- 
realistic exchange rates. 

Mr. Moyer. May I add with respect to Formosa that, as Secretary 
Robertson said, we have been constantly reviewing this problem and 
me have been four adjustments in the rate since the program began 
there. 

We think at the present time it might be slightly off, but it is ap- 
proximately correct, and as I say, there have been four adjustments 
since beginning the program. 

Senator Lone. Those are all the questions I have to ask. 

The committee is adjourned. 

(Whereupon, at 12:45 p. m., the committee was adjourned. ) 
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WEDNESDAY, JUNE 5, 1957 


Untirep Srates SENATE, 
CoMMITTEE ON ForeIGN RELATIONS, 
Washington, D. C. 

The committee met, pursuant to call, at 2:05 p. m., in the old Su- 
preme Court chamber, United States Capitol Building, Senator Theo- 
dore Francis Green (chairman) presiding. 

Present: Senators Green, Fulbright, Sparkman, Humphrey, Long, 
Knowland, and Capehart. 

The Cuairman. The committee will please come to order. 

We have had a meeting this morning; and this afternoon the Com- 
mittee on Foreign Relations is meeting to receive the testimony of 
individuals and representatives of organizations who have asked to be 
heard in connection with the pending Mutual Security Act of 1957. 

Each witness has been asked to limit his or her oral presentation 
to 6 minutes, with permission to submit additional material of reason- 
able length for inclusion in the record. That is necessary because of 


the number of those who have asked to be heard. 

The first witness, of the nongovernmental witnesses, is Mrs. Moise 
S. Cahn, president of the National Council of Jewish Women. 

If you will take your place at that table, please. 


STATEMENT OF MRS. MOISE S. CAHN, PRESIDENT, NATIONAL 
COUNCIL OF JEWISH WOMEN 


Mrs. Cann. Thank you very much. 

Mr. Chairman, my name is Mrs. Moise S. Cahn. I have come here 
today from New Orleans, La., where I live, to support the foreign 
economic-aid program as the representative of the 110,000 members of 
the National Council of Jewish Women, of which I am president. 

We council members work together in our organization, with the 
hope of benefiting our local communities and our Nation. 


NEED TO REEXAMINE FOREIGN-AID PROGRAM 


For many years now, since the creation of the Marshall plan, and 
even as far back as the lend-lease program, council members have sup- 
ported foreign aid as in the best interests of the Nation. But, like 
you, sirs, of this august committee, and your fellow Members of the 

enate, we have felt the need to reexamine the foreign-aid program 
and determine whether it does indeed serve the national interest. 

The investigations of your committee have been intensive and ex- 
haustive, and have called upon many sources of information. We are 
not in a position to make such a study. What we have attempted is 
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to think through once more the factors involved in the United States 
foreign economic-aid program, which is the part of the mutual-secu- 
rity program, with which we are most concerned, and to determine 
for ourselves the validity of our organization’s support of this pro- 
gram in terms of the best interests of the Nation. 


SOVIET PROGRAM COMPARED 


Last summer, when the Soviet technical assistance “putsch” on 
Egypt began, it was facetiously remarked that “imitation is the high- 
est form of flattery.” The Soviet program was pointed to as further 
proof of the importance of the United States economic program. 

The comparison was drawn lightly but mistakenly, and reveals 
much about the doubts we Americans have felt about our foreign 
economic aid program. 

The Soviet Union throws its “technicians,” its equipment, and its 
contractual promises, into countries it seeks to control the way im- 
ge nations as far back as the Roman Empire or the Greek States 

fore that threw in men, horses, and weapons, when there was an 
ova of er at hand. 

he superficial differences of time and technique and the cynical 
protestations of anti-imperialism, however, do not alter the objec- 
tives. It is of urgent importance that the sound, purposeful, and 
significant foreign aid 3. m of the United States not be drawn 
into competition with the false promises of the Soviet Union. 

There is no similarity between the half-dressed imperialism of the 
Soviet Union and the foreign economic aid program of the United 


States. It is a serious blow to the democratic spirit to look upon our 
program as a kind of weapon in the cold war against communism, a 
political tool used to meet the immediate or imminent crisis. 


LONG-TERM ECONOMIC AID 


I think it is this false interpretation which has confused all of 
us with regard to the value of the foreign economic aid program. In 
order to have significant value in building up an underdeveloped 
nation’s human and productive resources, economic aid must be ex- 
tended over a rather long period of time. However, such essential 
long-range planning is bound to be opposed by those who see Ameri- 
can economic aid as an answer to Communist maneuvers and want our 
aid program to be able to change its course at each Communist- 
inspired crisis. 

e whole idea of an extensive economic development program 
which would help the peoples of the underdeveloped countries make 
the tortuous leap from a preindustrial to mid-20th century industrial 
society is extraneous to economic aid, which is intended for the 
immediate crisis. 

The Marshall] plan won the wholehearted support of the majority 
of Americans. This was aid to relieve the devastation wrought by 
the Second World War. True, it had political complications and 
political consequences, as every international act has, but the purpose 
of the program was to assist the western Europeans in returning to a 
point of economic activity where life would again be possible. 
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UNDERDEVELOPED COUNTRIES 


Perhaps one of the difficulties in establishing an effective foreign 
aid program in the underdeveloped countries is that we have come 
to take their situation for granted. Many of these countries have 
cultures and societies stretching back for centuries; and for centuries, 
poverty and despair have been the lot of the majority. 

Unlike Western Europe in 1946, where the contrast between what 
then existed and what had been was dramatic, the underdeveloped 
areas have been underdeveloped for ages. 

Nevertheless, we must recognize that what we are attempting 
through foreign economic aid is to help these people make life possi- 
ble and decent for the first time in their history. This is the true 
nature of the American foreign economic aid program, and it is the 
reason for its being. 


HUMANITARIAN CHARACTER OF AID PROGRAM 


The political implications are there, of course, and they cannot 
be ignored. One of the hardest problems in developing such a pro- 
gram is that the political aspects are always looming large and can 
easily cause diversions from the main path. I repeat, they cannot 
be ignored, but the important point is to deal with them within the 
range of the essential character of the foreign economic aid program, 
which is humanitarian. 

The United States has it within its power to help the a 
people of the world help themselves to a decent way of life. It is a 
great tribute to the American people that this kind of humanitarian 
effort has always seemed vorthwhile 

We in council believe that a foreign economic aid program true to 
its humanitarian character is in the best interest of the United States. 
Indeed, what is the essential nature of our democracy which sets it so 
defiantly in opposition to communism ? 

It is our belief in the worth of the individual and our determina- 
tion to see that he has freedom and a share of the good things of life. 
We seek these values for more than our own families, our own com- 
munities, or even only for our own country. 

Let us not be afraid to say that we seek them for all men every- 
where. This, we believe, is the essence of our democratic heritage. 

Finally, we believe that if the economic aid program is presented 
to the American people as a program to help the desperate people of 
the world achieve some of the good things in life, there will bea 
wholehearted and enthusiastic response to the program. 

I thank you. 

The Coamman. Thank you very much, Mrs. Cahn. 

The next witness I call is Mrs. Oscar H. Ruebhausen, director of 
the League of Women Voters of the United States. 


STATEMENT OF MRS. OSCAR M. RUEBHAUSEN, A DIRECTOR OF THE 
LEAGUE OF WOMEN VOTERS OF THE UNITED STATES 


Mrs. Rursnavusen. Thank you, sir. 
I am Mrs. Oscar M. Ruebhausen, member of the National Board of 
Directors of the League of Women Voters of the United States. 
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The League of Women Voters, consisting of 128,000 members in 
48 States, the District of Columbia, Hawaii, and Alaska, -has. long 
supported the principle of foreign economic aid. At our national 
council meeting of State delegates in April 1957, we reaffirmed our 
desire to see adequate programs enacted for economic aid, a long-range 
development fund, United States technical cooperation, and the 
United Nations technical assistance program. 

We believe these programs are in the national self-interests of the 
United States for the following reasons: 











TRADE WITH OTHER COUNTRIES 


' 
t 
; 
1. To have an expanding and prosperous economy, we must trade 
with other countries. History has shown that our greatest potential 
' 






for commerce has always been with the more highly developed coun- 
tries of the world. Consequently, the more we foster the development 
of o~ less industrialized lands, the greater is our opportunity for 
trade. 

Not only would we like to sell to them, but it has become more and 
more evident that we have to buy their raw materials for our own 
strategic needs. In fact, we cannot get along without them. This in- 
creasing dependence on the resources of other countries is a cogent 
reason for supporting economic aid programs. 















FOSTERS STABLE POLITICAL CONDITIONS 





2. Economic aid can help to foster stable political conditions which 
are a prerequisite to trade and cooperation on all levels. To achieve 
stability will be a long and difficult process for the newly independent 
nations of the world. It is obvious that the peoples in these countries 
are demanding that their political leaders give top priority to promot- 
ing economic growth and raising standards of living. Unless these 
requirements are met, there will be revolution rather than evolution. 
At present the key to political stability may depend on a country’s 
ability to foster economic growth. Most underdeveloped countries 
cannot meet their own needs without outside assistance. 

Clearly, this help can only come from the richer countries. If we 
and our partners fail to cooperate in making assistance available, it 
seems obvious that many underdeveloped nations will turn to the 
Communists. To permit such a result is against the best interests of 
the United States. 
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PROSPERITY WITHIN THE UNITED STATES 










3. The entire mutual security program encourages prosperity within 
the United States. 

More than 75 percent of foreign aid expenditures are spent in the 
United States directly. 

We have had an opportunity to reduce agricultural surpluses by 
sending abroad $1.5 billion worth of supplies during the fiscal years 
1954-56. 

Seventy-five percent of the transportation costs of the mutual 
security program have been paid to American shipping concerns. 
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It is estimated that over 600,000 jobs in the United States in in- 
dustry, mining, agriculture, and transportation, are attributable to 
the assistance program. 

There.are two aspects of the mutual security program in which the 
League of Women Voters is particularly interested—a long-range 
development loan fund and the United Nations technical assistance 
program, 

LONG-RANGE PROGRAM 


We appreciate the reluctance of Congress to commit funds over a 
period oF years. However, we also sympathize with congressional 
desires for economy, efficiency, and stability in the management of 
Government programs. 

To us, the latter is the more overriding objective. In negotiations 
with other countries, it takes a long time to develop sound projects. 
Frequently, they cannot be consummated within a year. 

Sometimes the uncertainty of not knowing what next year’s appro- 
priation will be forces hasty decisions, promotes short-range projects 
when longer ones would be more desirable, and breeds insecurity in 
a staff which keeps wondering whether the following year will bring 
expansion or curtailment. Too great a change in either direction can 
be wasteful. 

Therefore, it would seem that our dollars would be spent more 
wisely if the continuity of a long-range program could be established. 


TECHNICAL ASSISTANCE PROGRAM 


Although the funds in the mutual security program spent for 
the United Nations technical assistance program are the smallest, they 
are not the least significant. The League of Women Voters would 
like to see the appropriation maintained at 49 percent of the program 
instead of reduced to 45 percent or below. 

It has been customary for the United States to try to reduce its 
quota to 3314 percent of the budget of the United Nations and its 
specialized agencies. These are budgets for administering the or- 
ganizations, and it is appropriate for us to seek such a quota. 

However, voluntary programs which undertake operations like 
UNICEF, help for Arab refugees, and technical assistance, should be 
considered on their merits and not frozen into a set percentage con- 
tribution. 

In considering the United Nations technical assistance program, 
we must remember that in addition to the voluntary pledges of roughly 
$30 million which over 80 nations make to the program, the countries 
receiving the aid pay for local costs of the technicians sent to their 
country. 

When the pledges and the local costs are added together, the 
United States share of the total is no longer 49 percent but approxi- 
mately 17 percent. Surely, this is not too much for us to pay. 

The League of Women Voters has been impressed by the numerous 
studies, both public and private, of the foreign aid program, and their 
unanimous endorsement of the principles involved. 

Our own study and support is limited to the economic aspects of 
the mutual security program, and we urge you to consider them as 
a sound investment for the future. We believe that money spent 





660 MUTUAL SECURITY ACT OF 1957 


now will pay dividends for our trade, our security, and the develop- 
ment of friendly relations with other countries. 

Thank you. 

The Cuarrman. Thank you very much, Mrs. Ruebhausen. 

Mrs. RursHavsen. Thank you, Mr. Chairman. 

The Cuarman. The next witness will be Dr. Alford Carleton, 
executive vice president of the American Board of Commissioners 
for Foreign Mission of the Congregational Churches, and also a mem- 
ber, Division of Foreign Missions and Department of International 
Affairs of the National Council of Churches. 

Mr, Carleton, will you proceed ? 


STATEMENT OF ALFORD CARLETON, EXECUTIVE VICE PRESIDENT, 
AMERICAN BOARD OF COMMISSIONERS FOR FOREIGN MISSION 
OF THE CONGRESSIONAL CHURCHES; AND MEMBER, DIVISION 
OF FOREIGN MISSIONS AND DEPARTMENT OF INTERNATIONAL 
AFFAIRS, NATIONAL COUNCIL OF CHURCHES OF CHRIST IN 
THE U.S. A. 


Mr. Carteton. Mr. Chairman and members of the committee, my 
name is Alford Carleton. I reside in Cambridge, Mass., and have an 
office in Boston as the executive vice president of the American Board 
of Commissioners for Foreign Missions. That organization, the old- 
est Foreign Missionary Society in the United States, carries on the 
overseas mission work of the Congregational Christian Churches. 

I am authorized to present a statement here today in behalf of the 
National Council of Churches by action of its General Board and 
designation of its responsible officers. Again, I do not presume to 
speak for each of more than 36 million members of the churches co- 
operating in the national counsel, but I am presenting official policies 
adopted after careful study, discussion and deliberation by the au- 
thorized representatives of the constituent communions. 

Thirty Protestant and Orthodox communions are members of the 
National Council of Churches, including my denomination. 

If I may have your permission, I would like to file in the record of 
this hearing a full statement, appending the list of member churches 
of the national council, and statements of its official positions on for- 
eign aid, and to emphasize here some of the more important points, 
and what remains of my 6-minute statement shall be taken from pages 
1, 2, 3, and 7, of the statement as presented. 


SUPPORT FOR FOREIGN AID 


In brief, the position of the National Council of Churches on 
Foreign Aid is this: On the basis of Christian concern, we hold that 
the United States should continue to develop, improve, and expand 
programs of technical assistance, economic aid, and international 
trade, such as will make for stability, justice, freedom, and peace for 
the peoples of the underdeveloped areas of the world and for all 
nations, including our own. 

On the basis of moral principles deriving from our Christian 
faith and by practical experience gained through a century and a 
half of missionary and world service programs, the churches in the 
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national council have agreed that certain policies are important in 
foreign aid. Among these are the following: 


POLICIES IMPORTANT IN FOREIGN AID 


1. At this moment of history, with a unique combination of power, 
wealth, democratic ideas, and world influence, the United States 
under God has a responsibility to give leadership in a spirit of part- 
nership with other nations for international stability, justice, free- 
dom, and peace. 

2. One important element in our world Se ele is that of 
so-called foreign aid, which is important in and of itself, but all the 
more important as it is seen as a major factor in United States foreign 
policy, and affects the way we appear to the rest of the world. 

3. The constructive aspects of foreign aid, particularly programs 
of economic development and technical assistance, are mdispensable 
in our relations with other nations, for while most of the churches 
admit to the necessity for maintaining an adequate national defense, 
they hold that it is a primary objective of military stability to enable 
our Nation, in concert with other nations of good will, to wage peace 
by economic, political, and ideological means. 

4. The constructive aspects of foreign aid must be substantially 
increased, with more adequate and responsible programs of economic 
development and technical assistance, in view of the fact that they 
now amount to only about 1 percent of the total amount which is in 
the national budget for military and defense programs. 

5. The “foreign aid” programs may be more properly thought of 
as “mutual aid,” in that they provide benefits to our own Nation as 
well as to others, and here the military, security and economic argu- 
ments for foreign aid are appropriate in citing the specific values of 
such 2-day programs. On the basis of studies by both Houses of 
Congress and the executive and by others, these programs have been 
clearly established as being in our own national interest and, indeed, 
in such a revolutionary world, indispensable to it, and therefore ap- 
propriate under section 8 of the Constitution on powers granted to 
Congress— 

To lay and collect taxes, duties, imposts, and excises, to pay the debts and 
provide for the common defense and general welfare of the United States. 

6. Mutual aid in such a world as ours means that we must also be 
interested in the defense and general welfare of other peoples as well 
as ourselves, for we are now, whether we like it or not, inextricably 
bound in the bundle of life in an interdependent world. In such a 
world we cannot buy friends nor loyalties. Neither can we ulti- 
mately hope to survive apart from friends and other peoples with 
common loyalties. And the only way we can win such friendship 
and loyalty is to have a genuine interest in others for their own sake, 
as well as for ours. 

The churches in repeated actions over the last decade have enun- 
ciated principles for the conduct of foreign aid programs. Some of 
these are embodied, at least in part, in the current proposals for im- 
proved and enlarged foreign aid programs, such as those of the 
administration and the committees of the Senate and the House. 


The churches support, among others, the following working prin- 
ciples: 
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PRINCIPLES FOR CONDUCT OF FOREIGN-AID PROGRAMS 


1. The continuing clarification of the objectives of our foreign-aid 
programs—and not just in terms of military security and narrow 
self-interest, but in terms of the broadest interpretation of both our 
own national interest.and our obligations of economic as well as moral 
and spiritual leadership in the world. 

2. The separation of the economic aspects of foreign aid from the 
military aspects in interpretation, authorization, and administration. 

3. The expansion of private as well as public efforts in this field. 

4. The development of a more substantial program of eeonomic 
development funds to help provide starting capital for newly devel- 
oping nations. 

5. The increasing of programs of technical cooperation and of the 
channeling of increased amounts of economic and technical assistance 
programs through the United Nations and its specialized agencies. 
It is the considered judgment of many of us in the churches that a 
precipitous reduction to 3314 percent of the present contribution by 
the United States to the expanded technical assistance program of the 
United Nations would be a severe blow, not only to the program 
itself, but to the prestige and leadership of the United States. Re- 
duction even to 45 percent of the present contribution would be 
regression in a program to which not only the United States but all 
nations should give increased support. 

6. The facilitating of trade, as complementing mutual aid. 

7. The development of a long-term basis for financing, programing, 
and administering mutual-aid programs. 

8. The employment of persons to represent us abroad in these pro- 
grams who have not only technical competence but also fine character 
and qualities of sensitivity, concern, and understanding. 


ATTITUDE OF RECIPIENT NATIONS 


During the past 3 months, I have traveled around the world, spend- 
ing most of 2 months in Asia. I found there a warmth of personal 
relationships between Asians and Americans. I found deep appre- 
ciation for what we have done, and what we have yet to do in matters 
of technical assistance and cultural relationships. 

I do not find America the most hated nation, unless where those 
words are put into the mouths of people for political motives; but 
I do find it the most envied nation. 

To prove by wise programs of mutual aid that we are rich not only 
in money but in understanding, in technical skill and in good will 
toward other peoples, will go a long way to reduce that envy. 

There are many things that need our doing, and as many of those 
are sociological as technological. Not only do natural resources need 
developing, but men need to learn how to live together and work 
together and develop a spirit which will use all natural resources 
in a constructive way. They need the ability to sacrifice today for 
the benefit of tomorrow and the willingness to give up personal gain 
for the sake of corporate progress. 

Encouragement along that road would be welcomed from Ameri- 
cans if our programs are wisely conceived and we do not overdo the 
aspect of our own enlightened self-interest in following through wise 
programs of foreign aid and technical assistance. : 
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To fail to do far more than we have yet done in these ways would 
be to betray much of our American heritage. To do more in these 
ways is to build well for the future, not only of our own people, but 
of all the world. 

The Cuatrman. Thank you very much, Dr. Carleton. 

(Mr. Carleton’s prepared statement is as follows:) 


STATEMENT By Dr. ALFORD CARLETON, REPRESENTING THE NATIONAL COUNCIL OF 
CHURCHES OF CHRIST IN THE U. 8. A. 


Mr. Chairman and members of the committee, my name is Alford Carleton. I 
reside in Cambridge, Mass., and have an office in Boston as the executive vice 
president of the American Board of Commissioners for Foreign Missions. That 
organization, the oldest foreign missionary society in the United States, carries 
on the overseas mission work of the Congregational Christian Churches. While 
I do not presume to speak for each of more than a million members of those 
churches, I am here however at the suggestion of the officers of those churches 
and can speak as one who has a major responsibility in that denomination with 
regard to their concerns in matters overseas. Through my experience as a 
missionary in west Asia for a quarter of a century, through my membership on 
the executive board of the division of foreign missions and on the department 
of international affairs of the National Council of Churches, I have had reason 
to acquaint myself rather thoroughly with the problems of international rela- 
tionships, and of the conduct of philanthropic and humanitarian programs both 
in detail and in the larger perspective of international relations. 

I am authorized to present a statement here today in behalf of the National 
Council of Churches by action of its general board and designation of its 
responsible officers. Again, I do not presume to speak for each of more than 
36 million members of the churches cooperating in the national council, but I 
am presenting official policies adopted after careful study, discussion and 
deliberation by the authorized representatives of the constituent communions. 

Thirty Protestant and Orthodox communions are members of the National 
Council of Churches, including my denomination. 

If I may have your permission, I would like to file in the record of this 
hearing a full statement, appending the list of member churches of the national 
couneil and statements of its official positions on foreign aid, and to emphasize 
here some of the more important points. 


BRIEF STATEMENT OF THE POSITION OF THE NATIONAL COUNCIL OF CHURCHES ON 
FOREIGN AID 


In brief, the position of the National Council of Churches on foreign aid is 
this: On the basis of Christian concern, we hold that the United States should 
continue to develop, improve and expand programs of technical assistance, 
economic aid, and international trade, such as will make for stability, justice, 
freedom and peace for the peoples of the underdeveloped areas of the world and 
for all nations including our own. 


SOME POLICIES ON FOREIGN AID ADVOCATED BY THE NATIONAL COUNCIL OF CHURCHES 


On the basis of moral principles deriving from our Christian faith and by 
practical experience gained through a century and a half of missionary and 
world service programs, the churehes in the national council have agreed that 
certain policies are important in foreign aid. Among these are the following: 

1. At this moment of history, with a unique combination of power, wealth, 
democratic ideas and world influence, the United States under God has a 
responsibility to give leadership in a spirit of partnership with other nations 
for international stability, justice, freedom, and peace. 

2. One important element in our world responsibility is that of so-called foreign 
aid, which is important in and of itself, but all the more important as it is seen 
as a major factor in United States foreign policy, and in the way we appear to 
the rest of the world. 

3. The constructive aspects of foreign aid, particularly programs of economic 
development and technical assistance are indispensable in our relations with 
other nations, for while most of the churches admit to the necessity for main- 
taining an adequate national defense, they hold that it is a primary objective 
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of military stability to enable our Nation, in concert with other nations of good- 
will to wage peace by economic, political and ideological means. 

4. The constructive aspects of foreign aid must be substantially increased, 
with more adequate and responsible programs of economic development and 
technical assistance, in view of the fact that they now amount to only about 
one per cent of the total amount which is in the national budget for military 
and defense programs, 

5. The foreign-aid programs may be more properly thought of as mutual aid, 
in that they provide benefits to our own nation as well as to others, and here 
the military, security and economic arguments for foreign aid are appropriate 
in citing the specific values of such two-way programs. On the basis of studies 
by both Houses of Congress and the Executive and by others, these programs 
have been clearly established as being in our own national interest, and, indeed, 
in such a revolutionary world, indispensable to it, and therefore appropriate 
under section 8 of the Constitution on “powers granted to Congress,” “to lay and 
collect taxes, duties, imposts, and excises, to pay the debts and provide for the 
common defense and general welfare of the United States.” 

6. Mutual aid in such a world as ours means that we must also be interested 
in the defense and general welfare of other peoples as well as ourselves, for we 
are now, whether we like it or not, inextricably bound in the bundle of life in 
an interdependent world. In such a world we cannot buy friends nor loyalties. 
Nor can we ultimately hope to survive apart from friends and other peoples 
with common loyalties. And the only way we can win such friendship and com- 
mon loyalty is to have a genuine interest in others for their own sake, as well 
as for ours. The demands upon leadership in such a world were clearly seen by 
Woodrow Wilson when he declared that America was created to unite mankind. 
and urgently advised Americans to think not only of America but “always, also, 
to think of humanity.” President Eisenhower has recently put it clearly on 
several oceasions, as when he said, “If ever we were to lose our sense of brother- 
hood, of kinship with all freemen, we would have entered upon our Nation’s 
period of decline. Without vision—without a quick sense of justice and com- 
passion—no people can claim greatness.” With our Constitution empowering 
our Nation to act through mutual aid and our time demanding that we act 
through mutual aid, we must do all within our Nation’s ability and the absorp- 
tive capacity of the underdeveloped areas of the world to advance the levels of 
life wherever we can through economic development and technical assistance. 


THE SUPPORT OF THE CHURCHES FOR MORE RESPONSIBLE, MORE ADEQUATE, CONSTRUC- 
TIVE FOREIGN-AID PROGRAMS 


The churches in repeated actions over the last decade have enunciated prin- 
ciples for the conduct of foreign-aid programs. Some of these are embodied at 
least in part in the current proposals for improved and enlarged foreign-aid 
programs, such as those of the administration and the committees of the Senate 
and the House. The churches support, among others, the following working 
principles : 

1. The continuing clarification of the objectives of our foreign-aid programs— 
and not just in terms of military security and narrow self-interest, but in terms 
of the broadest interpretation of both our own national interest and our obliga- 
tions of economic as well as moral and spiritual leadership in the world. 

2. The separation of the economic aspects of foreign aid from the military in 
interpretation, authorization, and administration. 

8. The expansion of private as well as public efforts in this field. 

4. The development of a more substantial program of economic development 
funds to help provide starting capital for newly developing nations. Both 
public and private efforts need to be strengthened and expanded. 

5. The increasing of programs of technical cooperation and of the channeling 
of increased amounts of economie and technical assistance programs through 
the United Nations and its specialized agencies and through other multilateral 
and regional organizations. It is the considered judgment of many of us in 
the churches that a precipitous reduction to 3344 percent of the present con- 
tribution by the United States to the expanded technical assistance program of 
the United Nations would be a severe blow not only to the program itself but 
to the prestige and leadership of the United States. Reduction even to 45 per- 
cent of the present contribution would be regression in a program to which not 
only the United States but all nations should give increased support. 

6. The facilitating of trade, as complementing mutual aid, in ways which will 
make it possible for goods to be bought and sold more readily. 
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7. The development of a long-term basis for financing, programing, and 
administering mutual-aid programs. 

8. The employment of persons to represent us abroad in these programs who 
have not only technical competence but also fine character and qualities of 
sensitivity, concern, and understanding. 

Although the churches have consistently supported such programs, in this 
particular year they have been giving strong emphasis across our land to pro- 
posals for new, improved, and enlarged programs of constructive foreign aid. 
While not dealing with specific legislation or particular bills, the churches have 
been seeking to have the issues defined and to clarify the meaning of religious 
and moral concerns for such programs. Conferences have been held; publica- 
tions have been issued; information has gone out on at least three occasions 
to key leadership among the Protestant and Orthodox churches across the coun- 
try on these issues. All of this is a part of what our president, Dr. Eugene 
Carson Blake, has referred to as a rising tide of support from church people 
across our land for constructive mutual-aid programs. 

What has been the response? Let me cite one example: We published about 
2,500 fact sheets on foreign aid for use by key leaders across the country. The 
demand for these was so great that we had to republish twice to increase the 
number tenfold to 25,000. This is only one piece out of many which are being 
used by the tens of thousands by our church people across the country in basic 
education programs on these issues. Again, let me emphasize we are not press- 
ing for any one specific piece of legislation in all this, but for a more basic 
education program among our people on policy and program in these issues so 
that people will have more understanding and come to express their views more 
forthrightly and sincerely. This is not as quick as short-order letter-writing 
campaigns to try to bring pressures on those in government, but we believe that 
it is a more profound and permanent contribution to the democratic process 
by which the destiny of our Nation is considerably determined in the weeks and 
years that lie ahead. Even on this more long-term educational basis, we are 
already beginning to receive reports of action from such representative parts of 
the country as Rhode Island in the East, California in the West, Texas in the 
Southwest, Michigan and Indiana in the Midwest, and many points between. 

I would like to quote the words of President Blake on the meaning of this 
increasing immediate response of our church people, built upon a solid founda- 
tion of years of concern for the well-being of other peoples of the world: “Church 
people across our land are arising in support of a more dynamic program of 
technical cooperation and economic aid, and I assure you that theirs will be 
an increasingly mighty voice in the land on this issue during the days imme- 
diately ahead. The fact is that the American people as a whole will respond 
to moral and spiritual leadership for these programs. They will accept necessary 
taxes to help others if they understand what is at stake and if intelligence and 
generosity go hand in hand in our programs. They will support constructive 
foreign policies which take new and dynamic initiative toward peace with justice 
and freedom.” 


OUR EXPERIENCE IN INTERNATIONAL RELATIONS AND FOREIGN AID THROUGH THE 
WORLD MISSION AND SERVICE PROGRAM OF THE CHURCHES 


Thus far I have spoken out of the experience of the National Council of 
Churches and its member churches. My personal experience in the missionary 
enterprise of the churches has given me a particular perspective on this whole 
matter of foreign aid and technical assistance programs. 

It is through the activity of Americans serving as missionaries abroad during 
the last century and a half that there originated the first cultural relationships 
between the peoples of the United States and large areas of the world. The first 
that most Americans ever knew of life in India, Africa, or the islands of the sea 
came in the published letters and reports of missionaries and missionary socie- 
ties. For millions of peoples over great areas of the earth the first and in some 
cases the only white face they ever saw was that of the missionary. For better 
or for worse, he stood before Asia and Africa as the representative of the West. 
His wife came with him and his children were born abroad. So the first knowl- 
edge of the Christian home, and of the customs of western lands, came through 
the outreach of the Christian church into all parts of the world. 

With the preaching of the Gospel, the missionary carried a concern about the 
health, the literacy, the education, the standard of living and the general welfare 
of the people among whom he lived. Schools and hospitals sprang up every- 
where the mission of the church went. 
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THE GROWING SPECIALIZATION OF THE PROGRAM AND THE DEVELOPMENT OF SECULAR 
; PRIVATE AGENCIES IN THE FIELD OF TECHNICAL ASSISTANCE 


With the passage of time it became evident that the technical aid program of 
the mission in the form of schools and hospitals was growing into large institu- 
tions, and constituting in some cases an undue drain upon the resources of the 
Christian mission. These institutions began to serve the non-Christian as well 
as the Christian, out of a sense of humanitarian interest if nothing more, and 
it was soon recognized that nonsectarian if not secular agencies might well be 
set up to handle the larger units of this program. Out of this there grew great 
medical training centers like Vellore and Ludhiana in India, and great educa- 
tional institutions in Peking, Beirut, Kyoto, Allahabad, Cairo, and a hundred 
other centers of the world’s population. The establishment of independent 
boards of trustees was the recognized form of obtaining support for such insti- 
tutions, and these independent boards later organized themselves into associa- ; 
tions like the Near East College Association, or the United Board of Christian : 
Colleges in Asia. 

In the field of relief for human need there grew out of the missions such great 
activities as the Near East Relief, United China Relief, Greek War Relief, the 
Near East Foundation, and many another. 

Out of the same situation there arose the participation of the great philan- 
thropie foundations in the program of health, medicine, education, and social 
uplift around the world. A notable example is the great program of public 
health carried on by the Rockefeller Foundation in connection with national 
governments, the world around. 


RECOGNITION OF THE DISTINCTION BETWEEN THE CHRISTIAN AND THE NATIONAL 
ASPECTS OF THE PROGRAM 


Through the early years of this great program of international relations and 
foreign aid through the world mission and service program of the churches there 
was little distinction made, and little necessary, between “the Christian workers” 
and “the Americans” in most local situations the other side of the world. There 
were few if any other Americans on the scene. America was not a world power 
and played no important part in the political scene. American products were 
not on sale in most of those lands. What the American or his family brought 
along in the way of simple inventions were those things which could be made 
from local raw materials. The capital involved was not great. There was no 
advertising attached. What the missionuary carried with him of the culture and 
the economy of his nation he did not for personal gain nor for political motive, 
but as part of the inevitable trappings of his life wherever he went. 

Furthermore, what we now call westernization was even more in demand on 
the part of the people among whom he lived than it was in the American’s mind 
as he went abroad. In the middle 19th century there was an epoch during which 
members of the Crhistian mission overseas worked very hard to prevent their 
schools being turned into institutions where the English language could be 
learned as a prelude to taking part in international commerce or even to emigra- 
tion to the western world. 

With the passage of time, however, the situation changed. There began to be 
stirrings of economic rivalry, and resentment of political and economic pressure. 
Colonialism began to become a sin in the eyes of men, and it was necessary to 
take thought for the relationship between the mission and the nationality of the 
missionary. The address, The American Mission, which had for a hundred years 
been the the natural postal address of the missionary was now preempted by the 
political, cultural, military, and economic missions of our Government, and 
mail addressed to the American Mission began to be delivered to the Embassies. 
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So it became necessary to distinguish carefully between the Christian mission 
and the nationality of the missionary. The two were not necessarily in conflict, 
but the distinction had to be recognized. 

This was even more true as within the last 20 years there came in another 
factor. That was the great number of Americans traveling or living abroad. 
Tourists by the thousands, members of the armed services in some areas by the 
tens of thousands, diplomatic and commercial representatives by the score where 
previously there had been few or none in those categories. The effect of the 
if presence of these others varied widely according to the political circumstances 
and the individuals involved, but at least it became evident to many persons 
that the words “American” and “‘missionary” were not always synonymous terms. 

New means of easy communication—the press, the radio, and, above all, the 
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movies—made it clear that cultural and intercultural relationships are far 
more complicated than has been supposed by the average man either side of 
the world. Too many Americans still feel that conditions on the other side 
of the world must be either black or white, and that everyone must be either 
our friend or our enemy, without recognizing that there are all shades of opin- 
ion in between and that the nation whose interests may coincide with ours at 
certain points will find itself in sharp opposition at others. 


THE EXPERIENCE OF THE CHURCHES IN THE CHOICE, TRAINING, AND ASSIGNMENT 
OF PERSON NEL 


One key to the importance of the Christian missionary through the years of 
his activity in the fields of international relations and foreign aid has been the 
fact that members of the Christian mission have been selected with great care, 
and often tested by their willingness to work under conditions of great hardship. 
Their motivation has been that of unselfish devotion. Furthermore, the work- 
ers in the Christian enterprise have been carefully trained in the use of the 
language of the people among whom they live. They have stayed long enough 
in one area to develop lifelong friendships and deep understanding of persons 
and the culture of other peoples. They have thus a degree of identification and 
of sympathetic understanding which has rarely been attained by representatives 
of political, economic, or other activities abroad. In fact, the degree to which 
short-term programs of foreign aid, philanthropy, and other intercultural activ- 
ity have been possible has often depended upon the presence, in the staff of those 
organizations, of men who, if not at one time missionaries, were at least the 
sons of missionaries. 

With the passage of the years, as indigenous national churches have been 
built up, the relationship of the mission to the church has been growing steadily 
in the direction of indigenous leadership and responsibility so that in many 
parts of the world today the foreign personnel which is at work is itself chosen 
by and invited by the church of the area in which the work is carried on. In 
other words, the foreigness of the Christian worker has been to a considerable 
degree overcome in favor of the common bond as Christians engaged in an inter- 
national and interdenominational interprise which we now come to call the 
ecumenical movement. What the intereultural relationships of the Christian 
agencies have often lacked in extent and particularly in range of available 
resources, they have in many ways compensated for by increased depth in any 
particular situation. 


THE RECOGNITION BY THE CHURCHES OF THE NEED FOR GOVERNMENTAL PROGRAMS 
OF TECHNICAL ASSISTANCE 


With the passage of the years and the development of new means of com- 
munication as well as more refined techniques for foreign aid and assistance 
to underdeveloped areas it has become evident that there were many things 
which the churches or indeed the secular private agencies were not fitted to 
accomplish. The entry of governments into this whole field of technical as- 
sistance is therefore cordially welcomed by others who have been the most 
active in this same field. National governments, often in the first flush of 
independence, have undertaken ambitious programs on their own. Mutual 
aid by a series of bilateral programs has become an accepted pattern of the 
development of life in the underdeveloped areas and the assurance of mutual 
strength and security. In certain areas multilateral projects, as through those 
of the U. N. technical-assistance program, have been very effective. To meet 
even a fraction of the present needs of the world, funds are required on a 
greater scale than can be obtained through private resources. Governments 
alone have the ability to coordinate programs and to set up development 
schemes on an area basis. By the very impartial secularism of government it 
is possible to work with peoples of other religions without raising sectarian 
issues. So the entry of governments into this area of aid to human need has 
been most cordially welcomed by those who still carry on their own smaller 
private programs of technical assistance in relationship with the Christian 
communities of lands overseas. 

Nor do we consider these governmental programs as merely a secular ex- 
pression of political or economic concern. They are undergirded by the deep 
sense of moral and spiritual values that give meaning to life and that bind 
us together in the interdependence of humanity under the sovereignty of God. 
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In this mutual development of differing programs, there have been some 
points at which it has been possible for government funds to be used through 
the channels of Christian enterprises. In those cases they have been spent 
with care and effectiveness. In other cases it has been mutually inacceptable 
that such channels should be used. Precise definition of those lines of relation- 
ship should be given further consideration. Meanwhile I can give grateful 
testimony to the happy relationships which I have enjoyed, personally, during 
my life abroad as a member of a Christian mission, with representatives of 
many other agencies both national and international. I should also like to 
put in a good word for the very high quality, character, devotion, and ability 
of the American diplomatic staff abroad, whether in the field of diplomacy, 
or of information, or of technical assistance. 

During the past 3 months I have traveled around the world, spending most 
of 2 months in Asia. I found there a warmth of personal relationships 
between Asians and Americans. I found deep appreciation for what we have 
done, and what we have yet to do in matters of technical assistance and cul- 
tural relationships. I do not find America the most hated nation, unless where 
those words are put into the mouths of people for political motives, but I do 
find it the most envied nation. To prove by wise programs of mutual aid that 
we are rich not only in money but in understanding, in technical skill, and in 
good will toward other peoples will go a long way to reduce that envy. There 
are many things that need our doing, and as many of those are sociological as 
technological. Not only do natural resources need developing, but men need to 
learn how to live together and work together and develop a spirit which will 
use all natural resources in a constructive way. They need the ability to 
sacrifice today for the benefit of tomorrow and the willingness to give up 
personal gain for the sake of corporate progress. Encouragement along that 
road would be welcomed from Americans if our programs are wisely conceived 
and we do not overdo the aspect of our own enlightened self-interest in fol- 
lowing through wise programs of foreign aid and technical assistance. To 
fail to do far more than we have yet done in these ways would be to betray 
much of our American heritage. To do more in these ways is to build well for 
the future, not only of our own people but of all the world. 


RESOLUTION FOR ACTION BY THE CHURCHES AND BY REPRESENTATIVES OF THE 
NATIONAL COUNCIL OF CHURCHES ON INTERNATIONAL ECONOMIC POLICY 


Adopted by the General Board of the National Council of the Churches of 
Christ in the U.S. A. meeting in Williamsburg, Va., February 27-28, 1957 


On a number of occasions the National Council of Churches has made official 
statements of policy on the basis of Christian responsibility supporting techni- 
eal assistance, economic aid to the underdeveloped areas, and trade policies 
which will strengthen the economies of our allies and underdeveloped areas as 
well as our own. (Examples of such statements are appended. ) 

A new situation of utmost urgency has arisen with regard to international 
economic policy. During recent months there have been four major govern- 
mental reviews of foreign-aid programs: The President’s Citizen Advisers on 
the Mutual Security Program; the Senate Foreign Relations Committee, Special 
Committee To Study Foreign Aid Programs; the House Foreign Affairs Com- 
mittee ; and the [International Development Advisory Board. 

These offer some possible opportunities for improving and expanding sueh 
programs. At the same time, other voices are heard in government suggesting 
that foreign-aid programs should be curtailed, discontinued, used primarily for 
military purposes, or employed as political weapons in the cold war. However, 
the President of the United States in his second inaugural address, January 
21, 1957, took the unusual course of dealing mainly with world affairs and 
clearly set forth the responsibility of our Nation to the rest of the world, in- 
cluding economic, technical, and other assistance. Such a broad-visioned pro- 
nouncement will get translated into policy and program almost in proportion to 
public support. In this background, the current session of Congress will be 
making crucial, far-reaching decisions on technical assistance, economic aid. 
and trade matters which will affect the whole direction of our United States 
foreign policy and its impact on the world. Again, what Congress does or fails 
to do will depend in no small measure on what the churches and church mem- 
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bers of this country do or fail to do in influencing public opinion and in express- 
ing their views on these matters to their respective representatives in govern- 
ment. 

In the light of present issues and the imminent decisions of our people and 
Government, the general board of the National Council of Churches reaffirms 
the previous positions of the national council on technical assistance, economic 
aid, and trade policies, and sets them forth in the following statement: 

“On the basis of Christian concern we believe that our Nation should seek 

rays of being of greater assistance to our fellow men in economically under- 
developed areas. Their own efforts to improve their level of living must be 
given increased support and encouragement. We can aid them by means of 
expanded programs of technical assistance. We can aid them by making 
larger sums of capital available. We can aid them by facilitating the expan- 
sion of trade so that goods may be sold and bought more readily. And we can 
aid them by demonstrating our understanding of their problems and our sincere 
interest and continuing concern in their economic development. 

“The United States has both public and private programs of mutual aid in 
all these fields, but these need to be strengthened and expanded to the full extent 
of our capabilities. The test of the extent of our aid should be how much as- 
sistance can be effectively used. 

“Financial contributions to these programs need to be so assured as to permit 
long-run programing and continuity of policy and operations. In the interest 
of strengthening the world community, we should place greater emphasis upon 
the use of international agencies, including regional organizations, and in par- 
ticular the United Nations. 

“We recognize the interrelationship of all parts of our foreign policy. It would 
be our earnest hope that United States economic-assistance programs could be 
related primarily to economic and social need and opportunity rather than to 
immediate political and security considerations. They should be administered 
separately from military-assistance programs. It is equally clear that any in- 
creased assurance of peace and any reduction in the burden of armaments would 
be themselves important factors in contributing to world economic development.” 

We call upon our member churches and their constituents to fulfill their. re- 
sponsibilities in the shaping of public opinion and in making their views known 
to their representatives in government. 

Further, we hereby authorize the representation by duly designated repre- 
sentatives of the National Council of Churches of the concerns of the churches 
in these matters to the proper authorities in the Congress, in the administration, 
and in the United Nations. 





SoME OFFICIAL POLICY STATEMENTS OF THE NATIONAL COUNCIL OF THE CHURCHES 
OF CHRIST IN THE U. 8S. A. ON FOREIGN ECONOMIC DEVELOPMENT FUNDS, INTER- 
NATIONAL FINANCING AND TECHNICAL COOPERATION PROGRAMS 


(These are selected from a number of similar statements) 


1. “We support efforts to raise the living standard of economically under- 
developed areas through technical assistance and econmic development. We 
urge our Government to support the United Nations program of technical as- 
sistance and to participate in United Nations and other international econmic 
and financial programs which have as their object the development of techni- 
cally retarded areas. The proposed United Nations fund for economic develop- 
ment is worthy of careful consideration. We urge that further United States 
contributions to technical, economic or financial assistance in no way be made 
contingent upon strictly political or military considerations.” (From the letter 
to members of the United States delegation to the Ninth General Assembly of 
the United Nations; approved by the general board of the National Council of 
Churches, September 15, 1954.) 

2. “In vast areas—close to us because they are on the same planet—a new 
force has been born which matches the new-found power of the atom. This is 
the growing determination of the individual person to find a fuller expression 
and to give a greater meaning to his life on God’s earth. The ancient tyrannies 
of hunger, disease, and poverty are no longer to be suffered in hopeless despair. 

“The United Nations and its specialized agencies can serve as prime instru- 
ments in the orderly satisfaction of these demands. We deplore the tendency 
to consider these problems as an isolated segment of policy unrelated to the 
so-called political problems. 
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“The economic and the social foundations of justice are indispensable to the 
peace and stability of the free world. Along with the humanitarian aspect, 
which as Christians we hold to be supreme, it is also in our highest self-interest 
to support adequate United Nations technical assistance and other programs of 
mutual help. Only in this way will the voice of freedom be more convincing 
than the promises of communism.” (From the World Order Sunday Message 
for 1955, adopted by the general board of the National Council of Churches, 
June 7, 1955.) 

3. “Physical power may forge coalitions, but moral power is demended to develop 
communities. While maintaining military strength for defense if necessary, we 
are aware always that armed might may protect against armed attack, but only 
faith and work can creatively extend freedom and community. 

“Vast multitudes throughout the world seek quick release from the ancient 
bondage of hunger, poverty, disease, ignorance, and exploitation. As we wel- 
come their aspirations, giving to them the same priority we give to our own, 
we exercise that moral influence which we believe to be our heritage in charac- 
ter and tradition. We must not seek to escape from responsibility and sacrifice 
through self-righteousness or retreat from international realities. 

“Unless we serve the common interest through realistic programs of mutuality 
and cooperation, we cannot infuse mankind with the sense of common effort 
essential to the achievement of community. All this has meaning for trade 
and tariff policies, for programs of technical cooperation, and for long-term, 
substantial, economic development funds for use overseas.” (From the World 
Order, Sunday Message for 1956, adopted by the general board of the National 
Council of Churches, June 5, 1956.) 

4. “Peace among nations and trade among nations are interrelated, for the 
first requires and the other aids economic stability and progress in each nation. 
As a country of unique economic strength, the United States should adopt on 
the national level, and support on the international level, policies which will 
be mutually advantageous through an increasing exchange of goods and services.” 
(Statement from the National Council of Churches Views Its Task in Christian 
Life and Work, approved by the general board of the National Council of 
Churches for publication, May 1951.) 

5. “The national council has supported the United States program of economic 
aid and technical assistance to the underdeveloped areas of the world, and the 
principles embodied in the reciprocal trade agreements which seek to promote 
economic health in the world community by eliminating excessive tariff barriers.” 
(Statement from Christian Responsibility in the 1952 Elections, approved by the 
general board of the National Council of Churches, September 24, 1952.) 

6. “Even highly developed areas cannot become economically healthy unless 
the United States has a sustained trade and tariff policy which will permit them 
to sell more goods here.” (Statement from the Price of American Power, for 
World Order Sunday, October 25, 1953, adopted by the general board, National 
Council of Churches, September 16, 1953.) 


THE 30 CONSTITUENT COMMUNIONS OF THE NATIONAL COUNCIL OF THE CHURCHES 
or Curist, U. S. A. 


African Methodist Episcopal Church 

African Methodist Episcopal Zion Church 

American Baptist Convention 

American Evangelical Lutheran Church 

Augustana Evangelical Lutheran Church 

Christian Methodist Episcopal Church 

Church of the Brethren 

Disciples of Christ, International Convention 
Evangelical and Reformed Church 

Evangelical United Brethren Church 

Evangelical Unity of Czech Moravian Brethren in North America 
Five Years Meeting of Friends 

General Council of Congregational Christian Churches 
Greek Archdiocese of North and South America 

The Methodist Church 

Moravian Church in America 

National Baptist Convention, U. S. A., Inc. 
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National Baptist Convention of America 
Philadelphia Yearly Meeting of the Religious Society of Friends 
Presbyterian Church in the United States 
Presbyterian Church in the U. 8. A. 
Protestant Episcopal Church 
Reformed Church in America 
Romanian Orthodox Episcopate of America 
Russian Orthodox Greek Catholic Church of America 
Seventh Day Baptist General Conference 
Syrian Antiochian Orthodox Church 
Ukrainian Orthodox Church of America 
United Lutheran Church in America 
United Presbyterian Church in North America 
The Cuarrman. We next will call on Mr. John C. Lynn, legisla- 


tive director of the American Farm Bureau Federation. 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, AMER- 
ICAN FARM BUREAU; ACCOMPANIED BY GEORGE DIETZ, 
DIRECTOR, INTERNATIONAL AFFAIRS, AFBF; AND HERB 
HARRIS, ASSISTANT DIRECTOR, INTERNATIONAL AFFAIRS, 
AFBF 


Mr. Lynn. Thank you, Mr. Chairman. 

In the interest of time, with your permission, I would like to file 
my statement for the record, and make just a few brief comments. 

The Carman. Yes. You can read such part of it as you would 
like to draw our attention to, and the rest will be received for our 
record. 

Mr. Lynn. Thank you, sir. 


RECOMMENDATIONS FOR REDUCTION OF THE PROGRAM 


Mr. Chairman, the bill before you with regard to authorization for 
the mutual security program and other programs, is purported to 
be a $4.4 billion program that has been slightly reduced. It is in 
fact a $6 billion program. We think it is far too much money, and 
we are making specific recommendations for the reductions in this 

rogram. 

The $6 billion that would be authorized under the bill which is 
now up for consideration, plus the $6 billion estimated for carry- 
over, and the additional moneys which would be available under the 
Public Law 480 program would make a foreign-aid program in the 
neighborhood of 13 to 14 billion dollars for the next fiscal year. 

Later on, we make specific mention of categories we would reduce. 

We are happy to see the authorizing bill begin to separate out the 
various categories, such as military assistance and economic aid. We 
are glad to see some movement in the direction of transferring the 
military part of this budget to the Defense Department. We have 
consistently recommended this change. 


MILITARY ASSISTANCE 


We think the request for military assistance under this program is 
excessive. Last year, the Congress gave the administration two-thirds 
of what it asked for, and the administration has spent two-thirds of 
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what they received, and some $500 million are being carried forward. 
We believe that this category of the budget can be reduced. 

In fact, there is about a 58 percent increase in this bill compared 
to the actual rate of spending of this current year. 

Now, as we have said before to this committee for at least 5 years, 
we had hoped to see a drastic reduction in direct military assistance, 
and what we mean by that is simply the arming of soldiers abroad 
with United States equipment, United States jeeps, United States 
tanks, and so forth. 

We are perfectly willing to show these friendly people how to build 
their own, but I say again that we are doing a tremendous disservice 
to our allies if we burden them with United States equipment for 
which they will have to spend their scarce dollars for replacement 
parts and maintenance. 

We would hope that emphasis would be given to the buildup of 
the military production facilities in the countries in which they will 
be used. 

DEFENSE SUPPORT 


Defense support is another name for economic aid. It is economic 
aid necessary to sustain a given level of military mobilization. 

We would recommend that this be reduced. We understand that a 
great part of this is in Korea, Vietnam, and Formosa; but at the same 
time, with the carryovers that are present, we believe this item can 
be reduced. 

LOANS 


We are happy to see emphasis being given in this measure for loans 
where economic aid is involved. We believe that this is the right 
approach. However, we feel that the amount of money asked for in 
this bill is excessive. 


MULTILATERAL AID 


One word about multilateral aid: We strongly recommend that the 
United States contribution to the U. N. expanded technical assistance 
program not exceed 33% percent of the total fund. 

We have made more extensive statements with regard to this. We 
hope that the Congress will follow this recommendation. 


SPECIAL ASSISTANCE PROGRAM 


With regard to the special assistance program, we recommend that 
this be reduced in light of the fact that there is provided in title IT 
of Public Law 480 some $500 million of authorization to be used by 
the President. Therefore this fund should be reduced to $100 million 
rather than the $300 million asked for. 


AGGRESSIVE TRADE PROGRAM AND USE OF PUBLIC LAW 480 FUNDS 


Mr. Chairman, we think more rapid progress would be made with 
an aggressive trade ere And we believe, with the proper con- 
sideration of Public Law 480 funds, our recommendations for reduc- 


tion of $1.9 billion in the $4.36 billion budget with a carryover of 
$6 billion, is a reasonable figure. 
Thank you very much. 
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The CuarrMan. Thank you for your presentation. 
As I said before, if you would like to have your statement incor- 
orated in the record as you wrote it out, rather than as you delivered 
it, that may be done. 
Mr. Lynn. Well, could I have both in the record ? 
The CuamrMan. Well, if you can distinguish. There would be a 
good deal of repetition. 
~ Mr. Lynn. Well, not too much repetition. I would like to have, if 
I may, sir, my remarks precede the detailed statement. 
The CuatrmMan. We will not repeat anything, and where you have 
read from your paper, we will not repeat that. 
Mr. Lynn. All right, sir. We will try to correct that, sir. 
Thank you. 
(Mr. Lynn’s prepared statement is as follows :) 


STATEMENT BY JOHN C. LYNN, LEGISLATIVE DIRECTOR, AMERICAN FARM BUREAU 
FEDERATION 


The American Farm Bureau Federation appreciates this opportunity to present 
its views to this committee with regard to several aspects of the mutual security 
program. 

Farm Bureau is a farm-family organization, financed by membership dues on 
a voluntary basis. It is an independent, nongovernmental organization of 
farmers. It was organized to provide a means whereby farmers can work 
together and speak with a united voice on the problems which affect them, 
either as farmers or citizens. At the close of our last fiscal year, November 30, 
1956, we have 1,587,107 paid-up member-families in 48 States and Puerto Rico. 


APPROPRIATIONS FOR MUTUAL SECURITY PROGRAM 


Year after year we are amazed and somewhat mystified with the request for 
appropriations for the mutual security program. It seems to us that some of 
the administrative agencies of Government are using every maneuver possible 
to perpetuate a large foreign aid program. Instead of this being a $4.4 billion 
program, which was supposedly reduced to $3.8 billion, the fact is that it is a 
$6 billion program. In the bill under consideration, a request is being made for 
authorization for $500 million for the development loan fund for fiscal year 1958 
and borrowing authority of $750 million for each of the years 1959 and 1960. 
These items alone total $2 billion. 

The Congress seems to be quite anxious to reduce the Federal budget, but we 
submit that Federal expenditures will never be reduced as long as we authorize 
government agencies to commit funds of the magnitude outlined above, au- 
thorizations which will require the Congress of the United States to appropriate 
money to meet these long time commitments. 


SEPARATION OF THE VARIOUS CATEGORIES OF AID 


It is extremely difficult for the taxpayers and even the Congress to understand 
the mutual security program as it is presently constituted. A clear breakdown 
into three separate categories is needed: (1) military aid, (2) economic aid, and, 
(3) technical assistance. Each category should have its own appropriation and 
budget, making it possible to expand or reduce any one of these programs with- 
out disrupting the others. The American Farm Bureau Federation has rec- 
ommended this separation before Congress for several years. We are gratified 
that serious consideration will be given to this proposition this year. 

The mutual security program budget should be reduced in all categories. There 
continues to be large unexpended balances and every year the request for foreign 
aid exceeds the appropriation for the previous year. 

Our statement this year will be brief. We have reviewed year after year our 
justification for recommended reductions in this program. 


MILITARY ASSISTANCE 


We are concerned that military assistance appropriations requests continue 
to be very large despite the fact that estimated unexpended balances (on June 30, 
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1957) will exceed $4 billion. We are happy to see a recommendation to the 
effect that military assistance should be placed in the Defense Department budget. 
Farm Bureau has recommended this approach for some time. We do not agree, 
however, with the provision in the proposed act that would give the President 
of the United States an open-ended authorization for an unspecified amount to 
be used for military assistance. 

The committee will recall that $2,018 million was appropriated for military 
assistance last year. We are now advised that $500 million of such funds are 
available for reappropriation in fiscal year 1958. We can assume, therefore, that 
$1,518 million was spent for military assistance in fiscal year 1957. Yet, the 
administration has proposed a budget which would expend $2,400 million for 
this category in fiscal year 1958. This is an $882 million increase in the current 
rate of spending, a 58 percent increase. 

The American Farm Bureau Federation believes in adequate defense, but we 
would like to point out again to this committee that we think it is not in the 
best interest of the countries involved to continue to rely almost entirely on United 
States arms and equipment for their main source of supply. We believe that 
we could get just as much military security by the utilization of our know-how 
and show-how in assisting friendly countries to produce their own military 
equipment where and whenever possible. Certainly, we recognize the need for 
our supplying some types of equipment, but it is not necessary to put every 
soldier throughout the world in a United States jeep or arm him with a United 
States automatic rifle to make him an effective part of the fighting forces. 

The policy of the American Farm Bureau Federation with regard to military 
assistance is as follows: 

“Military assistance should aid our allies to build their own defense resources, 
rather than supply them with military goods produced in the United States. 
Such dispersal of production of military goods will avoid unbalancing our own 
economy by undue concentration of defense production in the United States, 
It will promote the policy of mutual sharing of the burden of the common 
defense.” 

The facts are that if we continue this program over a long period of time we 
will (1) permanently burden our allies with the necessity of spending their hard- 
earned dollars for spare parts from the United States; (2) permanently commit 
the United States to supply spare parts free of charge, or; (3) have much of this 
equipment abandoned due to the lack of proper maintenance. 


DEFENSE SUPPORT 


Defense support is in reality another category of economic aid. Again the 
administration is asking for an open-ended authorization with funds remaining 
intact until expended. This classification encompasses a great many activities, 
in the fields of agriculture, natural resources, education, health and even public 
administration. We sincerely hope that the funds available under Public Law 
480 are duly considered as the Congress reviews this law, especially as applied 
to defense support and economic aid. Vast amounts of funds are being accumu- 
lated under Public Law 480 and we believe they could be utilized to a good 
advantage in carrying out some of the work that is apparently now done with 
dollars appropriated under the defense support category. 

The administration’s revised budgetary figures for military assistance and 
defense support total $2.8 billion. As we have indicated the authorization 
actually would be for $3.3 billion because of the request for an additional $500 
million to be reappropriated from fiscal year 1957 funds. 

Undoubtedly, the Department of State and the military have made certain 
commitments for fiscal 1958 that must be carried out. We recommend, therefore, 
that the $3.3 billion for military assistance and defense support be reduced by 
$1.2 billion. This would leave approximately $2.1 billion for fiscal 1958 under 
these categories. With the vast amount already being spent by the military 
(provided for in the defense budget), we believe that these two items should 
eontinue to be reduced. All funds for economic aid should be withdrawn from 
defense support and put in the economic aid category where they can be clearly 
identified. 

DEVELOPMENT LOAN FUND 


We are very happy to note that our recommendations concerning economic aid 
are being gradually adopted insofar as limiting this type of aid to loans. How- 
ever, we believe $500 million for fiscal year 1958 is too high and does not suf- 
ficiently take into account the foreign currency generated under Public Law 
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480. An appropriation of $100 million plus the $1.2 billion in foreign currency 
already generated under Public Law 480 and earmarked for economic aid, 
should be sufficient for this program. It is only reasonable and logical that the 
Congress of the United States should support legislation which ties in the 
disposition of our burdensome surpluses and still provides economic aid on a 
loan basis. We have recommended to the appropriate committees of Congress 
a 2-year extension of Public Law 480 with a $1 billion authorization for the 
next fiscal year. This will generate in fiscal 1958 an estimated $400 million 
that can be used for economic assistance. 


BILATERAL TECHNICAL COOPERATION 


Again the administration requests a continuing authorization for this item for 
an unspecified amount. We recommend that $65 million be authorized for fiscal 
year 1958 for technical assistance. We would again point out that there is ample 
opportunity under Public Law 480 to provide local currency for most bilateral 
technical assistance projects. The 1957 American Farm Bureau Federation 
policy on this matter is as follows: 

“The technical assistance program should be continued as an important part 
of our foreign policy. The primary objective of this program should be to aid 
underdeveloped countries to develop their manpower and natural resources and 
expand their production and commerce by educational effort toward improved 
technology and practices, rather than by loans or grants. Maximum emphasis 
should be on the development of industries which complement the economy of 
the area, rather than overemphasis upon agricultural development.” 

We believe that over $6 million a month plus the millions available under 
Public Law 480 is sufficient for our bilateral technica\ assistance program. 


MULTILATERAL AID 


We should like to confine our comments with regard to this item primarily to 
the multilateral technical assistance program, commonly referred to as ETAP. 
We recommend that the United States contribution to BTAP for fiscal year 1958, 
not exceed the 3314 percent as specified by Congress in the Mutual Security 
Appropriation Act of 1956. 

Last year the Congress increased the authorization for the United States 
contribution to the regular FAO program from $2 million to $3 million. We sup- 
ported this action and will support reasonable increases in appropriation up to 
the $3 million figure. However, we are convinced that under no circumstances 
should the United States contribution to the ETAP exceed 33% percent and we 
would recommend that the Congress give consideration to the gradual (not to 
exceed 4 years) elimination of this fund and to a gradual increase in the 
regular FAO budget. We are not prepared at this time to indicate the rate of 
expansion of the FAO budget since this is now under thorough study by our 
board of directors. 

As stated earlier, we hope that the appropriate committees of Congress will 
continue to keep strict surveillance over all expenditures. We would, therefore, 
hope that no action would be taken which would give overall authority that 
might cause unlimited amounts of local currency accruing under Public Law 480 
to be utilized for multilateral technical assistance programs. 


SPECIAL ASSISTANCE PROGRAMS 


We recognize that there is some justification for the President of the United 
States to have money available that can be used for emergencies such as 
natural disasters abroad. However, we are sure that there are funds available 
in other departments of the Government that could be used for this purpose 
should occasions arise. We believe that Congress, in its wisdom, would support 
supplemental appropriations to fulfill unforeseen needs that might arise. The 
Public Law 480 extension bill, now pending before Congress, amends title II 
so as to provide $500 million of authorization which can be used by the President 
for these types of emergencies. We would, therefore, recommend that the 
authorization for special assistance in fiscal year 1958 be limited to $100 
million, instead of the $300 million requested. 


SECTION 402 
We feel that the mutual security program now being contemplated should 


make direct use of our agricultural surpluses and we recommend that the 
administration emphasize such use wherever possible. 
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BARTER 


We also believe that our agricultural surpluses can be advantageously used 
in barter transactions to obtain some of the materials required under this and 
other programs. We recommend that the ICA, Department of Defense, and 
other agencies of the Government be urged to utilize this bartering authority to 
the maximum extent consistent with the best interests of the United States. 


SUNFED 


The American Farm Bureau Federation has grave reservations regarding the 
United States contributing large sums of capital. or turning over large portions 
of our) agricultural surplus for distribution by an international agency where 
they would be subjected to the political considerations and intrigues necessarily 
found in the General Assembly, which, of course, includes the Soviet bloc. 

Farm Bureau 1957 policy states: 

“The United States must not relinquish control of large quantities of our 
agricultural surpluses for distribution by an international organization.” 

The United States can continue to offer aid to the underdeveloped countries 
through the mechanism of Public Law 480. The Public Law 480 program in 
India and other countries are significant examples. 

We are opposed to any international food reserve which would require the 
United. States to turn over the control of large amounts of its agricultural sur- 
pluses: to an international agency or, which might tend to control, or unduly 
influence, the world markets of agricultural products. 


SUMMARY 


’ 


We note in this authorization bill a trend toward legislation through appro- 
priation. We doubt the wisdom of this approach. The open-ended authoriza- 
tions and the $2 billion development loan fund are good examples. We hope 
that the Senate Foreign Relations Committee and the House Foreign Affairs 
Committee will continue to scrutinize these programs. We have confidence 
that the members of these two committees have more knowledge of the world 
situation and the matters concerning this program, than other committees of 
the Congress. 

The American Farm Bureau Federation believes in international cooperation 
and trade. Our security depends in large measure upon friendly cooperation 
with peoples of other countries. Under current conditions, security will be 
aided by long-term economic and defense arrangements with strong, dependable, 
mutually benefiting partners of an expanding free world economy. Expansion 
of trade among free nations will reduce the need for and scope of direct foreign 
aid programs. Therefore, we should, in our own enlightened self-interest, seek 
expansion of this mutually profitable and beneficial trade. 

International private investment also needs to be expanded, especially in 
underdeveloped areas of the world. United States foreign policy should haye 
as a major objective, the creation of conditions in various friendly countries of 
the world which encourage private investment in industry and commerce. 


Fiscal year 1958—Mutual security program 


[In millions] 


Adminis- |Farm Bureau 








tration recommen- Savings 
request dation ! 
i ak a een cern ame ae : $2, 400 ; ie 
SPIED S Css onthe l Sok cco ocaw mates : 900 } $2, 100 $1, 200 
Development loan fund (economic aid) - -- dn able wba 500 | 100 100 
SS ei lB stata inlined whi Soren wih wien 152 65 87 
nah na wine see : ee 113 | 100 13 
Special assistance - --_-- -- Pibctiva-cosekseccece Seeneeekascsee 300 100 200 
i Bichtbsoikelnndaghentiteh hd. age nvcitnndteedanntiinn dpmooe 4, 365 | 2, 465 1, 900 





1 In addition to the maximum use of funds acquired through Public Law 480. 
Nore. —Unexpended balances (estimated) $6 million, June 30, 1957. 


The CHarrman,. The next witness is Mr. Andrew E. Rice, repre- 
senting the American Veterans Committee. 
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STATEMENT OF ANDREW E. RICE, MEMBER, NATIONAL BOARD, 
AMERICAN VETERANS COMMITTEE (AVC) 


Mr. Rice. Mr. Chairman, we appreciate, as always, this opportunity 
to appear before you on the mutual secur ity program. 

I want to speak very briefly today, and submit this statement for 
the record, Mr. Chairman. 

Tam speaking to you today as a war veteran. Most of the members 
of our organization served in World War II for 3 or 4 years. They 
served in many of the distant countries of the world w here our aid 
programs are operating now. 


DOUBLE INTEREST IN AID PROGRAMS 


We have a double interest in these programs : 

The first interest is that which Benjamin Franklin or Thomas 
Jefferson might feel today, if they were to return to our 20th century 
civilization and see the results of the inventions and discoveries which 
they made two centuries ago. 

To a certain extent, we servicemen can claim a little of the same 
kind of credit in the underdeveloped areas of the world. During 
World War II, we were all over the world. Our jeeps were covering 
distances in a day which a camel caravan took a week to cover. 

Our bulldozers were changing landscapes overnight. Our cranes 
and derricks were unloading vast quantities of food, clothing, stores, 
goods, more than the richest man of those lands had even seen, 
perhaps. 

And, most of all, we, as GI’s and sailors, were accepting all these 
miracles of modern life, and this had an impact. It was not the 
physical impact that mattered so much, because eventually the jungles 
took back the airfields and the floods have washed away the roads, 
but this vision of an unlimited civilization did remain. 

We brought, I think, to millions of underprivileged peoples, not 
only freedom from totalitarian aggression, but this vision of a better 
life, and this sense of the American spirit of progress and the Ameri- 
can faith in a better future. 

Of course, we do not want to take all the credit for this new spirit 
which we see everywhere in the underdeveloped parts of the world 
today, but in a very real sense I think we provided what the late Dr. 
Henry Garland Bennett called a window on the 20th century, and 
the sum and substance of our economic and technical development 
programs today seems to me to be to help provide the door through 
which these peoples can now move ahead into the 20th century. 

But, of course, our war experiences do not only leave us with an 
interest in what is going on in these far-off lands, because we learned 
in war—that war and in the Korean w ar, too, some of us—that war is 
hell. 


AIM OF MUTUAL SECURITY 


We veterans do not want to fight again. We do not want to have 
to fight again overseas, and we do not want to have our children fight 
overseas. Of course we are ready to, we stand ready to, but we feel 
if our Government’s foreign policy is w orth anything, it has got to be 
directed to preventing war while preserving freedom. 
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And that, of course, is precisely the aim of the mutual security pro- 
gram, not merely of the military portions, but of the economic and 
technical portions, too. 

We believe people will fight off attack when they feel they have 
something worth defending. And a society worth defending is one 
in which there is a sense of confidence in the future, a confidence that 
life can be and will be better. 

We look at our economic and technical aid as a sort of auxiliary 
launching mechanism by which an underdeveloped country can get 
up the momentum it needs to move confidently ahead on its own. 

Wars frequently start in small places, and we have all seen in the 
recent years how easily they mah start in many parts of Asia and 
Africa: So we had better make the Communists know they had better 
not try to pick a fight anywhere, and I think one of the best ways 
we can do this, not the only way but one of the best ways we can 
do this, is by strengthening the will and capacity of the free peoples 
to resist Communist aggression and subversion. 

So, with President Eisenhower, we feel that the mutual security 
program is the “saving shield of freedom.” It is the peacetime equi- 
valent of the vast military machine in which we served in distant lands 
in World War II. 

We ask that it be kept operating at full speed ahead so that never 
again need another generation of Americans fight in the far corners 
of the world. 

Thank you very much, Mr. Rice. 

(Mr. Rice’s prepared statement is as follows :) 


STATEMENT BY ANDREW FE. RICE OF THE AMERICAN VETERANS COMMITTEE (AVC) 


Mr. Chairman and members of the committee, my name is Andrew FE. Rice 
and I am a member of the national board of the American Veterans Committee 
*(AVC). As always, we greatly value this opportunity to express our views as 
American citizens before this committee. 


SUPPORT FOR MUTUAL SECURITY PROGRAM 


The American Veterans Committee supports the mutual security program. 
We support military assistance to friendly nations. Just as strongly, we sup- 
port economic and technical assistance. 

We men and women who were in service for 3 or 4 years during World 
War Il—and it is these men and women who make up the bulk of the member- 
ship of the American Veterans Committee—have a double interest in the mutual 
security program. 


INTEREST IN MUTUAL SECURITY PROGRAM 


Our first interest might be compared to that which Benjamin Franklin or 
Thomas Jefferson would feel if they were to return to earth today. So much in 
our American civilization—everything from our constitutiona] framework to 
our modern electrical gadgets—stems in some measure from these two great 
innovators that they would be fascinated observing how their early discoveries 
and craftsmanship had borne fruit in our 20th century way of life. 

In the same way—if not to the same degree—we servicemen served as the 
progenitors of a vast amount of the economic and social upheaval now occur- 
ring in Asia and Africa. Our jeeps covering distances in a day which camel 
caravans would traverse in a week; our bulldozers changing a landscape over- 
night; our cranes and derricks unloading vast stores which fed and clothed 
thousands of men in a manner to which an oriental potentate could scarcely 
aspire; our GI’s in their easygoing fashion accepting all these miracles as the 
natural state of man—in the Philippines, in India, in Iraq, in West Africa— 
everywhere that the war sent us, there we left our mark. It was not the 
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physical mark which mattered in the long run. Even if the jungles reclaimed 
the airfields and the floods washed away the roads, the vision of this amazing 
civilization could not be destroyed. Certainly unintentionally and almost 
casually, we Americans had brought millions of underprivileged peoples some- 
thing more lasting even than protection from totalitarian aggression—we had 
brought them nothing less than the American spirit of progress, the American 
faith in a better future. 

We veterans don’t want to take all the credit, of course, for the drive for a 
better way of life which animates the people of less developed lands today. 
In a very real sense, however, I think we provided them with a “window on the 
20th century.” And as Dr. Bennett, the first point 4 administrator put it, 
the sum and substance of our development and technical assistance programs 
today is helping to provide the door through which these people can actually 
move ahead into the 20th century. 


GOVERN MENT’S FOREIGN POLICY 


Our war experiences, however, gave uS more than a mere curious interest 
in what’s going on in the far-off lands where we were stationed in those war 
years. We learned then—and some of us learned it again in the Korean war— 
that war is still exactly what General Sherman called it. We veterans don’t 
want to fight again overseas and we don’t want our children to do so either. 
We're ready if we have to, but if our Government’s foreign policy is worth any- 
thing at all, it’s got to be directed to preventing war while preserving freedom. 
And that, we believe, is precisely the aim of the mutual security program, not 
merely of the military portions but just as much of the economic and technical 
parts. Put as succinctly as possible, we believe that people will fight off attack 
when they feel that they have something worth defending. And a society worth 
defending is one in which there is a sense of confidence in the future, a confidence 
that life can be and will be better. Our economic and technical aid is designed 
as a sort of auxiliary launching mechanism by which an underdeveloped country 
can get up the momentum it needs to move confidently ahead. 

Wars start in small places. If we Americans don’t want ourselves to be 
fighting in Asia and Africa, we’d better make sure that we do what we can 
so that Communists know that they’d better not try to pick a fight anywhere. 
I can think of no better way than by strengthening the will and capacity of 
free peoples to resist Communist aggression and subversion. 

With President Eisenhower, we agree that the mutual security program is 
the “saving shield of freedom.” It is the peacetime equivalent of the vast 
military machine in which we served in distant lands in World War II. Let’s 
keep it operating full speed ahead so that never again need another generation 
of Americans fight in the far corners of the world. 


The Cuarrman. We will next hear from Mr. Robert R. Nathan, 
national chairman of the Americans for Democratic Action. 





STATEMENT OF ROBERT R. NATHAN, NATIONAL CHAIRMAN, 
AMERICANS FOR DEMOCRATIC ACTION 


Mr. Natuan. Mr. Chairman and members of the committee, I am 
appearing today as national chairman of Americans for Democratic 
Action, and would like to submit my formal statement and briefly 
summarize it in the interest of time. 

First, however, I would like to say that in compliance with the 
Foreign Agents Registration Act, I wish to state that I am personally 

registered ‘under that act because of the economic services now per- 
formed for Burma and Israel by the firm of which I am president, 
namely, Robert R. Nathan Associates, Inc. 

Mr. Chairman, I appeared here before this committee just a year 
ago, and I am very happy to state that three of the proposals in the 
new foreign-aid bill which we have supported for many years have 
been proposed this year, and we strongly urge that the committee 
adopt these three proposals, namely : 
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AID ON A CONTINUING BASIS 


That the aid be arranged on a more sustained and more continuing 
basis than on a year-to-year basis, because in a sense, economic devel- 
opment does continue, and it is impossible to plan and program and 
function on an annual basis. 

We believe that congressional review is obviously important and 
essential, but if the entire program is subjected to a complete appraisal 
every year, and there is no provision for commitments beyond a year- 
to-year basis, we feel that the program will obviously be subject to 
serious limitations. 

LOANS ON EASIER TERMS 


Secondly, we are very pleased to note that the new program provides 
for loans on easier terms than those provided through the World Bank 
and Export-Import Bank, and I believe it is important for us to 
recognize there are many needs which can be financed, many projects, 
on a loan basis. But the criteria would have to be somewhat less 
stringent and less strict than those of the World Bank and the Export- 
Import Bank. 


SEPARATE TECHNICAL AND MILITARY PROGRAMS 


Thirdly, we are very pleased that technical and military programs 
are separate. I think the objectives and the definite sense of the 
term of one being defense and one for military preparedness, should 
be handled by the Defense Department; and the other, and it con- 
cerns economic development, I think appropriately belongs elsewhere. 

With respect to the program, we have three proposals to make on 
those proposals. 

CONTINUATION OF GRANTS 


I would say, first of all, that while we have recommended that an 
increasing amount be available on a loan basis, we feel that it is not 
yet the time to dispense with grants. There are many, many needs 
in many countries, for purposes such as schools, health, highways, 
sometimes harbors, flood control, which in a real sense of the word 
are not self-liquidating or self-supporting in a financial sense, and 
that grants ought to continue for some period of time, even though 
increased emphasis ought to be on loans. And we are glad to see the 
loan program. 

But I am a little bit fearful that there may be a tendency to do 
away with grants too completely and too speedily. ¢ 


DEVELOPMENT FUND IN UNITED NATIONS 


Second, we strongly urge that some of this development fund be 
made available through the United Nations. It seems to us that the 
American dollar will go farther in terms of making total capital, 
total resources, total investment funds available to the underdeveloped 
countries if part of what we make available is matched by other 
countries. Therefore, we would like to see, rather than the United 
States turn its back on SUNFED, as it has, we would like to see us 
now move forward and use part of this development fund which 
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President Eisenhower has proposed, and which we strongly support, 
to go through the United Nations and to have these funds in some 
degree matched on some appropriate criterion, some appropriate ra- 
tio, by other countries which are not in position to make capital 
available for the underdeveloped countries. 


LARGER PROGRAM 


And, third, and most important, I think, of all, is: We believe 
the program as proposed by the President is not big enough. I was 
rather interested in what was said by the previous ‘witness from the 
Farm Bureau, talking about a $13 billion or $14 billion program. 
I cannot conceive of the possibility of anywhere near this amount be- 
ing spent in 1 year. I do not think it could possibly be absorbed, and 
I think there is a question of long-term commitments, pipelines, and 
everything else involved. 

But we do believe that a program of the magnitude of $500 million 
for a development fund is wholly inadequate. We would feel that 
maybe in the next 5 to 10 years, a maximum of perhaps $3 billion a 
year might be borrowed and invested by underdeveloped countries for 
their development purposes. I think that the United States can 
certainly afford it. 


MAKE CAPITAL AVAILABLE 


I noticed one witness before this committee talked about the coun- 
try going bankrupt. I cannot conceive of that having any meaning- 
fulness at all. I believe we are healthier in an economic : sense, more 
powerful and more prductive, than ever before; and I believe we 

‘an afford to make capital available, and in a large measure. 

And on that score, Mr. Chairman, I would just say one word. I 
think it is appropirate that we here in the United States ought to 
remember that our economic development was in some measure great- 
ly accelerated by a tremendous type of point 4 program and invest- 
ment program from abroad. The immigrants who came to this 
country brought talents, education, and experience, and ability, which 
helped build this mighty Nation. 

And that is not going on in the world today ; and these countries, not 
taking in immigrant people who have had experience and training, 
have no way of developing their talents and abilities, and they need a 
point 4 program. 

We also had a vast capital flow from abroad brought by immi- 
grants, and that helped us in some measure in the earlier days; and 
today, with our tremendous capacity, I think we can afford to make 
capital available to these other countries. 

I think it will have to be done in a period of time, but I think it 
will help them and us. 


MALARIA ERADICATION 


Just one final word: I think the conception of malaria eradication 
as proposed by the administration is truthfully a wonderful thought 
and objective, and I just hope we would try to apply this very dra- 
matic conception to overcome poverty as well. And I believe by 
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an enlarged lending ae en for capital purposes and by an en- 
larged point 4 program, I believe we can do away with poverty. 

It will not do it immediately. It will take perhaps a generation 
or two. And then I think the prospects for peace will be much en- 
hanced; so that an enlarged program will, in a large measure, be 
something to benefit the United States as well as the entire world. 

Thank you. 

The Cuarrman. Thank you very much, Mr. Nathan. 

Mr. Narnan. Right. 

(Mr. Nathan’s prepared statement is as follows :) 


STATEMENT OF Rospert R. NATHAN OF AMERICANS FOR DEMOCRATIC ACTION 


Mr. Chairman and members of the committee, my name is Robert R. Nathan. 
I am appearing today on behalf of Americans for Democratic Action, as its 
national chairman. Our organization appreciates the opportunity to testify 
before this committee in support of the Mutual Security Act of 1957. 

In compliance with the Foreign Agents Registration Act, I wish to state that I 
am personally registered under that act because of the economic services now 
performed for Burma and Israel by the firm of which I am president, namely 
Robert R. Nathan Associates, Inc. 


THREE NEW DEPARTURES 


Mr. Chairman, I testified on this same subject before your committee on May 18 
last year. Three new departures incorporated in the program now before you 
were strongly urged in that testimony. 

First, I emphasized that economic development is a continuing and long-term 
process, and that we must be in position to make commitments beyond a year-to- 
year basis. It is gratifying to see that this principle is incorporated in the 
proposal of a new economic development fund which President Kisenhower has 
made. 

Second, I urged the provision of development loans on easier terms than those 
now available from the World Bank and the Export-Import Bank. I am there- 
fore pleased to note the administration’s recommendation that the loans from 
this new fund may be repaid in local currencies. 

Third, I said last year that our assistance program suffered from the fact 
that military and economic assistance were combined under one heading, and 
that these two types of aid should be entirely separated. It is encouraging to 
see that the administration proposes to make this division. 

Let me briefly develop my reasons for supporting these three new departures. 


REASONS FOR SUPPORTING NEW DEPARTURES 


First and most important to me is the recognition that economic development 
is a long-term process. The job which faces us today is quite different from 
the task of reconstruction in Europe, so magnificently accomplished within a 
limited period of time under the Marshall plan. Our task in the underdeveloped 
countries is not just to help restore 20th century economies ravaged by war. 
Rather, it is to help bring such economies into existence, beginning with the 
truly initial stages. In some places, we must help peoples to leap a gap of 
centuries. 

You have already received exhaustive analyses of the problems of these coun- 
tries. The situation varies from one to another. In some of the most backward, 
a static, almost feudalistic system prevails. In others the initial steps to clear 
the way for progress are being taken. In others—of which India is a good 
example—the process of economic development is in full swing. Still others 
are emerging into the final stage of self-generating growth, in which their own 
capital resources and private investments from abroad are or soon will be adequate 
to insure substantially higher living standards. Mexico is a good example of a 
country which has recently entered this stage. 


NEED FOR TECHNICAL ASSISTANCE 


The undeveloped countries and those in the very early stages of development 
can use only limited material assistance. What they need primarily is technical 
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assistance. In those countries where measurable progress is being made, there 
is need for large-scale capital imports from abroad. These capital imports 
can taper off as a country moves into the period of self-sustained growth. 

Critics of foreign aid neither understand the function of the program nor do 
justice to the attitudes of the countries aided. The citizens of these countries 
know very well that they must do the biggest part of the job themselves. They 
aren’t asking—nor do they want—anyone else to do the job for them. What they 
need is the sort of “know-how” and capital that came into our own country in 
its period of rapid development and which helped accelerate our progress. 

We can and should give them the sort of assistance—ranging from know-how 
all the way through Government loans and grants to the encouragement of 
private American investment—which will help them to help themselves. Let us 
not forget that the talents and skills and experience of immigrants to America 
plus a substantial capital inflow helped us to help ourselves. Up to World 
War II over $7 billion of foreign funds had been invested in the United States 
and by 1945 the total was nearly $18 billion. And this is exclusive of the material 
resources brought in by the immigrants themselves. These reflections on our 
own history may help us to put the problems of other countries into perspective. 


PROCESS OF ECONOMIC GROWTH 


Let me emphasize two points about the process of economic growth. First, 
it is continuous—one stage merges gradually into the next. Second, it takes 
time. Rome wasn’t built in a day, but in centuries. It took us from about 
1790 to 1860 to go from the initial stage to the point where we could generate 
considerable capital for our own development. We should not be surprised if it 
takes countries who are making the same journey in this century at least a 
generation. 

We ourselves are learning about the processes of foreign economic develop- 
ment as we go along. At one time, we tended to think that the transmission of 
our know-how was enough. It is, indeed, of great importance. But, as has 
been often and aptly said, giving technical assistance alone is like setting a 
table but putting nothing to eat on it. 

Let us carry this analogy a little further. Suppose we start cooking the food 
for an adequate repast. But then, suppose we take it out of the oven every few 
minutes, and reexamine it in detail before putting it back—or even decide to 
throw portions of it in the garbage pail. This would be bound to try the pa- 
tience—and the tempers—of the diners, and I doubt whether the meal, when 
and if it was finally served, would be a very tasty one. 

Yet this is just what we have been doing with our overseas aid program. 
E\very year it has been dragged out of the oven—or should I say from the frying 
pan into the fire—for a fresh and thoroughgoing congressional examination. 
Every year there has been talk of throwing it into the garbage can. We haven’t 
seemed to be able to make up our minds on fundamental policies, let alone 
procedures and criteria and magnitudes. 

Of course, there should be congressional review. But—to vary my meta- 
phore—it isn’t necessary, in order to judge the ripeness of the fruit, to pull out 
the plant by the roots. 

Actually, we are dealing not with food or even with plants, but with sensitive 
human beings—sensitive in many cases because they have only recently emerged 
into independence from a state of colonial dependence. We Americans sometimes 
complain that our acts of generosity are inadequately appreciated. Perhaps we 
should ask ourselves whether part of the reason may not be that generous acts 
are meanly and grudgingly carried out—and treated each year as if they were 
subiect to all sorts of second thoughts. 

Needless to say, we in ADA wholeheartedly support the administration’s pro- 
posal to put aid on a longer-range basis. 


PROPOSAL TO MAKE LOANS REPAYABLE IN LOCAL CURRENCIES 


Secondly, we welcome the proposal to make loans repayable in local currencies. 
There are circumstances, and there are projects, which justify reasonable ex- 
pectation of repayment in the currency that is borrowed. This is the field in 
which the World Bank and the Export-Import Bank have been functioning suc- 
cessfully. But for most underdeveloped countries foreign exchange generally 
and hard currencies particularly are difficult to earn in adequate amounts to pay 
for essential imports, let alone sizeable capital goods. This fact constitutes a 
key bottleneck in their economic growth. If we insist in such cases upon repay- 
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ment in dollars, we are in effect limiting our aid to projects that result fairly 
promptly in dollar earnings. These may not be the most essential projects to 
assure growth along democratic lines. 

Some of the congressional comment on the proposed development loan fund 
indicates a wish to have our cake and to eat it, too; to go through the motions of 
putting economic aid on a, long-term basis but to hedge the authorization in such 
fashion that. no real change will have been made. I have already made clear 
my conviction that congressional review will be essential. But the fund will be 
a failure if review means that capital uncommitted in 1958 may not be available 
for commitment in 1959, or that the fund’s authority to borrow from the Treasury 
in 1959 and 1960 may be revoked, or that drastic changes may be made in the 
rules governing project eligibility. To succeed, the fund must have the stability 
of the Export-Import Bank, the World Bank, or any other well-run lending 


establishment. 
DEFENSE SUPPORT 


As I have noted, it is certainly timely to clear away the confusion between the 
miiltary and the economic aspects of our aid program. One of the chief sources 
of such confusion has been in the “gray” area of aid labeled “defense support.’ 
This aid—not miiltary hardware but foodstuffs, consumer goods, etc.—has gone 
to countries with whom we have military alliances. Such aid has been designed 
largely to enable these countries to maintain armed forces on a scale which 
would otherwise have been impossible without inflation and severe damage to 
their economies. Some portion of “defense support,” however, has been economic 
aid, in the sense that it has contributed to economic development. 

We are pleased that, in the future, “defense support” will mean precisely what 
it says—that portion of aid which merely underwrites the recipient country’s 
Military Establishment—and will be part of the Defense Department’s budget. 
The same countries will also be receiving aid which will help them move forward 
(rather than merely saving them from slipping backward), and this will be 
properly labeled as economic aid. 

We think this will greatly help understanding of our aid program, both at home 
and abroad. At home, Americans will be able for the first time to know the 
actual cost of real economic aid—and to see what a small portion of our total 
budget, and what an even smaller proportion of our national income, it is. 
Abroad, it will be easier to see how real economic aid is shared among the various 
recipient nations, and to make an honest assessment of the fairness of the 
distribution. 

Now, having tossed a few bouquets at the administration, let me express a grave 
doubt, make what I hope is a constructive and feasible proposal for the 
improvement of the program, and repeat our many previous warnings that the 
size of the proposed program is still inadequate to do the job which we can do— 
and which must be done. 





FROGRAM OF GRANT AID 


My grave doubt is about the place in the new program of grant aid. Its only 
possible source is the proposed $300 million fund for emergency assistance. And 
so many possible uses for this fund are suggested that I doubt whether much will 
be left for grant aid for economic purposes. 

I have often said that, as our economic aid program moves along, the pro- 
portion given in the form of grants should steadily diminish, and the role of 
loans and later of private investment should grow. But I do not think that 
at present we can dispense entirely or even largely with grants as part of our 
range of devices for helping economic development go forward. 

There are some parts of the basic structure of a 20th century economy which 
in the short run will not be self-liquidating, even in local currencies. Schools, 
hospitals, highways, flood control, and harbors are obvious examples. There 
are, and there will be, situations where grants are the most effective form of 
aid, and indeed are necessary to pave the way for sound loans and for private 
investment. I hope that the new program does not mean a dogmatic rejection of 
the grant as a form of aid. 

Now, let me move forward to a constructive suggestion—one which I hope will 
appeal even to so fervid—if retiring—a guardian of the public pursestrings as 
our Secretary of the Treasury. It is a device for mobilizing more total economic 
aid per dollar of American outlay. 
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ECONOMIC AID THROUGH UNITED NATIONS 


It is simply this. Let us, here and now, offer to put as much of the new 
economic development fund into a special fund under.U. N. auspices as other 
member countries, in proportion to some reasonable measure of their abilities, 
will match. This, for the first time, will put the U. N. seriously into the economic 
development picture. It will at the same time get us off the hook on which we 
have been impaled by our sullen resistance to the Special U. N. Fund for Economic 
Development (SUNFED). 

To do so would simply be to follow the precedent already set by our par- 
ticipation in the U. N. technical assistance program. I have not noticed any 
congressional resentment because other countriés’ are contributing to this pro- 
gram. Far from it. In fact, Congress is actually insisting that other countries 
contribute increasing proportions. We support, of course, the administration’s 
request that the 33 percent limit on United States contributions be rescinded— 
although we favor no fixed limit, rather than the 45 percent the administration 
proposes. 

It may be that other countries are not doing as much as they should to support 
the U. N. technical assistance program, although some are doing more propor- 
tionately than the United States. But would it not be far better to challenge 
them to join in a new field—economic aid through the United Nations? Some 
doubtless would evade the challenge. But others would accept it, to the measure 
of their abilities, and there would then be a greater total effort toward economic 
development. 

Mr. Chairman, we do not advocate that all economic aid be given through 
the U. N., any more than we advocate that all technical assistance be so given. 
But we believe that it is a moderate and reasonable proposal that a proportion— 
and a steadily growing proportion—of United States aid be given through 
the U. N. 

LARGER SUM FOR ECONOMIC AID 


Mr. Chairman, we believe that a considerably larger total sum should be 
allotted to all varieties of economic aid than the administration has proposed. 
Last year I said that no one quite knows how much foreign capital can now 
be used effectively by the less developed countries, but certainly the amount 
will not exceed $3 billion a year, a sum which (even if we did the entire job our- 
selves, rather than enlisting the help of other industrialized nations) is well with- 
in the capacity of our $425 billion a year economy. Indeed, this amount is only a 
fifth of the annual potential increase in our total output under full employment. 


PRIVATE INVESTMENT 


Yes, we can well afford to provide all the aid that can be effectively used— 
but, for the present, it must come largely from Government sources. I would 
very much like to see private investment do more of the job. But, except in 
such fields as mining and petroleum, the American investor does not venture 
much abroad. In 1955, for example, direct investment abroad totaled a little 
more than $1.5 billion. But if you take out of that total the amount that went 
into these extractive industries, or was invested in our Western Hemisphere 
neighbors, you are left with less than $400 million—and part of this represents 
reinvestment rather than investment of new funds. More Government aid 
will be required for years to come before the flow of private capital can meet 
the need. 

PROPOSAL TO ERADICATE MALARIA 


In one special—but importaat—field, the administration this year has come 
forward with a proposal of a scope and boldness worthy of the best American 
traditions. It is asking you for the amount of money—the full amount of 
money—needed to eradicate the disease of malaria within the coming decade 
from every accessible part of the world. It has presented cogent arguments 
why this makes better sense than limping along with a program which merely 
limits the incidence of the disease. And it is speaking with a real sense of 
urgency—warning that an opportunity to do the job is now at hand which, not 
grasped, may never recur again. 


AID TO NEWLY DEVELOPING COUNTRIES 


Mr. Chairman, we need this same boldness and this same sense of urgency in 
tackling the job of economic development—or, in plain language, wiping out 
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the scourge of needless poverty which afflicts an even greater portion of the 
world’s population. Here, also, time is running against us, not with us. 

I am sure that none of us who saw and heard Mr. Khrushchev on Sunday can 
be under any illusions about what he expects from the decades immediately 
ahead of us. With complete confidence—indeed, with sublime arrogance—he 
anticipates the worldwide triumph of communism (or, as he characteristieally 
mislabels it, socialism). His is a challenge which we must meet now—not at 
some indefinite time in the future. 

Even more important, this is a period in which the attitudes and institutions 
of the hundreds of millions of people who have recently won independence, or 
will soon win it, are in the process of being shaped. They are still fluid, still 
capable of taking either a democratic or a totalitarian form. So also are their 
developing relations with the American people. In these years we can share 
in the making of history. A decade or two later, these institutions, these atti- 
tudes, these relations will have taken permanent form, and we may have to 
accept, willy-nilly, the history that others have shaped for us, 

I can assure you from personal experience and observation that in one way 
or another the nations of Asia, Africa, and Latin America are going to mod- 
ernize their societies and their economies. Giving aid of all sorts to these newly 
developing countries so they may lift themselves up by their economic boot- 
straps is the one great golden glowing opportunity for the United States to 
share in this exciting adventure. History may show that the titanic struggle 
between democracy and communism was largely won in these fermenting areas. 
The least we in America today can do is to help these peoples as fully as possible 
to realize their aspirations. 

The CHatrMAN. We will now hear from Mr. Andrew J. Biemiller, 
director of the American Federation of Labor and Congress of In- 


dustrial Organizations, department of legislation. 


STATEMENT OF ANDREW J. BIEMILLER, DIRECTOR, AMERICAN 
FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANI- 
ZATIONS, DEPARTMENT OF LEGISLATION 


Mr. Bremitter. Mr. Chairman and members of the committee, 
I appreciate this opportunity to appear before your committee to pre- 
sent the recommendations of the American Federation of Labor and 
Congress of Industrial Organizations with respect to S. 2130, the 
proposed Mutual Security Act of 1957. 

The AFL and CIO were among the first and stanchest supporters 
of the Marshall plan. That. program has played a major role in re- 
storing economic prosperity to Western Europe, thereby strengthen- 
ing an important bastion in the struggle of the free world with totali- 
tarian communism. 

In the point 4 program, the United States recognized a new chal- 
lenge and a new responsibility in the development of an effective pro- 
gram of economic and technical assistance to the underdeveloped coun- 
tries of the world. 

Economic advancement of the underdeveloped countries is a goal 
attuned to the aspiring hopes of hundreds of millions of people who 
see for the first time the possibility of a better life for themselves 
and their children. It is an objective which will also strengthen our 
fundamental foreign policy goals. 

Sound economic growth in the underdeveloped countries can help 
to strengthen freedom and democracy and weaken the forces of Soviet 
and other forms of totalitarianism. 

The resolution on foreign policy adopted by the AFL-CIO merger 
convention in December 1955 emphasized the need for integration 
of our foreign political and economic policies. I am attaching to my 
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statement an excerpt from this resolution which I respectfully request 
be incorporated in the record of this hearing. 


ROLE OF UNITED STATES IN ASSISTING UNDERDEVELOPED COUNTRIES 


The role of the United States in assisting the economic development 
of the underdeveloped countries is a limited one. All we can do is to 
help the people of those countries to help themselves. 

Yet our efforts, restricted though they may be, can help to stop 
the continued widening of the gap ‘between the underdeveloped coun- 
tries and the industrially advanced nations. Indeed, our assistance 
could well spell the difference between hope and hopelessness for the 
people of the underdeveloped countries. 

Your committee has had the benefit of a considerable number of 
studies and reports of individuals and groups who have analyzed 
foreign-aid requirements. The broad scope of agreement on many 
aspects of this issue is noteworthy. 

Diastarulatis significant has been the virtually unanimous opinion 
that our foreign-aid program serves to advance both our own national 
interest and the objectives of the entire free world and, therefore, must 
be continued. 


REQUIREMENTS FOR EFFECTIVE FOREIGN AID PROGRAM 


Let me state briefly the views of the AFL-CIO regarding the essen- 
tial requirements for an effective foreign-aid program. 

1. We need a long-term program: W hile the pace of development 
will vary from country to country, in most of the underdeveloped 
countries in the world, economic growth is a long-term objective re- 
quiring a long-term program. We therefore endorse the proposal in 
S. 2130 for author ization of a continuing development loan fund to 
assist the economic development of the underdeveloped countries. 

We also strongly support the authorization of capital for a 3-year 
period although, as I shall indicate, we believe that the amount of 
funds authorized is inadequate. 

2. Military and economic assistance programs should be separated : 
There has been v irtually no dissent from the proposal for separating 
so-called “defense support” as well as military assistance from the 
economic aid program. The AFL-CIO does not question the con- 
tinued need for both military assistance and defense support pro- 
grams. 

The size of these programs and the types of aid they should provide 
are essentially military questions which should be decided on the 
basis of military considerations. We insist that neither the size of 
military programs nor the length of time they must continue should 
detract in any way from recognition of the need for economic aid 
to yy underdeveloped areas. 

Aid for economic development should take several forms, includ- 
bie grants, loans, technical assistance and utilization of farm sur- 
pluses: We take issue particularly with the exclusion in S. 2130 of 
grants as an appropriate type of assistance to underdeveloped coun- 
tries. Grants are still needed in limited amounts to provide the spark 
for economic development in the first stages of economic growth. 
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4. The fruits of the economic development program should be 
widely shared by the people of the underdeveloped countries. Mini- 
mum labor standards should be required on all projects undertaken 
with economic assistance funds. In addition, following the principle 
of the Benton-Moody and Thye amendments to past. Mutual Security 
Acts, continued encouragement should be given to the development 
of strong democratic institutions, such as cooperatives and trade 
unions, in the underdeveloped countries as a fundamental part of 
the economic expansion program. 

5. Increased emphasis should be directed toward the possibilities 
for channeling economic aid through international agencies. This 
makes sense for the United States, because it has the obvious advan- 
tage of spreading the burden of economic aid to other countries to 
the extent of their capabilities. The success of the United Nations 
specialized agencies points to expansion of multilateral efforts. 

We would particularly urge sympathetic consideration of the pro- 
posal for the Special United Nations Fund for Economic Develop- 
ment, SUNFED, which would be established to make grants and 
loans to underdeveloped countries where funds from other sources 
are not available. 

6. Sufficient funds should be made available to assure an effective 
program: S. 2130 authorizes an appropriation for the proposed de- 
velopment loan fund of $500 million for fiscal 1958, and authoriza- 
tion to borrow $750 million in each of the next 2 fiscal years. 

We believe that a larger authorization is fully justified and would 
help to assure a more effective program to aid economic growth in 
the underdeveloped countries. 

Let me emphasize that we are fully aware that the amount of 
foreign capital these countries can productively absorb is decidedly 
limited, but the full amount that can be effectively utilized should 
be available. 

Our domestic economy could easily sustain an authorization con- 
siderably larger than the amount authorized in S. 2130 for assistance 
to the underdeveloped areas. Provision of such additional funds 
would greatly enhance the effectiveness of the program. 

In the current (May 1957) issue of Labor’s Economic Review we 
have set forth a more detailed analysis of the requirements for a 
foreign-aid program. I respectfully request that this document, which 
is attached to my statement, be made a part of the record of this 
hearing. 

LONG-TERM FOREIGN-AID PROGRAM 


In conclusion, I wish to reemphasize the strong conviction of or- 
ganized labor that a long-term, continuing, effective foreign-aid pro- 
gram must be a fundamental and essential part of our overall foreign 
policy. The AFL-CIO looks to your committee to recommend enact- 
ment of a program which will bring new hope for progress to the 
people of the underdeveloped countries and new strength to the free 
world in the continuing struggle against Soviet imperialism. 

(The documents submitted by Mr. Biemiller are as follows:) 


Excerpts From AFL-CIO RESOLUTION ON FoREIGN Policy ADOPTED DECEMBER 
1955 By THE First CONSTITUTIONAL CONVENTION OF THE AMERICAN FEDERATION 
OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Effective foreign policy cannot be improvised and piecemeal. It must have a 
clear and definite orientation and be consistent, sustained, and vigorous in its 
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application. Its motivating and paramount aims must be the mobilization of 
all our moral and material resources for developing a system of international 
relationships to maintain peace, protect freedom and national security, and 
enable a growing population to enjoy a rising standard of living. 

Integration of our foreign political and economic policies is essential, if the 
great technical resources and mighty industrial potential of the United States 
are to be geared to increasing the productivity, raising the purchasing power, 
and improving the living standards especially of those economically under- 
developed countries which are devoted to human liberty and peace. 

Undeveloped and underdeveloped continents and regions, where many hun- 
dreds of millions nurse their grievances and their hopes, constitute a fertile 
field for Communist operations. In dealing with rudimentary human problems 
the world over, we must be concerned primarily with two immediate needs— 
the need for food, health, and irrigation in the underdeveloped countries, and 
the burning desire for independence and equality. By ministering to such 
fundamental needs we will be on firmer ground as we seek to win new adherents 
to the free world. 

We know that communism is a false solution; we believe that democracy is 
the true solution. Communism is weakened when democracy is strengthened. 
The representatives of democracy must go out into the underdeveloped regions 
with specific plans, programs, and projects to help raise living standards, for 
helping to end all colonialism, for winning these peoples as equal members of 
the free-world community. Thus we will make it possible for them to have a 
stake in the defense of a civilization worth defending. 

Our country has done some of this. UNRRA was a beginning. American 
labor supported the Marshall plan because it was conceived and largely admin- 
istered in this spirit. Point 4 was an imaginative gesture in the same direction 
but tragically all too little. Toward the same end, the Special United Nations 
Fund for Economic Development (SUNFED) provides real possibilities for 
developing and expanding worthy projects for the fundamental improvement 
of the economic conditions of the needy peoples. Our responsibilities include, 
but are not limited to, a firm and effective military defense of established posi- 
tions against Communist subversion and aggression. Positive measures for so- 
cial and economic betterment are an indispensable part of the program for the 
defense and victory of the free world. 


[Labor’s Economic Review] 
FROM AFL—CIO RESOLUTION ON FOREIGN POLICY 


“Integration of our foreign political and economic policies is essential, if the 
great technical resources and mighty industrial potential of the United States 
are to be geared to increasing the productivity, raising the purchasing power, 
and improving the living standards especially of those economically underde- 
veloped countries which are devoted to human liberty and peace.” 


CHALLENGE TO AMERICANS : AID TO UNDERDEVELOPED COUNTRIES 


Two-thirds of the people of the world—nearly 2 billion men, women, and 
children—live in the underdeveloped countries of Asia, Africa, and Latin 
America. Most of them have known poverty all of their lives, but today new 
aspirations for economic growth have awakened their hopes for a better way of 
life. 

There are many differences among the people in the underdeveloped countries 
and in the countries themselves. They share in common only their poverty. 
And increasingly they share also the aspiration for a better life. 

Indeed, this awakening ambition for self-improvement is at once both the hope 
and the challenge of all mankind. It is the wonder of our age that hundreds 
of millions of people in every part of the globe are no longer resigned to the 
perpetual poverty that they and their ancestors have always known. 

But this very desire for economic development and political recognition 
has created an explosive situation. We must recognize that even though the 
United States may be the most powerful nation on the face of the globe, 
it is not at all impossible that the torch which has been lighted in the under- 
developed areas can blow up in our faces. In fact, the outcome of what may 
be the most important social and economic revolution in the history of man may 
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depend in large measure on what we do and, perhaps even more important, what 
we might fail to do. 

This does not mean that the economic development of the underdeveloped 
countries is a task which America can accomplish. It is not. Economic growth 
in these areas is, whether we like it or not, a goal which must be won primarily 
by the people living in those countries. All we can do is to help them to help 
themselves. What we can effectively do to aid economic growth in the under- 
developed areas is quite limited. Yet, for the people in these countries seeking 
to pull themselves up by their own bootstraps, our assistance could spell the 
difference between hope and hopelessness. 


LIVING CONDITIONS IN THE UNDERDEVELOPED AREAS 


Countries are considered to be economically advanced if output (gross national 
product) per person is $750 or more. In this category are the United States, 
Canada, most of Western Europe, Australia, and New Zealand. In 1955, output 
per person in the United States was $2,343, highest in the world. Countries 
like the Soviet Union and a few countries in central and eastern Europe are 
in an intermediate stage of economic development with per capita output between 
$300 and $750. 

Whether judged by numbers of inhabitants or by the land area which they 
occupy, most of the world is economically underdeveloped. If output per person 
of $250 per year or less may be taken as a rough indicator of economic under- 
development, then we find that all of the countries in Asia, Africa, and the Near 
East, and most of Latin America are economically underdeveloped. In fact, more 
than 70 percent of the nearly 2.7 billion persons in the world’s population live in 
countries which have still to emerge from essentially primitive economies. As 
the chart indicates, the underdeveloped countries account for a tiny fraction of 
the world’s income. 

One common element in the economic life of the underdeveloped areas is the 
lack of productive industry and the large proportion of the population tied to 
the land alone, depending on subsistence agriculture as their sole source of 
income. 

Not all underdeveloped countries are overpopulated, but many of them are. 
The problem is particularly acute where there is a large rural population with 
a relative scarcity of fertile land and other natural resources. In such areas, 
there is a particularly urgent need to make the best possible use of the land 
and especially to develop industry, trade, and other nonagricultural sources of 
employment. 

In general then, an underdeveloped country is one in which the annual output 
per person is below $250. It is generally overpopulated, at least in relation to 
the productivity of its economy. The country lacks extensive educational, health, 
and sanitation facilities; technology is antiquated and inefficient; most of the 
population is engaged in subsistence agriculture; and the economy has shown 
little capacity to grow unaided. 

Cold figures do not begin to describe the abysmally low level of living of the 
great mass of people in the underdeveloped areas. Here are a few facts on how 
two-thirds of the human race eke out their existence: 

Food.—In most of Asia and Africa, there is a “hungry season” before every 
harvest, and most people know hunger during part of their lives. The average 
diet is only 2,000 calories, at least one-third less than in developed countries. 
There is no variety in foods. Meals consist principally of 1 or 2 staple items. 

Health.—Life expectancy in underdeveloped countries is only about 30 years. 
Diseases like malaria, dysentery, hookworm, and trachoma are widespread. The 
Belgian Royal Colonial Institute reported in 1954 that in the tribal areas of the 
Belgian Congo nearly everyone suffers from parasitic worms of the blood and the 
intestines, malaria, and yaws and the incidence of both gonorrhea and syphilis is 
very high. Yet in the Belgian Congo, as in all underdeveloped areas, doctors are 
few, and, for most people, no hospitals are available. 

Education.—More than three-fourths of the people in the underdeveloped coun- 
tries cannot read or write. Schools are scarce, and higher education is only for 
the wealthiest families. 

The result is a vicious circle of low food supply, poor health, and illiteracy. 
Poor people cannot afford the fertilizer, irrigation or tools to grow more food. 
Malnutrition makes them more susceptible to debilitating diseases. Sickness and 
lack of food sap their energies while lack of educational facilities prevents 
them from learning the new skills and technology needed for economic growth 
and higher income. 
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THE PATH TO ECONOMIC GROWTH 


These are the conditions which are typical in the underdeveloped areas. How 
can the people in these areas launch themselves on the path of economic growth? 
Their task is a most difficult one indeed. They cannot achieve economic growth 
unless they can somehow expand the productive capacities of their now primitive 
economies. 

To do this, they must do two things. They must, either through their own 
efforts or with assistance from the outside or through some combination of the 
two, add to the capital stock of their society. This new capital takes the form 
of roads, bridges, powerplants, communication facilities, irrigation, fertilizers, 
machinery, factories—anything that will increase the total amount of goods 
and services their economies can produce. Assistance for the expansion of capi- 
tal stock in the underdeveloped areas is called “aid for economic development” 
or more briefly, “economic aid.” 

In addition, they must develop the skills, the know-how, the experience and, 
of particular importance, freedom from energy-sapping diseases, which will 
permit them to efficiently utilize the new capital stock. This calls for educa- 
tional, training, health, and community development programs. Programs aimed 
at enhancing the skills or know-how in underdeveloped areas are known as 
“technical assistance.” 

The economic aid program has as its goal the most effective utilization of 
physical resources. Technical assistance seeks to achieve the maximum utiliza- 
tion of human resources. 


FOREIGN AID IN THE POSTWAR PERIOD 


The first phase of our economic aid program after World War II was directed 
toward assisting in reviving and modernizing the economies of the nations of 
Western Europe. The Marshall plan program of economic aid to Europe was 
launched in 1948 with overwhelming bipartisan support as an effort to help the 
people of Western Europe to reconstruct their war-ravished societies. The 
AFL and CIO were among the first and stanchest supporters of the Marshall 
plan. 

This program has been successful. In a relatively few years economic pros- 
perity has been restored to the free nations of Europe, and these nations are 
now standing economically on their own feet. While we are still giving some 
military aid to these countries, they no longer want nor are receiving an appre- 
ciable amount of economic aid. Yet people mistakenly think that we are still 
giving a large amount of economic assistance to Europe. 

Economic aid to the advanced countries of Western Europe has virtually 
ceased. But economic aid to the underdeveloped countries has hardly begun. 
Unlike the postwar economic recovery of Europe, which could be achieved in 
a relatively few years, economic development of the underdeveloped countries is 
a long-term objective requiring a long-term program. 

Nearly all of our foreign aid today is being used either for outright military 
assistance programs or for programs closely related to military objectives. In 
fact, only 10 percent is allocated for economic aid in underdeveloped countries 
with nearly 1 billion population. 

Last year, Congress appropriated a total of $3.8 billion for all foreign-aid 
programs. Over $2 billion of this amount, 54 percent, went for “military assist- 
ance.” It involved sending military supplies to the countries with which we 
have military agreements. 

Another $1.2 billion was used in “defense support” to furnish nonmilitary goods 
and services to military allies. This undoubtedly aids their economies but 
the primary purpose is to permit them to finance larger military establishments 
than their economies could otherwise sustain. About $200 million was used 
for emergency relief contributions to international agencies and for admin- 
istrative costs. 

This left only $385 million or 10 percent of total foreign-aid funds, of which 
$250 million was for economic development in all of the countries with which 
the United States does not have military agreements and $135 million was for 
technical assistance to all countries including military allies. 

The distribution of our nonmilitary assistance has generally followed United 
States military commitments. Roughly two-thirds of United States nonmilitary 
aid goes to six countries: Korea, Taiwan (Formosa), Vietnam, Turkey, Pakistan, 
and Iran, with a combined population of 170 million. The remaining one-third 
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is spread over other underdeveloped countries of the free world with a population 
of 900 million. 


WHAT AMERICA CAN DO 


The AFL-CIO does not question the continued need for both military assistance 
and defense support programs. There can be no question of military assistance 
versus aid for economic development. As long as the Soviet threat to world 
peace continues, this country will continue to maintain a large-scale military 
assistance program. The size of this program and the types of military aid it 
should provide are essentially military questions. These are matters which 
must be decided by military experts on the basis of military considerations. 

Neither the size of the military aid program nor the length of time it must 
continue should be permitted to have any bearing whatsoever on the recognition 
of the need for an adequate program of aid for the economic growth of the 
underdeveloped areas. Indeed, even if the threat of Soviet aggression were some- 
how to be dispelled, it would not diminish by an iota the need for an effective 
program of economic assistance to the underdeveloped areas. 


WHAT ECONOMIC AID CAN ACCOMPLISH 


Let us see why we need an effective program of aid for economic development 
of the underdeveloped countries, and what such a program can accomplish. 

No two underdeveloped areas are alike. The people in these areas are of 
many different cultures and races. Natural resources in these areas vary widely 
too. Therefore a determination of exactly what measures and what types of 
assistance will most effectively enhance economic development would require 
a detailed study of each country. Nevertheless, experts agree that certain 
generalizations can be made regarding the stages of economic growth of under- 
developed areas. 

There seem to be three periods in the cycle of economic expansion: First, a 
period during which the groundwork is laid for future economic progress. Dur- 
ing this period, foreign aid can be used to help break the chains of a primitive 
economy by the introduction of local community development primarily at the 
village level, improved civil service, educational and health programs, agri- 
cultural research, and development of transportation and communication facili- 
ties. 

Second, a stage described as the “takeoff” in which the rocky road is traversed 
from a primitive stagnating economy to a position where sustained economic 
growth becomes achievable. During this most critical stage of economic devel- 
opment, foreign aid can spell the difference between success and failure by help- 
ing to eliminate bottlenecks blocking economic expansion. 

Finally, a longer stage of regular, if not always steady, growth follows in 
which the margin for investment of the country’s own resources, as well as 
the possibilities for investment by both domestic and foreign private investors 
expand. With increasing reliance on the country’s own resources for its further 
development, the need for foreign aid can taper off. 

The specific way in which our foreign aid can help the economic growth of 
the underdeveloped areas can best be seen by describing some projects which 
have already been undertaken. Here are a few: 

The economy of Nepal* has been severely handicapped by a lack of transporta- 
tion facilities and the high incidence of malaria which has confined the bulk of 
the population to a small malaria-free area. The United States-aided Rapti Val- 
ley project involving construction of a 50-mile access road, a malaria-control 
program, and land and soil surveys will provide approximately 34,500 acres of 
land for cultivation and settlement of landless families and will contribute 
substantially toward overcoming the food deficit in Nepal. 

The United States is assisting in the development of an Asian Nuclear Research 
and Training Center located in the Philippines. When completed, it will be 
a major regional facility for research, training, and development of practical 
application of atomic energy to the problems of the whole area of free Asia. It 
represents a pioneering effort to achieve close cooperation of a large group 
of countries of diversified interests and cultures. 





1 Nepal is a kingdom situated between Tibet, which is dominated by Communist China, 
and India. Although vigorously wooed by Red China, Nepal has been under strong Indian 
influence. 
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In Iran, where 80 percent of the people can neither read nor write, an almost 
insignificant amount of American assistance has made possible a very significant 
educational achievement. Children of nomadic ‘tribes now attend 73 tribal 
schools which are set up in tents and go with the tribes as they migrate. In one 
of these tribal schools, after only 7 months, all children passed first grade exam- 
inations and some even passed the third grade. The total United States contri- 
bution was $21,000 while the tribes themselves contributed the equivalent of 
$45,000 in salaries, transportation, waterbags, and food. 

United States assistance, through a labor program instituted in 1951, has done 
much to help to eradicate labor conditions in the Philippines which constituted 
a major threat to the economic security of the country. United States labor 
specialists have assisted the Philippine Government in the development of labor 
legislation, reorganization of the Philippine Department of Labor, and establish- 
ment of a workers’ education program. These efforts, which have been geared 
to improving the living and working standards ef the Philippine people and the 
development of free and democratic trade unions, have been instrumental in 
curtailing internal unrest stirred up by the Communist Huk movement and in 
strengthening the democratic orientation of the Philippines toward the free 
world. 

REQUIREMENTS FOR A PROGRAM 

These are the basic requirements for an effective foreign aid program: 
1. We need a long-term program 

A short-term “crash” program won’t do the job. While the pace of develop- 
ment will vary in each country, in many countries economic growth will continue 
to be a critical problem for a long time. During this crucial period, foreign 
assistance will be needed to sustain economic expansion and to assure political 
independence. In addition, a long-term program is needed because efficient use 
of capital requires assurance of the future availability of capital. Besides, train- 
ing is time-consuming and the most worthwhile projects require several years 
for completion. 

Until now, our economic assistance program has operated under annual 
authorization, as well as annual appropriation. The authorization voted by 
the Congress is always more than the actual appropriation which the same 
Congress later approves. This annual “numbers game” has hampered the long- 
term planning without which no foreign aid program can be successful. An 
effective foreign aid program should be authorized on a long-range basis with 
congressional authorization for a long-term program. 


2, Military and economic aid programs should be separated 
They are different programs with different objectives. Each program should 
be supported with whatever funds are needed for its successful operation. 


3. Aid for economic development must take several forms 


Grants will be needed to provide the spark for economic development in the 
first stages of economic growth when none of the country’s own resources can 
be spared for repayment of loans. 

Loans at a low interest rate with a longer payment period are appropriate 
when the country has advanced to the point where it can reasonably expect, 
if sufficient time is permitted and the required payments are not excessive, to 
pay back the loans, but where the return for private capital is insufficient to 
attract private investment. Both the International Bank for Reconstruction 
and Development, a U. N. institution, and the Export-Import Bank, a United 
States agency, make loans for economic development, but only short term high 
interest loans on a strict commercial basis. The result is that almost no funds 
have been available to underdeveloped countries from these sources for the most 
urgently needed development projects which are likely, at best, to have only 
long-term revenue yielding potentialities. 

Encouragement of private investment is desirable, but it is likely to play a 
limited role until the more advanced stages of economic development. This is 
because the fields of investment most urgently required in underdeveloped 
countries are not likely to be attractive to private foreign investors. 

Technical assistance is needed to develop the human resources without which 
sustained economic growth is impossible. It involves such programs as health 
and sanitation programs, eradication of illiteracy, vocational training, develop- 
ment of managerial skills and a host of other programs. In addition, technical 
assistance, particularly through actual exchange of persons, should help to de- 
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velop nonvocational education, efficient public administration, social security 
programs, and free trade unions as well as other programs and institutions 
essential for overall economic development. 

Farm surpluses, both food and fiber, should be used in our economic program 
within the limitations of our own needs and to the extent possible without dis- 
rupting the agricultural economy of the underdeveloped countries. 


4. It is essential that the fruits of the economic development program be widely 
shared by the people of the underdeveloped countries 


One way of assuring this is to require maintenance of minimum labor stand- 
ards on all projects undertaken with economic assistance funds. In addition, 
every possible encouragement should be given to the development of strong 
democratic trade unions in the underdeveloped countries as a fundamental part 
of the economic expansion program. 


5. Increased emphasis should be directed to the possibilitics for channeling eco- 
nomic aid through international agencies 

For us, this has the obvious advantage of spreading the burden of economic 
aid to other countries to the extent of their capabilities. In the recipient coun- 
tries, there is likely to be less of a sense of stigma in accepting aid from an 
international agency than from a single powerful nation. 

Although strictly limited in finances and manpower, the programs of such 
U. N. specialized agencies as the Food and Agricultural Organization (FAO), 
World Health Organization (WHO), United Nations Educational, Scientific, and 
Cultural Organization (UNESCO) and International Labor Organization (ILO) 
have been notably successful. 

Various suggestions have been made for expanding aid from international 
sources. Perhaps one worthy of particular consideration is the proposal for 
the Special United Nations Fund for Economie Development (SUNFED) which 
would be established to make both grants and loans available to underdeveloped 
countries within a broad program for stimulating economic growth. The funce- 
tion of SUNFED would be to finance investments in economic and social devel- 
opment in underdeveloped countries which are an integral part of an overall 
program designed to achieve a rise in national income. Applications for assist- 
ance would be received only for projects which could not be fully financed by 
private capital, the International Bank, or other lending agencies. As proposed 
by a U. N. report, the activities of SUNFED would get underway when a mini- 
mum of $250 million is pledged by at least 30 contributing governments. 


6. Gradual removal of trade barriers is essential for the success of economic 
development programs 


The underdeveloped areas need markets for their products in the more ad- 
vanced countries, and they in turn can provide markets for the machinery and 
equipment they must have for their own economic development. The United 
States should take the leadership on a reciprocal basis in lowering tariffs and 
removing restrictions upon trade. 

The spotlight of research and public discussion has recently been focused on 
foreign aid. Exhaustive studies have been made by experts in a number of uni- 
versities and research centers. In addition, reports on foreign aid have been 
issued by two committees appointed by the President, one headed by Benjamin 
Fairless and the other by Erie Johnston, as well as a special Senate Committee 
To Study the Foreign Aid Program. 

While these individuals and groups have not been unanimous in their recom- 
mendations, the scope of agreement (with the single notable exception of the 
Fairless Committee) has been surprisingly broad in the kind of program we have 
set forth above. This consensus does much to discredit the idea that foreign aid 
is a “controversial” matter. 


WHAT WILL IT COST? 


Those who have studied the requirements for an effective program to aid the 
underdeveloped countries agree that a huge giveaway program is neither neces- 
sary nor desirable to assist in the development of the underdeveloped areas. 
The amount of additional foreign capital they can productively absorb is decid- 
edly limited, particularly during the first few years of an economic development 
program. Professors Millikan and Rostow, who have made perhaps the most 
definitive study of foreign-aid requirements, have concluded that the under- 
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developed areas could productively absorb $2.5 to $3.5 billion a year. Not all 
of this amount, however, would have to come from United States funds. 
The sources of $3.5 billion a year might break down as follows: 


Grants: Million 


RERUN CI CONTRI oni cee ceding anep went eee $360 
CONE CEES CO ie casa ort esnivern nh anemone oreo eaabaaaatetiis ae eee 240 
a UIT EI: SUR ONG oa seimsnsin ge bape tintn tr sp tg @p Ger avenge dane gener oe ae oa oer 500 
MUERTE TUNERS REACOOG MONRC RODEN E: ROUNIR UL BOM sce an cniny mp acicit-e mesesassipe eons od ae 400 

Public loans: 
TESBUIR. TOURD RUIN. COMER ERIS ns ee te eee 1, 700 
CEI  COMMES SD COMET TCO a o6 oss casts siete vnnleietae ahete eae 300 
Oe Selb dew ae a andbeee dbl keene wee eee 3, 500 


Thus, the maximum United States contribution for both loans and grants 
would be about $2 billion a year, of which 80 percent would be in the form of 
loans. The actual amount would probably be much less, probably about $1.5 
billion a year, according to Millikan and Rostow. They suggest an initial con- 
gressional appropriation for allocation over a 5-year period with the expectation 
that a portion of the funds probably would not be used. 

There can be no question that our economy can easily sustain the $2 billion 
a year required for an adequate economic-assistance program. Our total 
national output is growing at the rate of 3 to 4 percent or about $12 to $16 billion 
a year. It would require therefore, not more than one-sixth, and probably less, 
of the increase in each year’s output to finance an effective economic-aid program. 

Certainly we can afford such action. Indeed we cannot afford not to take 
such action, and the American people know it despite all the propaganda of 
isolationists and other opponents of foreign aid. In a recent public-opinion poll, 
64 percent said that aid to foreign countries helps the United States. 


FOREIGN AID SERVES AMERICA’S BEST INTEREST 


Our foreign aid program has a twofold objective. First and foremost is the 
economic objective of developing the economies and improving the standard of 
living of the underdeveloped areas. This humanitarian objective must be at 
the core of our effort. 

But we also have a political objective. It is the same political objective we 
have in every phase of our foreign policy. That is to strengthen the forces of 
freedom and democracy and to weaken the forces of Soviet and other forms of 
totalitarianism. 

The rulers of the Soviet Union will strive their utmost to prevent us from 
achieving this objective. One means they attempt to use is to utilize their own 
program of economic aid to win the sympathy and support of the underdeveloped 
areas. In the single year 1955, the Soviet Union and Czechoslovakia are reported 
to have extended nearly $600 million in credits for economic and technical assist- 
ance. Russia and her allies have offered assistanee or actually concluded 
economic agreements with Burma, Indonesia, Ceylon, Pakistan, Thailand, Cam- 
bodia, Syria, Lebanon, Iran, Liberia, Ethiopia, and Sudan.* 

Even though the resources of the Soviet Union are much more limited than 
ours, totalitarian controls over their economy permit the Soviet rulers to offer 
substantial amounts of economic assistance to the underdeveloped areas in re- 
turn for neutrality or even actual support in the international political arena. 
We must face the fact that the underdeveloped countries will be strongly 
tempted to accept Soviet economic assistance if they are unable to obtain aid 
for their economic expansion from the United States. 

Thus economic aid from the United States can play a direct role in weakening 
the forces of Soviet totalitarianism. In the more positive sense, it can help 
create the conditions for development of freedom and democracy in the under- 
developed areas. 

No foreign-aid program can guarantee that these underdeveloped countries 
will choose the path of democracy. We do know, however, that we can help 
to assure the kind of conditions in these countries in which they can, if they 
will, establish and maintain freedom and independence. 





2Max F. Millikan and W. W. Rostow. A Proposal—Key to an Effective Foreign Policy, 
New York, Harper's, 1957. 

8 Survey of East-West Trade in 1955 (Eighth Semiannual Report on Operations Under 
the Mutual Defense Assistance Control Act of 1951). 
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Certainly this is a risk worth taking. In a real sense, the future of the 
world lies with the awakening millions in the underdeveloped areas. They are 
the majority of mankind. They see a new dawn of freedom and plenty awaken- 
ing, if not for themselves, at least for their children and grandchildren. It is 
in our interest that they should know us as sympathetic friends, and that they 
should seek to emulate our ideals of freedom and justice. 

This does not mean that we can expect to bribe them with economic aid. 
It does not even mean that we can always be sure of their gratitude—for the 
giver may be envied rather than admired. But if we can help to wipe out 
disease and hunger and improve the well-being of hundreds of millions of people 
in the underdeveloped countries, we can do so knowing that we are helping 
to build a better and more peaceful world for ourselves and for all mankind. 

The CuHarrman. Mr. Biemiller, thank you very much for your 
paper. 

We are right in assuming, I think, that it expresses not only your 
views but the views of those two great organizations you mentioned. 

Mr. Breminier. Yes,sir. This is an official statement. 

The CratrmMan. Thank you. 

We will next have the representative of the woman’s division of 
Christian service of the Board of Missions of the Methodist Church. 

We will then hear Mr. Reuther next. 


STATEMENT OF MRS. WALLACE N. STREETER, MEMBER, WOMEN’S 
DIVISION OF CHRISTIAN SERVICE, BOARD OF MISSIONS OF THE 
METHODIST CHURCH 


Mrs. Srreerer. Mr. Chairman and members of the committee, I 
am Mrs. Wallace N. Streeter, a member of the woman’s division of 
Christian service of the Board of Missions of the Methodist Church. 
I am representing this division, which is the duly elected adminis- 
trative and policymaking body for the nearly 2 million Methodist 
women across the country organized into woman’s societies of Chris- 
tian service. 

FOREIGN ECONOMIC AID 


I wish to speak in behalf of the foreign-aid program, particularly 
that part of the program concerned with foreign economic aid. An 
adequate program of foreign economic aid built upon basic human 
needs and hopes of peoples everywhere can do much to reassure the 
world and eliminate the fears of our motives. 

This is a program which the woman’s division of Christian service 
has supported since its beginning. Our concern for it springs from 
three sources: 

1. Our moral obligation toward other peoples. 

2. Interest in the welfare of our own Nation. 

3. Our desire for progress toward a world permanently at peace. 


MORAL RESPONSIBILITY 


We believe that there rests upon the people of a nation as greatly 
blessed with resources and opportunities as ours, the moral responsi- 
bility to endeavor in every way possible to enable the rest of the world 
to acquire as speedily as possible, the essentials of a good life. 

The recognition of the value and dignity of every person every- 
where as a child of God is a basic tenet of the Judaeo-Christian tra- 
dition. We believe that this is an effective method of moving toward 
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a better life for peoples of less-developed countries, because through 
technical assistance the receiving country is enabled to use its own 
personnel and resources to as great an extent as possible, and thereby 
to achieve a sense of partnership and good morale. 


NEED FOR CAPITAL FUNDS FOR DEVELOPMENT 


We are also conscious of the need for capital funds for develop- 
ment. This has been one of the emerging needs during recent years 
as technical assistance has brought many countries to the point where 
capital can be advantageously used. 

While we would like to see the funds for economic development 
eventually provided on a multilateral basis through the United Na- 
tions, we believe that at the present time the proposal to establish a 
United States development fund to provide assistance on a repayable 
basis to other independent nations for economic development is a 
necessary part of the program of foreign economic aid. 


SHORT-TERM ECONOMIC ASSISTANCE 


We also are aware that it is often necessary to provide short-term 
economic assistance to tide a nation over until technical assistance and 
economic development can furnish the necessary rise in the standard 
of living. 

We look upon the possibilities of such foreign economic aid as assets 
for which we should be profoundly grateful. In the past, Christians 
with great concern for the fate of their brothers in less fortunate situ- 
ations have looked in vain for large-scale remedies for the problems 
of ignorance, disease, poverty, and hunger. 

Today, this is no longer necessary. We have the means at hand to 
relieve the suffering. This clear, unlimited opportunity and moral 
obligation will become a heavy burden on our concience if our Nation 
fails to use every means to achieve this end. 

We also believe that such economic aid will safeguard and advance 
national interests. We believe that it will contribute to the physical 
security, individual freedom and the economic well-being of our 


people. 
ECONOMIC WELL-BEING OF THE UNITED STATES 


We think that the long-range economic well-being of the United 
States requires an expanding world commerce as well as an expanding 
source of basic materials. This dual expansion depends to a con- 
siderable extent upon the economic development of other countries. 

It is in the national interest for the United States to encourage free 
political progress in other nations. Economic aid, by freeing people 
from the shackles of ignorance and poverty, can contribute to this 
end. The ultimate emergence of a free, peaceful world presupposes 
freedom on the part of peoples everywhere. 

History is moving so rapidly that the time in which we may be 
privileged to supply the means toward this freedom is growing short. 
Nations handicapped by poverty and other unnecessary limitations 
cannot assume their proper function in achieving a peaceful world. 

In concluding these brief remarks, I would like to say that this is 
one of the few occasions when our humanitarian and “practical” con- 
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cerns make a common cause. Ina world where it is rapidly becoming 
obvious that humanity, under God, is indivisible and interdependent, 
all motivations point toward a continuance of foreign economic aid 
on an adequate and carefully planned long-term basis. 

The Cuarrman. Thank you very much, Mrs. Streeter. 

The next witness will be Mr. Victor G. Reuther, administrative as- 
sistant to President Walter Reuther, and director, international affairs 
department, United Auto Workers of America. 


STATEMENT OF VICTOR G. REUTHER, ADMINISTRATIVE ASSIST- 
ANT TO THE PRESIDENT, UAW; AND DIRECTOR, INTERNATIONAL 
AFFAIRS DEPARTMENT, UAW 


Mr. Revutuer. Thank you, Senator Green. 

Mr. Chairman and members of the committee: I am grateful for 
the privilege of appearing here in behalf of the 114 million members 
of the United Auto Workers of America, and I am pleased to submit 
to the committee 

The Cuarrman. You will not be able to read the whole of this state- 
ment. 

Mr. Reutuer. I beg your pardon? 

The Cuamman. I say I doubt we would be able to hear you read 
the whole of this. 

Mr. Reuter. I was about to say I was going to file with your 
committee a statement summarizing the position of our organization, 
and I should like also to make a few brief extemporaneous remarks. 

The CrarrmMan. Yes. If we do not have a uniform period, there is 
insufficient time to hear all the witnesses. You have 6 minutes. 

Mr. Revurner. I shall be very happy to conform with the estab- 
lished arrangement. 





SUPPORT FOR PRESIDENT’S PROPOSALS 


I am sure it comes as no surprise to the members of this committee 
that our organization on many occasions has found itself in disagree- 
ment with the administration; with President Eisenhower, Secretary 
Dulles, and others; and I am very pleased on this occasion to come here 
to express our full support for the President’s proposals in regard to 
the Mutual Security Act of 1957, and to support all of the recom- 
mended budgetary proposals which he has submitted to the Congress. 

We believe that this question is one of the most crucial facing our 
country, especially as we recognize the fact that we have reached what 
amounts to an atomic stalemate in the world, and if the free world 
is to defend itself against the forces which challenge it, it must aug- 
ment its strength by the ability to compete in other areas as well. 


USE RESOURCES AVAILABLE 


And we believe that in terms of demonstrating to world humanity 
the blessings that a free economy and political institutions of free- 
dom can bring, it provides our country and its allies in the world 
with its most potent weapons, and we believe it is in the interests of 
our country and the free world that we use the resources that are 
available to us to strengthen the institutions of freedom. 
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Those who make light of economic aid cannot deny the fact that, 
were it not for Marshall aid, free institutions in Europe could not 
have survived. And, in a very real sense, there are nations in Latin 
America, the Middle East, and Far East that face challenges today 
equally great and equally pressing, and it is to be hoped that our coun- 
try, possessing the greatest resources of any single nation in the 
world, will rise to this current challenge. 

If we have any fault at all to find with the President’s proposals, it 
is that his estimates are too modest and too low. We believe that, 
with the resources available to our country, we could begin to dedicate 
a minimum of $3 billion a year for pure economic aid, increasing that 
gradually to $5 billion, and that, as the need grows, our country could 

earmark at least 2 percent of our total gross product for this important 
cause. 

I think it is quite clear that, because of the hydrogen stalemate, the 
competitive struggle between the free and the totalitarian world has 
shifted to the economic world. Those of us in the trade-union move- 
ment are associated with 56 million democratic, non-Communist trade 
unionists from 86 countries in the world. We have frequent con- 
tact with workers struggling to establish the foundations of freedom 
in these underdeveloped areas, in these areas of decision, and we know 
from our practical contact with them that the real struggle has shifted 
to this area, and we are not putting the kind of resources into it that 
are required and that we have available to us. 


MULTILATERAL APPROACH 


I would not for one moment want to suggest to this committee that 
we ought to put all of our eggs in one basket, nor that we should 
assume that we have to carry the weight and the load of this alone, 
for we should not, and it is for this reason that we believe we should 
not depend exclusively upon a bilateral approach to the whole ques- 
tion of economic aid and technical assistance. 

There are sensitive areas in the world where they have only recently 
won their freedom and national independence, and if we read our 
own history we ought to understand and to appreciate their sensitivi- 
ties in quickly wanting to associate with what they want to consider 
a power bloc. 

For that reason, it is to our own practical benefit, and it will con- 
tribute immeasurably to our own goals and objectives, if we could 
make greater use of the multilateral approach. And this means that 
we ought to support the United Nations Special Fund for Economic 
Development. 

What is proposed there in terms of United States contribution is 
modest, indeed, but the benefits will redound greatly to our country. 

I am well aware of the arguments of the economy bloc, the men of 
little faith, who opposed the ‘Marshall plan and who now say that the 
United States cannot afford its pro rata share of this worldwide 
responsibility. 

COST OF WORLD WAR II COMPARED 


I should like to remind this committee that when this country of 
ours was faced with a comparable challenge at the outbreak of World 
War II, our Nation, with industrial resources less than what we have 
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at our command today, mobilized an amount equal to $30 billion a 
month for 44 consecutive months. 

Why, the total cost of economic aid which our country has given 
since the beginning of Marshall aid, through Greek and Turkish aid, 
the cost of the Korean economic assistance, the total cost of it all, 
lumped together, has been less than $30 billion, or less than the cost 
of prosecuting World War II for just 1 month. And how can we 
say we cannot afford the modest cost of the economic aid and tech- 
nical assistance proposals that are before us for consideration now? 

This is a question of whether we can afford survival, and it is the 
deep conviction of our people that we can and we must afford the costs 
that are involved in this program. 

The Cuarrman. In fairness to the others, I am afraid I must re- 
mind you that your time is up. 

Mr. Revutuer. I thank you, Mr. Chairman. I had concluded. 

The Cuarrman. Thank you very much for your statement. 

(Mr. Reuther’s prepared statement is as follows :) 


STATEMENT BY Victor G. REUTHER, ADMINISTRATIVE ASSISTANT TO THE PRESIDENT 
OF THE UAW 


Mr. Chairman and members of the committee, pursuant to our 1957 conventioa 
resolutions, I present this statement on behalf of the 1,500,000 members of our 
union in support of the full amount requested by President Eisenhower for 
economic aid under the mutual security program, specifically : 

$15.5 million as the United States contribution to the continuance of the 
United Nations technical assistance program. 

$150 million for technical aid. 

$500 million in the coming fiscal year for the establishment of an eco- 
nomic development fund, to be followed by $750 million in each of the 2 
succeeding years. 

$300 million for an emergency fund. 

We would go further. We earnestly appeal to you and to the Congress to 
go further, both in authorizing larger amounts for these items, and, of even 
greater importance, in view of recent events in Formosa, Lebanon, and else- 
where, authorizing and directing more United States participation in multi- 
national agencies created for the purpose of promoting the economic develop- 
ment and improving the standard of living of the more than half the people of 
the world who go to bed hungry every night and who are determined to raise 
their per capita incomes above the present average of less than $100 per year. 


EXPENDITURES ARE FRUITFUL INVESTMENTS 


President Eisenhower has said, and we agree, that such expenditures are 
the most fruitful investments freemen can make for survival in the atomic age. 
In this age of automation, inexorable abundance must be shared within and 
among nations if it is to liberate, not destroy, mankind. 

It is significant, we think, that 3 days ago Soviet Communist Party Secretary 
Khrushchev held out to American TV and radio listeners the bait of lower taxes 
to follow any substantial measure of disarmament. Nota word about diverting 
the energies released from arms production to international economic coopera- 
tion, as President Eisenhower proposed in his speech of April 1953; not a word 
about the Soviet’s farflung campaigns of economic penetration in the Near and 
Middle East, Africa, and Asia, using long-term, low-interest loans that verge on 
grants, technical missions, cultural exchanges, etc. 

For 7 years the UAW has insisted that international economic aid to under- 
developed countries, including Latin America, was no more deferable than was 
aid to Greece and Turkey, or the Marshall plan. We have said that it should 
not wait upon disarmament, that, in effect, such investments would help lay the 
basis for a phased disarmament. 

There is no surer way to lose both prosperity and peace than to cut interna- 
ional economic cooperation and development or to limit ourselves simply to 
trying to get a bigger economic-aid bang for a buck, as the report of the Special 
Senate Committee To Study the Foreign Aid Program suggests. 
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PRICE OF FREEDOM 


These taxes paid by industrial workers are taken out of their wages before 
they get their paychecks. These tax deductions are not unnoticed; they are 
keenly felt. Our members resent the growing number of State and local sales 
taxes which are part of the chamber of commerce-NAM program for shifting 
the tax burden from high- to middle- and low-income families. But we believe 
that the price of freedom has never been cheap; we have won it too recently 
ourselves in the industrial field to value it lightly. 

We can afford the price for survival. 

What we cannot afford are demoralization, division, economic chaos, and 
defeat in the great uncommitted areas of the world where the contest between 
freedom and Communist imperialism is going to be decided. The truth is that 
our Nation can afford a budget even larger than $71.8 billion. We know that 
we have not and are not producing, distributing, and consuming at our full 
potential; our output during the past 3 years has been $67 billion less than 
it should have been. We know that the sort of bold international economic 
cooperation we propose can be paid for without raising tax rates, simply by 
closing $11 billion in tax loopholes. 


REPORT OF SPECIAL COMMITTEE TO STUDY FOREIGN AID PROGRAM * 


The Special Senate Committee To Study the Foreign Aid Program is to be 
commended for its realism in declaring that foreign aid must be continued 
for years to come and for warning against “the dangers of too little, too late.” 
But it is disheartening to find that its report throws overboard such recom- 
mendations as those by the University of Chicago and Massachusetts Institute 
of Technology based upon studies made at the committee’s request. 

It is disheartening to find the committee less realistic than President Hisen- 
hower in the vital matter of loans and grants. The President keeps the door 
open for the use of grants as well as loans; the committee report seeks to 
slam the door on grants and to rely on loans alone. 

It is disheartening to find no reference whatever to multinational economic- 
aid programs, not even to the several witnesses and statements on behalf of 
many millions of Americans that recommended such programs, including 
SUNFED, the Special United Nations Fund for Economie Development. 


SUPPORT FOR SUNFED 


In addition to urging authorization of the full amounts of economic aid 
requested by President Eisenhower, we renew our plea that your committee 
and the Congress authorize and direct the Eisenhower administration to reverse 
its longstanding veto against SUNFED and to support its establishment, both 
at the U. N. meeting in Geneva this summer and the U. N. Assembly next fall. 
SUNFED is needed, not as a substitute for the World Bank, the International 
Finance Corporation, or any other existing agency, but as a complement, to 
furnish the grants for the vital first steps, the non-self-liquidating projects 
that must be in place or in sight before large-scale investments will be made. 

By supporting such agencies, we can derail Soviet propaganda that our 
aid is new colonialism. And we can challenge all the dictatorships in the 
Communist orbit to put up or shut up in implementing the United Nations 
pledges to improve man’s standards of living everywhere. At present, after 
first denouncing SUNFED as another capitalist plot, the Soviet bloc is lined up 
with a majority of the member nations of the U. N. in support of SUNFED 
as they try year after year to get the United States to lift its veto. And year 
after year the United States, the richest and most powerful nation on earth, 
pleads poverty, inability to put up its share of the initial fund of $250 million. 

Because in the 6 minutes allotted we can do no more than sketch in the 
points of our appeal and our reasons, we urge the members to give consideration 
to certain statements, documents, and excerpts supporting our plea. We request 
that they be included in the record of this hearing as part of our statement and 
testimony : 

1. Text of our April 5, 1957, statement to the Special Senate Committee To 
Study the Foreign Aid Program, endorsing the University of Chicago study 
which urged a 15- to 20-year program, rising from $2 billion to $3 billion a 
year then to $5 billion and tapering off as underdeveloped areas get into pro- 
duction and incomes rise substantially. 
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2. Two excerpts from a 3-year-old United Nations report on the need for 
economic development assistance which describe— 

(a) The real nature and size of that need, in terms of capital; 

(b) How that need may be met by combinations of internal loans ($9 billion) 
and external loans ($7 billion) and grants ($3 billion) a year; 

(c) Why a multinational economic development program through the United 
Nations is urgently needed to complement the bilateral aid to which the United 
States is now principally committed. 

3. An excerpt from the report of the Under Secretary in charge of the U. N.’s 
Department of Economic and Social Affairs made on December 12, 1956, in 
opening the 3-month session of the U. N. Assembly’s Committee on Economic and 
Financial Affairs, in which he stated that the disparity, the gap between per 
capita income in the developed and the underdeveloped countries of the world 
continues to widen, that “no tendency for a reversal or an arresting of this 
process has been witnessed” and that ‘this failure thus far to set in motion 
forces of cumulative economic growth throughout a large part of the world is, 
in the long run, the most disturbing single feature of the present world 
economic situation.” 


UAW STATEMENT TO THE SPECIAL SENATE COMMITTEE To Srupy THE FOREIGN 
' Alp PROGRAM, APRIL 5, 1957 


On behalf of the members of the UAW, I want to express to your our profound 
concern about proposals to reduce further the already inadequate amounts of 
foreign economic aid. 

We feel with President Eisenhower that “there are no dollars today that are 
being spent more wisely for the future of American peace and prosperity than 
the dollars we put in foreign aid.” But we would go further. Our firsthand 
observation and our studies of the needs in the underdeveloped areas of the 
world, particularly in Africa, Asia, and Latin America, compel us to the con- 
clusion that our budgets for international economic cooperation in services, 
loans, and grants, directly and through regional and other multinational agen- 
cies, such as those established by the United Nations, should be substantially 
increased in annual amount and in number of years duration. 

Unfortunately, the impression seems to exist in the United States that for- 
eign aid is of the order of $4 billion and that we are already engaged in a vast 
program of economic assistance to the underdeveloped nations. This, of course, 
is hardly the case, since the fact is that less than $1 billion at present is allo- 
eated for pure economic development while over $3 billion of the $4 billion has 
been set aside for strictly military aid and defense support to our allies. 

In previous years it was deemed advisable to lump military and economic 
aid together on the ground that the latter program would in this way obtain 
greater public acceptance. This, however, underestimates the readiness with 
which economic assistance to underdeveloped countries is supported by the 
American populace, as substantiated in a number of recent public-opinion polls. 
On the other hand, lumping military and economic aid has added further to 
the confusion concerning our aid program. Here in the United States many 
believe we already have a massive economic aid program underway while, at 
the same time, overseas it is thought that our sole preoccupation and interest 
is in the military aspects. This has been particularly unfortunate. 

Investments in a positive peace offensive along the lines indicated above, 
while continuing to sustain our military defenses and alliances at strong 
levels, will yield maximum returns in the same successful way as did the 
Marshall plan in Europe. We can, and I submit we must, break out of the 
present arms race before it explodes into another global war. We can make 
progress in building a stable peace based on a rising standard of living shared 
in by the peoples of the presently underdeveloped areas. They can narrow the 
dangerously widening gap between their own economies and those of the indus- 
trially developed areas. 

We agree with these three conclusions reached by virtually all the studies 
made for the Senate Committee To Study Foreign Aid: 

1. Military and economic aid should be separated ; 

2. Aid should be given to the militarily “uncommitted” or “neutral” 
nations, not just to allies in the cold war; 

3. Programs must have continuity and flexibility. 

We believe the University of Chicago study comes closest to seeing in its true 
magnitude and urgency the need of underdeveloped nations to expand their 
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social overhead—docks, roads, schools, and other basic facilities. Faced with 
this need, the danger is that in many underdeveloped countries the easiest way 
to get needed capital for a nation may seem to be through totalitarian shortcuts, 
inside and from outside their borders. To offset this danger, the study proposes 
a long-range program of 15 to 20 years, with a minimum of $2 billion annually, 
increased to $3 billion and finally to $5 billion, then tapering off as the areas’ 
developments get into production. 

The Massachusetts Institute of Technology report is along the same line, if 
somewhat less bold. The Fairless Committee’s conclusions, we feel, are much 
too timid and unimaginative. If adopted, they would result in our being too 
late with too little. We would forfeit our entire investment in foreign aid by 
abandoning decisive areas of the world to economic and political penetration by 
Communist imperialism. 

We should also like to call to your attention the Brookings Institution’s report 
describing the advantages of multinational aid through United Nations agencies, 
present and proposed, including technical assistance, World Bank, International 
Finance Corporation and SUNFED (Special United Nations Fund for Economic 
Development). The advantages and problems of such multinational cooperation 
are set forth in the last 2 pages of the paper presented to the committee March 
27, 1957, by the spokesman of the Brookings Institution. 

In our view, the gap between what is made available through technical assist- 
ance and the ability of the underdeveloped nations to provide their own capital 
investment can best be filled by United States approval and support of SUNFED. 
Not only the AFL-CIO but all of democratic world labor through the Interna- 
tional Confederation of Free Trade Unions supports SUNFED as an urgent 
necessity for the building of a stable peace among free peoples. 

Movement toward the goals of world peace implicit in our position can be 
assured only if the United States provides forthright leadership. We have an 
unparalleled opportunity to demonstrate to all the nations that we are gen- 
uinely interested in raising the level of human welfare and that holding com- 
munism in check by military measures is an auxiliary rather than a predominant 
approach. Only in this way can the United States make its greatest contribution 
to a permanent and just peaceful order. 

Sincerely yours, 
Victor G. REUTHER, 
Administrative Assistant to the President. 





THE CASE FOR INTERNATIONAL ECONOMIC COOPERATION 


The case for international economic cooperation, including such undertakings 
as SUNFED (Special United Nations Fund for Economic Development) has 
never been better put than in the report to the U. N. by Mr. Raymond Scheyven, 
of Belgium, in 1954, recommending the establishment of SUNFED. After de- 
scribing the dangers inherent in the widening gap between the have and the 
have-not nations (the developed and the underdeveloped nations) and the 
urgent need for action to begin to close the gap by improving the economies 
and raising the standards of living in the underdeveloped countries, that report 
told why an international agency can best handle the difficult and delicate job 
of assisting underdeveloped countries without seeming to infringe upon their 
sovereignty : 

“While external aid is necessary, it can never play more than a supporting 
role. The introduction of capital goods and the presence of technicians are 
indeed essential, but are not sufficient in themselves to bring about progress. 
Economic development is not imported prefabricated from abroad, but is achieved 
on the spot by dint of a courageous and intelligent policy. 

“In many underdeveloped countries the way to progress must be opened by 
abandoning ancient prejudices and archaic customs, adapting social and legal 
institutions, suppressing barriers of caste or race, and doing away with political 
and social privileges which serve the interests of a minority at the expense of 
the general welfare. Economie progress is possible only if those in authority 
desire it and accept its political and social consequences. 

‘“s part of the necessary financial aid must take the form of grants, the indus- 
trialized countries must have recourse to taxation. Before this source of finance 
ean be tapped, the taxpayers must be convinced of the value of the sacrifices 
asked of them. Their efforts must not be compromised by bad political manage- 
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ment and the tax they pay must not be a substitute for the taxes that an enor- 
mously wealthy ruling class, indifferent to the poverty of its fellow citizens, 
might be unwilling to pay. 

“It is therefore necessary to introduce structural reforms, while maintaining 
full respect for the sovereignty of the underdeveloped countries. It might be 
easier to carry out such structural reforms through an international organiza- 
tion, which is in a better position to spare national susceptibilities. The inter- 
vention of any one country in reforms of this nature would be a very difficult 
matter, as is illustrated by the reactions which have been aroused whenever 
lending countries have sought to make their investments conditional upon 
stipulations which the borrowing countries regarded as infringements of their 
sovereignty.” (From Scheyven Report prepared in pursuance of General Assem- 
bly Resolution 724B (Viii) ; General Assembly, Official Records; Ninth Session 
(1954) Supplement No. 19 (9/2728, pp. 15-16.) ) 


THE NEED FOR SUBSTANTIAL INVESTMENT OF FOREIGN CAPITAL 


“United Nations experts have endeavored to estimate the amount of capital 
which would be required to effect an adequate improvement of the standard 
of living in the underdeveloped countries. They themselves emphasize that 
their figures are approximate and are to be regarded as little more than an 
indication of order of magnitude. Such estimation, moreover, is rendered 
especially difficult by the necessity of making assumptions and by the inadequacy 
of statistical information. 

“According to their calculations the amount of capital needed each year to 
raise the national per capita income in underdeveloped areas by 2 percent per 
annum would be something like $19,000 million. About $5,000 million of this 
could be provided by domestic savings. A deficit of $14,000 million a year would 
remain to be met.” 

“Even bearing in mind that better methods of increasing and utilizing domestic 
savings could be applied in the underdeveloped countries and that such savings 
tend to increase as the standard of living rises, the experts estimate that a 
2 percent increase in national per capita income is out of the question unless 
more than $10,000 million of capital, $3,000 million of which would be grants, 
is imported annually. 

“The experts consider this contribution of $10,000 million to be within the 
capacities of the economically developed countries, for it represents some 2 
percent of the national income of the countries of Western Europe, Australasia, 
the United States of America, and Canada, the total income of which amounts 
today to some $500,000 million. 


THE WIDENING GAP IN PER CAPITA INCOME—THE MOST DISTURBING SINGLE FEATURE 
OF THE PRESENT WORLD ECONOMIC SITUATION 


During the U. N. 11th General Assembly, its Economic and Financial Com- 
mittee’s discussion of economic development of underdeveloped countries con- 
tinued from December 12, 1956, to February 12, 1957. It resulted in a compro- 
mise resolution to proceed with the drafting of a statute establishing a Special 
United Nations Fund for Economic Development despite continued United States 
opposition to SUNFED. 

Opening the discussion, U. N. Under Secretary for Economic and Social Aff airs 
Philippe De Seynes was reported as follows: 

“Turning to the underdeveloped countries, Mr. De Seynes remarked that in 
spite of many hopeful elements in the present record, the back of the problem 
of mass poverty was far from having been broken. 

“More serious, he said, than the widening of the disparity in per capita income 
between developed and underdeveloped countries was the fact that no tendency 
for a reversal or an arresting of this process had been witnessed. 

“*The failure,’ he declared, ‘thus far to set in motion forees of cumulative 
economic growth throughout a large part of the world is, in the long run, the 
most disturbing single feature of the present world economic situation’ ’—(from 
U. N. press release GA/EF/341, December 12, 1956). 


“22 See Measures for the Economic Development of Under-Developed Countries—report 
by a group of experts appointed by the Secretary-General of the United Nations, United 
Nations publication, sales No.: 1951. Il. B. 2, pars. 245 and 246. a irom Scheyven 
report prepared in pursuance of General Assembly Resolution 724B (Vili); General 
Assembly, Official Records; ninth session, (1954) supp. No. 19 (9/2728), pp. 708. 8.) 
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The Cuairman. The next witness is Mrs. Annalee Stewart, legis- 
lative secretary of the United States section, Women’s International 
League for Peace and Freedom. 


STATEMENT OF MRS. ANNALEE STEWART, LEGISLATIVE SECRE- 
TARY, UNITED STATES SECTION, WOMEN’S INTERNATIONAL 
LEAGUE FOR PEACE AND FREEDOM 


Mrs. Stewart. Mr. Chairman and members of the committee, I am 
here to represent Mrs. Roy McCorkel, of Swarthmore, Pa., who pre- 
pared the testimony and expected to be here, but could not come. 

I am legislative secretary of the United States section; and our 


office, legislative office, is here in Washington at 214 Second Street 


NE. 
I will read excerpts from her testimony, and ask that the remainder 
be put into the record: 


I am Mrs. Roy McCorkel, of Swarthmore, Pa., legislative chairman of the 
Swarthmore branch of the Women’s International League for Peace and Free- 
dom. Our organization is one of the nongovernmental organizations which, 
under article 71 of the United Nations Charter, has consultative status with 
the Economic and Social Couneil of the United Nations. We also have this 
status with the United Nations Educational Scientific and Cultural Organiza- 
tion, the Food and Agricultural Organization, and with the United Nations 
Children’s Fund. 

Founded in 1915 at The Hague, with Jane Addams, renowned social worker, 
as its first president, the league has had sections in a number of countries from 
its birth. League members have always been interested in creating peace and 
conditions of freedom among peoples and nations. They have worked for ma- 
chinery to settle international disputes and for agreements to disarm univer- 
sally. But they are equally concerned in providing the social and economic 
conditions necessary for peace with justice. From our European and Asian 
members we have personal knowledge of the “historic struggle for a new free- 
dom” about which the President spoke in his second inaugural address: “free- 
dom from grinding poverty. Across all continents nearly a billion people seek, 
sometimes almost in desperation, for the skills and knowledge and assistance 
by which they may satisfy, from their own resources, the material wants com- 
mon to all mankind.” 

Since World War II my family and I have had the privilege of living abroad 
for two periods. My husband was Director of CARE for southern Europe from 
1949-51, and later, CARE Mission Chief to India, 1954-55. As representatives 
of a voluntary agency distributing at first relief packages and later surpluses 
and technical assistance items, such as plows, tools, hospital equipment, we were 
in a position to meet many people from countries recipients of United States 
foreign economic aid and to hear firsthand reactions to this program. We saw 
many projects, especially in India; and among our close friends were American 
personnel administering these programs. 


APPRECIATION FOR ECONOMIC AID 


On all sides we found great appreciation for economic aid coming from the 
United States, both voluntary and governmental; aid that often made the differ- 
ence between life and death, between continuing at an unbelievably low eco- 
nomic level and beginning to build to higher levels. One of our chief tasks was 
to try to dispel people’s incredulity. ‘Why should a country so wealthy and so 
far away care about us?” 


I should say Mr. and Mrs. McCorkel spent quite a few years in 
various countries in Europe, particularly representing CARE, and 
have had a great deal of first-hand experience and information in 
seeing the conditions, and what our aid has done.: 
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REPORTS ON FOREIGN AID 


It would have been extremely helpful to have had at hand the reports pre- 
pared for the President, for the Special Senate Committee To Study the Foreign- 
Aid Program, and for the House Committee on Foreign Affairs this year, all of 
which seem to agree that the reason for economic aid to underdeyeloped areas 
is not to win allies or even friends, but to undergird new countries who are 
trying to help themselves. The study made by the International Development 
Board said, “Our prime concern for the underdeveloped nations, our prime 
reason for helping them, is our hatred of war and our resolve to diminish the 
causes for war at the earliest possible stage.” 

That answer would have been very fine for the young Turkish Army officer 
who said to my husband on a plane one day, ‘‘For the life of us, we can’t decide 
whether you are giving us aid because you love us or because you hate the 
Russians.” 

NEW TRENDS IN FOREIGN AID 


With the policy of the Women’s International League for Peace and Freedom 
in mind, backed by my own experience, it is with great pleasure that I come to 
testify for them that the new trends in foreign aid this year seem to be alto- 
gether in the right direction. I refer to (1) the separation of the military and 
the economic aid program; (2) letting economic aid stand on its own feet to be 
dispensed wherever there is need and there is a possibility for good use, whether 
in friendly or neutral countries; (3) the long-term planning and substitution, in 
large part, of loans for grants; and (4) the continued support of the United 
Nations technical assistance program—the multilateral approach. 

League members are highly appreciative of the serious effort which all con- 
cerned with foreign aid have made to study the aid programs this year. I have 
read many of these reports and I find it highly gratifying and I am sure you must 
as well, that there is so much agreement as to the need for continuance of 
economic aid and the trend which should be followed in the Mutual Security 
Act of 1957. 


MULTILATERAL APPROACH THROUGH UNITED NATIONS 


The Women’s International League for Peace and Freedom has a long record 
of support for programs of foreign economic aid and development as well as 
for programs of technical assistance. These programs, the league believes, can 
best serve the needs of the receiving countries and remain free from political 
implications or prejudice, with less risk of such aid becoming a weapon in the 
cold war, if they are channeled through the United Nations. A multilateral 
approach has a great advantage for those who, like the powers recently under 
the colonial system, are suspicious of political strings in accepting aid from any 
one country. For some time, the league has been aware, through its members 
in other sections, as well as through the press and other usual sources, of the 
increasing pride and feeling of self-dependence of people around the world. 
The league welcomes this feeling of independence as the proper soil for democ- 
racy and freedom. Hence the league continues to recommend that an ever- 
increasing proportion of United States economic aid should be given and admin- 
istered through the United Nations. However, as one of the first enthusiastic 
supporters of the point 4 program, the league is ready to acknowledge that 
bilateral economic-aid programs have much to commend them. 


AID TO INDIA 


Indians greatly appreciate the fact that the United States was willing to 
give aid for development to a country which did not wish military ties to the 
West. Traditionally, there has been great admiration of the United States 
because its history started with a revolution, an uprising against colonialism 
in 1776. I believe this admiration, which makes George Washington and Abra- 
ham Lincoln among the most revered Western heroes, extends throughout the 
new countries recently freed from their colonial bonds. Here is latent good will 
which has been strengthened where American personnel have practiced the social 
democracy and freedom from class and color prejudice which go with the best 
of our tradition in the United States. However, the military alliances the 
United States made, after the war, with the one-time colonial powers, and the 
military aid sent to the Far East against the wishes of some countries, have 
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undoubtedly placed the United States under suspicion. This comes partly from 
misunderstanding our motives and our position in the world, but this fear and 
suspicion are real factors with which to contend. 

A good friend of ours in the Indian Government, wrote in the spring of 1954, 
“Please do come to see us in India before the growing tide of anti-Americanism 
makes it impossible.” The United States had just given military aid to Pakistan. 
This was greatly resented in India, for fear the guns would be used against her 
in Kashmir. 

Actually that tide of feeling was stemmed in 1955 and 1956 by fine, sensitive 
personnel in the diplomatic corps and by the wilinenen of our Government to 
give economic aid without strings. This aid in feeding needy groups, but espe- 
cially in building wells and giving technical advice on dams, helped India to 
meet the schedule of her 5-year plan for the betterment of her people. I mention 
this personal experience, because I think it points up the importance of separate 
economic aid and the great need of dispensing it as impartially as possible among 
nations who have plans for social and economic betterment and are working along 
democratic lines. India illustrates well the need for the economic development 
loan fund for which the President asks: i. e., India has already requested long- 
term loans for her second 5-year plan which she cannot wholly finance from her 
own taxes—taxes which exempt only incomes of under $200 and which are 
collected from only a million out of nearly 400 million because of the low-income 
level for the average person. 





VIEWS ON FOREIGN AID 


For years the league has favored the separation of economic and military aid, 
and we are gratified that there is this year so great agreement among experts 
and American citizens with this point of view. We agree with other nongovern- 
mental organizations that economic foreign aid should be authorized on a 
continuing basis until repealed by act of Congress, and that it should be provided 
primarily through loans and closely tied in with technical assistance. We 
approve thoroughly the economic development fund to finance projects and 
programs which promise sound development and that when repaid the money 
should be available for future lending, either in dollars or foreign currencies. 

We feel that authorization of a fund for fiscal operations for 3 years is a mini- 
mum for such a reasonable experiment. We are opposed to making the needs of 
others an instrument of United States foreign policy. Enlightened self-interest 
requires that human needs be considered ends in themselves and not as a means 
to achieve foreign policy aims. Hence, we hope that as the President has asked, 
the proportionate contribution to the United Nations Expanded Program of 
Technical Assistance (UNETAP) will be phased over several years and not fall 
below 45 percent for fiscal 1958. 

We hope further that any savings from cuts in foreign military aid, which are 
most desirable, will be devoted to technical cooperation as the President inti- 
mated some months ago. Though we applaud and would encourage the use of the 
special assistance fund for malaria eradication, we are strongly opposed to the 
use of any of this money to implement the Eisenhower doctrine in the Middle East 
and elsewhere. We would like to see the multilateral, nonmilitary programs 
continued: UNETAP, refugee (UNREF), migrants, escapees, children’s welfare, 
UNICEF, and the atoms-for-peace programs. We strongly support the ideas 
incorporated in the special United Nations Fund for Economic Development 
known as SUNFED. We agree wholeheartedly with the President when he 
said: ‘There is, however, only one sound way for us to achieve a substantial tax 
reduction. That way is to succeed in waging peace, thereby permitting a sub- 
stantial cut in heavy military expenditures.” But we believe that a heavy cut in 
military expenditures and its diversion to economic aid is a major way to succeed 
in waging peace—thus helping to create the foundations of peace and freedom. 


We appreciate this opportunity to testify in support of these foreign 
economic aid programs. 

The Cuarrman. Thank you very much. 

I am forced to leave now, and I am asking Senator Fulbright to 
take the chair. Before leaving, I wish to insert in the record at this 
point an address by Mr. Harvey Williams, president, Phileo Interna- 
tional Corp., entitled “New Dimensions for American Foreign Op- 
erations.” 
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New DIMENSIONS FoR AMERICAN FOREIGN OPERATIONS 


























A Keynote.Address by Harvey Williams, President, Philco International Cor- 
poration, before 2d Annual Special Conference on Foreign Operations of the 
International Management Association, New York, N. Y., Hotel Roosevelt 
Wednesday, May 22, 1957 


It is both a responsibility and an honor to be asked to keynote this Second 
Annual Conference on Foreign Operations of the International Management 
Association. Many of you will recall the first meeting, held in this same building 
a year ago, when the keynote address was delivered by my old chief and asso- 
ciate, Jack Heinz. 

From the program of this year’s conference even the old experienced hands 
should find much to stimulate new lines of thought, while newcomers to foreign 
operations should receive a particularly well-rounded indoctrination. We 
should congratulate Larry Appley and his AMA organization, but particularly 
Fred Pemp and the IMA organization, for a fine piece of programing and express 
our warm appreciation to them for the many hours of forethought and hard 
work needed to bring about a conference with such a well-balanced agenda. 

It is a stroke of genius that the purpose of this conference is described as 
“Plotting a Course for New Profit Horizons.” American enterprise, inventive- 
ness and skill have combined to fashion an economy and a society within the 
boundaries of the United States which enjoys the highest standard of living 
ever achieved by any nation in history. The productivity of our people, enhanced 
by the mechanization of all kinds of activity from farming great acreages in the 
corn- and wheat-growing States to dishwashing in our individual homes, has 
become so great that we have outrun our domestic supplies of important raw 
materials and must go abroad for iron ore, bauxite for aluminum, copper, 
molybdenum, and manganese—just to mention a few. 

The phenomenal development of the American economy is one of the great 
wonders of the world. What can be more reasonable or more challenging now, 
than that the financial, production, selling, and administrative brains which have 
created this standard of living in our own country should be turned to assisting 
our friends abroad in raising their standards of living by supplying them, or 
teaching them how to produce for themselves, more of the goods, services, and 
conveniences which are now commonplace on the American scene. 


NEED FOR LONG-RANGE PLANNING 


I am convinced that the next 2 decades will demonstrate such overseas exten- 
sion of activities to be one of the great growth opportunities in both sales and 
profits open to American industry. 

To accomplish such an objective for enduring peace and widespread prosperity 
requires overall, long-range planning—the discussion of which this conference 
envisages. Business expansion abroad is dependent, to a large degree, on politi- 
cal implications. The seething Middle East is a vivid demonstration. For these 
reasons, may I reflect for a moment on the world as we find it today and then offer 
some suggestions for business development abroad in light of present conditions. 

Canada enjoys circumstances and environment so like our own, including cur- 
rency and language, that many American companies continue to consider their 
Canadian operations as part of their domestic activities. 

Many of you, I am sure, are familiar with the “Fortress America” concept 
which conceives the maintenance of the free enterprise system in the North and 
South American continents utilizing the scientific, technical, and production ex- 
perience of the United States and Canada in conjunction with the large popula- 
tion and vast stores of raw materials in South America. Its proponents urge 
the particular attention of American industry and government to the rapid de- 
velopment of South America as a supplement and backstop to our own economy 
in the event of atomic warfare. 

In Latin America, we find traditions, customs, and environments entirely 
unique to these nations. The relatively lesser degree of economic development 
in South America, than in some other areas, means that these economies start, 
today, lower on the upward curve of development. Therefore, their rate of 
growth will be more rapid, their demand for capital will continue at a high level 
and the returns will be large for successful enterprises in these countries. 

Great Britain in an economy carrying on under very special circumstances. 
It raises 40 percent of its own food, but it must manufacture and sell in export 
a quantity of goods sufficient to earn the money to buy the remaining 60 percent of 
its food plus its requirements for clothing, shelter, and other personal needs 
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plus the raw materials with which to continue the manufacturing on which it 
is dependent for existence. 

When Britain devotes too large a proportion of its total man-hours to making 
products for its domestic market, the goods available for export diminish—and 
so do Britain’s earnings of foreign currencies. 

Consequently, the British Government finds itself continuously on the horns 
of a dilemma. It would like to increase the standard of living of the British 
people by allowing a greater proportion of total production to flow into domestic 
consumption. On the other hand, it must maintain controls, through taxes or 
otherwise, designed to force a substantial portion of Britain’s production inte 
export markets and so maintain earnings of foreign exchange. It is a highly 
developed society balancing on an economic razor edge. 

In continental Europe, the common market slowly approaches a reality. Not 
all customs barriers will be swept away quickly. If, over a period of 12 to 15 
years, barriers against the movement of goods can be eliminated substantially, and 
labor can flow from overpopulated sections with unemployment, to industrial 
areas providing jobs, we can look forward to the possibility of a unified economy, 
of approximately 180 million people, with the opportunity to greatly increase 
its standards of living by lowering production costs and increasing productivity 
of the individual—much as has taken place in the United States. 

The exciting potentialities of this development can be illustrated by a single 
comparison. In the American economy of 168 million people today, there are 
approximately 52 million automobiles. In the continental European economy of 
180 million people, there are now only 14 million automobiles. 

Imagine a development in Europe which might bring the use of automobiles 
within 20 years to two-thirds that in the United States currently. Then, 
there would be some 35 million automobiles in Europe with the collateral manu- 
facturing and service activities the development of which we witnessed in the 
United States between 1920 and 1940. 

This is an opportunity for American manufacturers and for American ex- 
porters alike. American companies which become established in EKurope now 
will share in this economic development as their parent organizations have 
shared in the expansion of our domestic economy. Exporters will benefit by 
supplying specialized capital goods and other types of products required by the 
expanding economy which the common market will create. 

We are all familiar with the degree to which our own economic development 
was financed by British and European capital between the end of our Civil War 
and the beginning of World War I. We may well be on the verge of several 
decades during which we shall see a reversal of that historic capital flow and 
during which a renaissance of production and material well-being in Europe 
will be financed, in part, from the United States. 

Currently some risk attaches to investment in Europe dut to its proximity to 
the Communist area. Recent events in Hungary and Poland indicate restless- 
ness in the eastern satellites. If their desire for self-determination and for a 
return to the ideals and ways of the free enterprise system continues, and mani- 
fests itself with violence as it did in Hungary, one cannot escape the risks of 
proximity to such potentials. However, if the eastern satellites regain a measure 
of self-determination by the slower and more conservative tactics of Yugoslavia 
and Poland, American investments in the European area may have a bright 
future by virtue of the development of the common market. 

It seems likely that Africa will be developed from Europe and will be the special 
expansion area of the older European economies. We see the French interested 
heavily in Tunisia, Algiers, Morocco, and the Sahara; the Belgians in the Congo; 
the British in the East African areas and South Africa. Consequently, American 
participation in European business activities may well carry with it the corollary 
of participation in the very undeveloped areas of Africa. 

I am one of those who believe that the future business potentials of the portion 
of southeast Asia which remains in the free enterprise area are enormous. In 
Pakistan, India, Burma, Thailand, Malaya, Indonesia, and the Philippines, 
there are some 700 million people living at almost minimum standards. The 
circumstances and environments existing in these economies are totally Cifferent 
from those existing in Europe, Africa, or South America. These are ares more 
easily subverted by communism because of their poverty and illiteracy. For 
that reason alone, they should have the special attention of the foreign aid offi- 
cials of our Government but, more particularly, the interest and aid of our able 
and foresighted managers in private industry. 

Japan is an island economy which must import and export to maintain its 
existence. If the Japanese will hasten the conclusion of reparations agree- 
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ments with additional nations in southeast Asia, their need for trade with 
Communist China will be lessened and their economic potential can rise quickly. 
The American companies which have established operations in Japan, often in 
association with Japanese concerns, would benefit substantially. 

In Australia there is a special situation—a continent equal in size to the 
United States, wealthy in vast natural resources, currently populated by only 
9 million people. It is an economy in continuing need of capital and one which 
has made outstanding progress since World War II. It is a society particularly 
friendly to the American way of doing business and one which Americans can 
well afford to include in plans for overseas operations. 

Consequently, as men of management approach the objective of securing 
maximum market penetration overseas with maximum profitability, we find no 
common denominators which will work equally well in every country. The 
only common characteristic is the urgent need for encouraging and assisting 
economic development to meet the universal demand for a higher standard of 
living. This urgent desire for a better way of life, combined with a dramatic 
reduction in infant mortality, a lengthening of the average span of life and 
an accelerating pace of technological development is why we find growth trends 
abroad roughly double those in the United States. 


FOREIGN TRADE 


Most of us are familiar with certain basic foreign trade figures, but let us 
restate them to create a frame of reference. Our exports are running at the 
rate of approximately $17 billion a year. Concurrently, our imports are on the 
order of $13 billion. The differential of $4 billion to $5 billion is a very im- 
portant factor in our relationships with other nations. If it had not been 
made up by military aid expenditures, foreign economic aid and American 
investment abroad, our customers in foreign countries would long since have 
used up their available dollars. Our exports then, would be necessarily of 
somewhat the same size as our imports. Of one thing we can be sure, every 
dollar which goes abroad as payment for an import, for investment purposes, for 
a loan for economic development, or an expenditure for military security will, 
in due course, come back to the United States to purchase American goods or 
services. 

Prior to World War I, our foreign trade consisted largely of exports of 
agricultural products such as cotton and wheat. We were a debtor nation. 
We used exports of food and raw materials to pay interest and to return 
capital which had been invested in the development of the United States by 
foreign investors. 

After World War I, we became a creditor nation. We needed relatively 
few products from abroad. Therefore, our imports were limited. However, 
we continued to try to sell overseas. Our manufactured goods became in- 
creasingly attractive to foreign customers and consumers. As a result, the 
foreign exchange situation became acute in the late twenties and continued so 
until after World War II. 

With much of the world looking to the United States for capital goods and 
the supplies necessary for reconstruction after World War II, the foreign 
exchange situation became really critical. The Marshall plan and its succes- 
sors, providing economic aid and military expenditures abroad, bridged the 
gap. The $52 billion expended by the United States during the last 12 years 
has enabled our friends abroad to procure from us what they needed. Now, 
as we are forced to spend more dollars overseas for raw materials, it is quite 
likely that there will be a gradual lessening of the acute dollar scarcity 
paralleling the increase in our dollar payments to the rest of the world. 

Meanwhile, a new dimension has been added to our foreign operations. Prior 
to the First World War, our direct investments abroad are reported by the 
Department of Commerce to have been $2.7 billion. In 1929, they approximated 
$7.5 billion. 

By the end of 1957, United States investments overseas are likely to be $32 
billion, producing profits at the rate of about $4 billion annually. It has been 
estimated that American-owned subsidiaries and branches abroad are manu- 
facturing close to $40 billion worth of goods in 1957. This is three times the 
value of manufactured goods exported from the United States last year. In 
the case of our own company, the ratio of production abroad to exports from the 
United States will be 5 to 1 in 1957, 
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This is one of the vital new dimensions in foreign operations—investment and 
production abroad as the principal means of penetrating foreign markets rather 
than by traditional export sales programs. 

The excellent study of American investment and operations in Latin America 
made by Messrs. Pizer and Cutler of the Department of Commerce is the most 
comprehensive analysis which we have today on the effects of American invest- 
ment and American production in foreign economies. It would be a most con- 
structive step in aiding American businessmen and our Government to fully 
understand what is really taking place abroad if the Department of Commerce 
could undertake promptly a similar analysis for the entire free-enterprise area 
of the world. This should include research not only on the output of American- 
owned operations abroad but also on the output of licensees or other overseas 
affiliates of American parent companies. 

It is clear that this new dimension of private investment and production 
abroad creates a factor in overseas market penetration which did not exist 
earlier in this century. Competition encountered today is more likely to come 
from American-owned or American-sponsored production abroad than from 
American exports. 


CIRCUMSTANCES CREATING INCREASED AMERICAN INVESTMENT ABROAD 


What are the other circumstances which are creating such an increase of 
interest in foreign operations amongst American investors and businessmen 
today? 

First, many growth potentials abroad are greater than those in the United 
States. We think of Great Britain as an advanced, venerable, highly organized 
economy. Nevertheless, out of 14 million British homes wired for electricity, 
less than 10 percent use electric refrigerators, as compared with 94 percent in 
the United States. Only 18 percent use washing machines, contrasted with 85 
percent here. 

In the United States we take running hot water for granted. Yet, in countries 
such as France and Germany, it is doubtful if over 30 percent of the dwelling 
units have any supply of running hot water. No wonder sales of consumer 
durables are increasing more rapidly in such economies than they are here. 

Second, the reduction in infant mortality and the lengthening of the span of 
life made possible by modern pharmaceutical and medical knowledge are sky- 
rocketing populations, particularly in the less developed economies. We live and 
must plan in a period of “exploding” populations when the number of our poten- 
tial customers is being revised upward repeatedly. 

Thirdly, nationalism brings not only increased import barriers and restrictions 
but also local industrialization and the urbanization of populations. As more 
and more people become employed in cities at regular wages, in more or less 
skilled occupations, growing middle-class markets are created. In some countries 
overseas, this is a unique development—close to being revolutionary. It is 
another vital cause for the increasing purchasing power of foreign markets. 

We are also in an era of petroleum politics. With oil and natural gas being 
used more and more to produce electricity, and with automobiles, trucks, tractors, 
and aircraft providing the modern means of transportation, petroleum is be- 
coming the key source of energy to power the progress of the world. 

Petro-politics was involved when the Egyptians bottled up the Suez Canal. 
This action has had a deep effect on the thinking of the free enterprise area. 
There is no doubt that the development of petroleum resources in South America, 
West Africa, the Sahara and other areas will be stimulated and expedited as 
a result. Adequate petroleum resources in Brazil, Argentina, Australia, or 
West Africa could harden local currencies or strengthen such economies 
dramatically. 

MEN, MATERIALS, AND MONEY 


With this brief review of the environment and circumstances within which 
foreign operations must be planned and conducted today, let us examine what 
these conditions impose upon the three fundamentals of every business enter- 
prise—men, materials, and money. 

Men are the most important element in any enterprise. One can have fine 
bricks and mortar, machinery and inventories, warehouses and other facilities, 
but without a dedicated team and an energetic, inspired leadership little may be 
accomplished. 

This Conference includes discussions of personnel and personnel practices 
related to overseas operations. Therefore, only two brief points are significant 
now. 
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First, if you can staff your foreign operations with nationals of the country 
in which they are located, you will have a more economical operation and 
probably a more satisfactory one. 

Second, when a man moves from domestic into foreign operations, a most 
important quality for him to possess is tolerance and sympathetic understand- 
ing. American methods which work successfully—in fact are essential—in our 
highly competitive economy, may seem quite as inappropriate in another country 
as did some of the actions of the proverbial Yankee in King Arthur’s Court. 
Our job as manager is one of adaptation and combination, not one of imposition 
of American ideas and methods, without regard for local custom, tradition and 
conditions. 

Prior to World War I and in the decades between the two World Wars, a 
relatively few American companies established subsidiaries abroad. A far more 
usual concept of foreign market penetration was an export manager located in 
an obscure office, assisted by a couple of clerks, a stenographer, and a shipper. 
In years when business was good in the United States, he had great difficulty 
getting merchandise for his foreign customers. In years when business was 
bad at home, he was under pressure constantly to liquidate surplus inventories 
abroad. Usually, he was a third, fourth, or fifth echelon executive with little or 
no contact with the president of his corporation and no participation in long- 
range planning with respect to product design, merchandising and sales strategy, 
company financial policies, ete. There are still American companies today which 
follow this concept of foreign selling but, fortunately, they are becoming fewer 
and fewer. If you wish to peddle goods in Puerto Rico, Venezuela, Cuba, or 
the few other countries which have ample dollars, then, perhaps, you can be 
satisfied with this approach. However, under today’s conditions of overseas 
trade and international economic development, it is as obsolete as the horse 
and buggy. 

Today’s complex international factors have created a new type of executive 
responsible for his company’s overseas operations. 

A modern manager of foreign operations finds himself to be a market and 
financial analyst today, a negotiator of prospective manufacturing licenses 
tomorrow, a member of a foreign board of directors representing his company’s 
minority stock interest, and a consultant—in the management engineering 
sense—to licensee and subsidiary company managements. He must be a finan- 
cier, manufacturer, sales executive, personnel director, economist, negotiator, 
and diplomat. More probably, he is a capable analyst, planner, and administra- 
tor with proven ability to coordinate into an effective team specialists in all of 
the various functions of business. 

He is responsible for exporting American-made goods to countries which have 
sufficient dollars to buy them and also, for exporting similar goods made abroad 
to countries which can buy only with other currencies. 

He finds himself responsible for the welfare of wholly owned foreign subsidi- 
aries for which he implements the full range of management functions. He must 
assist local operating management in arranging adequate finance, personnel 
development, management succession, provision and maintenance of economical 
production facilities, production schedules, sales objectives, cost control, and, 
finally, personnel training and development including the bringing of local 
nationals to the home office and factories of the parent company for training and 
instruction. ; 

In relationship to overseas licensees, he exercises similar management func- 
tions—but often in an advisory rather than a direct manner. 

Sven this brief definition of the functions of a modern manager of foreign 
eperations makes it clear that he can only discharge these responsibilities well 
with the closest collaboration of his top management in integrating the domestic 
planning, policies and organization of his company with its program for foreign 
operations. He must be in constant contact with his company’s senior execu- 
tives on finance, manufacturing, selling, and research—which means that the 
modern manager of foreign operations needs to be a member of senior top 
management. 

How can he know whether or not to plan for another subsidiary operation 
abroad unless he knows his corporation’s future financial program? 

With today’s rapid dissemination of news and of American publications to 
foreign businessmen and bankers, any change of price, model or sales approach 
announced to the American public through domestic advertising is known to 
most overseas distributors and their bankers within a maximum of 3 weeks. 
A well-planned foreign selling program can be upset completely by announce- 
ment of a domestic sales campaign of which foreign operations was uninformed 
when it launched its own plans. 
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The top managements of the leading American corporations, which have 
attained the greatest success in foreign operations, recognize these principles 
with respect to personnel and organization. 

With respect to “materials’—the second fundamental in any foreign enter- 
prise—the same basic considerations apply as in the United States, There must 
be an adequate, economical source of supply of raw materials, transportation, 
an appropriate labor force, proper channels of distribution and all the similar 
other elements necessary for success. I do not believe that we are here this 
morning to repeat these familiar fundamentals. 

So let us consider the final, but most important, element—money. 

Until now the $52 billion of aid and military expenditures made by the United 
States overseas during the last 12 years has provided the lifeblood which stepped 
up the level of employment and the rate of production around the world to 
record heights. As employment increased, as more wages were earned, as pur- 
chasing power grew larger, the desire for a better way of life was fed. The 
demand so created requires record capital investments, not alone in the United 
States but in the other major countries of the free-enterprise area as well. So 
today we find that substantially every more advanced country is outspending its 
rate of savings. Capital has grown scarce and interest rates have increased 
materially. With the worldwide desire for more goods and better living, capital 
will continue relatively scarce and interest rates relatively high for a consid- 
erable period to come. 

Under these conditions, how do we finance new foreign operations? How does 
American industry take advantage of the desire for its know-how and abilities to 
establish or increase local production abroad? How can economic aid be made 
available through the enduring relationships of private endeavor and private 
enterprise? 

The manufacturing license agreement is a partial answer, because such arrange- 
ments utilize the existing basic facilities of the overseas licensee. New capital 
is required primarily for special tooling and inventories of the newly licensed 
products. However, in many countries abroad where money is tight and expen- 
sive it may be more difficult for local enterprise to raise capital funds than for 
an American company to do so at home. 


PUBLIC LAW 480 FUNDS 


There is, I believe, another very simple answer, merely awaiting implementa- 
tion by Washington officials, through a mechanism which has already been estab- 
lished. I am referring to the use of the funds obtained from the sale of our 
eommodity surpluses to foreign countries for local currency under Public Law 480. 

A few weeks ago Secretary of State Dulles proposed to the Senate Foreign 
Relations Subcommittee that a means be found for providing true nonmilitary 
economic aid, on a long-range basis, through an econmic development fund. The 
sequence of action envisaged by Public Law 480 can provide the mechanism 
which the Secretary of State was seeking. 

Under our agricultural support programs, enacted by the Congress, the Com- 
modity Credit Corporation purchases certain surplus commodities from our 
farmers. Today an inventory of over $7 billion worth of such commodities is 
in storage. 

To move these commodities to nations in need of them, the Congress enacted 
Public Law 480 authorizing the Department of State to make sales agreements 
with friendly foreign countries under which the purchase price is paid in the 
buyer’s currency. Contracts totaling almost $3 billion have been negotiated. 

When the United States Government is credited with these local currencies, 
the International Cooperation Administration is authorized to loan such cur- 
rencies back to the country from which they came or to keep a portion for on-the- 
spot official American use. The administration has a policy guidance that 25 
percent of the amounts loaned back should be channeled to private enterprise, 
but actual experience appears to indicate that this objective has not been 
reached. 

How useful to our foreign aid and foreign development programs would it 
be if these funds, in local foreign currencies, could be loaned on an increasing 
scale to competent private borrowers—either Americans or others—for local 
investment in new productive enterprises. This would make it possible for 
American private enterprise—often in association with local inteersts—to under- 
take additional projects abroad, create new job opportunities and participate 
materially in economic development toward higher standards of living. It 
would enlist the full knowledge, competence, and experience of the American 
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business community in seeking out those productive enterprises which can 
be established most soundly and profitably under existing conditions. 

If the Congress wishes to take an enlightened viewpoint toward the fuller 
utilization of these local currency funds, it might well stipulate that 60 percent 
be loaned back to the government of the country in question—one-half (or 30 
percent) to be used for public works, including highways, irrigation, public 
buildings, hospitals, and schools—the other half to be used to augment or 
improve fundamental services such as transportation, communications and the 
generation of electric power. 

With respect to the remaining 40 percent, the Congress should stipulate that 
it is to be earmarked for lending to private industry—one-half to be loaned by 
the United States Government through a Washington agency while the other 
half is loaned through a local financial agency designated by the foreign 
government. 

Obviously, such loans should be made on terms commensurate with condi- 
tions prevailing in the country in question. In addition, the terms available to 
private industry through Washington or the local financial agency must, of 
necessity, be the same. 

Such local currency loans to private industry provide an added source of 
capital in a wide-world tight capital market. 

In addition, the use of such local currencies eliminates the exchange risk of 
devaluation which is always present when a direct dollar investment is made 
abroad. Avoidance of this risk alone should be a great encouragement to greater 
industrial development overseas under the guidance of American private 
enterprise. 

With continuing purchase of agricultural commodities under the various 
support programs, and a continuing need for such commodities by foreign coun- 
tries abroad, we have the prospect of a reasonably steady flow of funds in 
local currencies for both public and private investment overseas. With such a 
plan, Congress could report to its constituents that foreign aid programs are of 
direct benefit to both the agricultural and industrial sectors of the American 
economy. 

From the standpoint of the overseas country involved in such a program, 
it will bring to it a more rapid influx of American know-how; a greater willing- 
ness of Americans to invest ; more jobs and a corresponding increase in local pur- 
chasing power; greater skills to local populations; and a demand for collateral 
services and activities will create additional local investment, business activity, 
and jobs. These are the foundation stones of both economic and political 
stability. 

In consequence, let us bring these elements together into an orderly con- 
clusion. 

The demand for a better way of life is expressing itself vigorously throughout 
the world. The resultant demand for goods and services is exhausting the sav- 
ings of the advanced nations and is creating a worldwide capital shortage with 
increasing interest rates. The opportunities thus offered to investors in the 
more advanced nations make less attractive the development of more primitive 
areas. 

The Congress has created a plan through Public Law 480 which could well 
generate a pool of local currencies of perhaps $1 billion per year. In these 
ciremustances, is the time not ripe for the American Government and American 
private enterprise to combine these local currency resources and dollar funds 
available through a bona fide, nonmilitary, economic foreign-aid program? Such 
a program could carry to both the older, more advanced nations as well as to 
the hundreds of million of people in the relatively primitive new nations an 
effective public and private development program including local production and 
employment of a type best suited to each particular economy, leading to more 
earning power, consumption, economic and political stability, and a better way 
of life. 

Through such a joint effort, the Congress and the administration can enlist 
all the American genius for organization, financing, production, distribution, 
personnel training and development, and can apply it in the most enduring fashion 
through enterprises in which Americans and local nationals are working together 
under normal, commercial incentives. 

I believe, gentlemen, that the organization of such a program can be one of 
the most effective secret weapons of the United States in winning the cold war 
or maintaining the peace. Organization of such a program on a basis which is 
equitable to both the Americans and the businessmen and workers of the country 
in which each project may be undertaken, is one of the greatest challenges which 
American industry ever has had the opportunity to accept. 


MUTUAL SECURITY ACT OF 1957 715 


I commend to you the thought that the new dimensions in American foreign 
operations—the experience we have had already in organizing for production 
and distribution abroad has prepared us, as businessmen and free enterprisers, 
to carry our part of the responsibility for the success of such a joint program. 

Senator Futsrieut (presiding). Thank you, Mr. Chairman. 

The next witness is David McCord Wright, professor of economics 
and political science, McGill University, Montreal, Canada. 


STATEMENT OF DAVID McCORD WRIGHT, PROFESSOR OF ECONOMICS 
AND POLITICAL SCIENCE, McGILL UNIVERSITY, MONTREAL, 
CANADA 


Mr. Wricut. I am David McCord Wright, of McGill University. 

I would like to make a statement on general policy. It seems to me 
the committee should be thinking as much in terms of policy as in 
terms of the size of appropriations. 

Neither world peace nor higher living standards can be bought, I 
submit, like potatoes from a grocery. Appropriating money for aid 
or information does not mean “buying” that much peace or plenty for 
underdeveloped countries, or understanding, on a dollar-for-dollar 
basis. 

In other words, the problem is not simply: bigger aid appropria- 
tion—more peace. Aid, for instance, can be swallowed up by the re- 
ceiving country in grandiose but abortive schemes, or administration 
costs, leaving the masses as poor and as bitter as before. 


TEST OF AN INFORMATION PROGRAM 


Even when their economic condition is improved, if understanding 
is lacking, hatred of the United States may actually be increased by 
aid. The test of an information program is not the bulk of material 
distributed, but how effectively it meets the challenge of Marxism. 
Does it clarify not merely the world’s but our own thinking ? 

Let me state the essence of my point: If you think I owe you 
$10,000, and if I stop you on the corner and graciously give you $50, 
will that automatically make you love me? Or will it not, rather, make 
you even more determined to get back the other $9,950 you think is 
still owing to you? 

But to millions of people all over the world, the wealth of North 
America is “swindled” from them. This conclusion follows directly 
from Marxist thought—I say “Marxist,” not “Communist,” and 
Marxism is a much bigger thing than communism. Millions who are 
not Communists, who are, indeed, sincerely anti-Communist, still 
believe Marx’s economic teaching to be correct. 

They think that if profits are higher, wages must go lower; that if a 
man gets rich, someone else must get poor; that if a nation gets richer, 
some other nation must have gotten poorer. 

Our propaganda never adequately tackles Marxism on this basic 
scientific level. Indeed, our slackness on this basic scientific level has 
led many of the intellectuals who are not Communists, of the under- 
developed countries, to think Marxism is science. And it is among 
the intellectuals that the most explosive elements are found. 

Likewise, concerning development, the Russians—and many non- 
Communists—teach that North America can afford our decentralized 
free economy only because we are already so rich. A poor country, 
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they say, needs centralized despotism to develop, which is taken 
seriously. Yet we never adequately appeal to the long historic record 
showing how much more efficient, over the long pull, the apparently 
wasteful competitive economy can be in getting growth. 

Not only in our economic thinking, but in our foreign policy 
thinking, I submit, we are too much swayed by unthought-out labels. 
“Exploitation,” for example, is a real thing, but the Marxist tries 
to spread the label to cover all private property. 


COLONTALISM 


“Colonialism” is a real thing, but some Americans seem to be in 
danger of using the word to cover anything ever done by those 
unfortunate countries that have spread the values of democracy and 
progress all around the world. 

ertain things, however, have to be done by somebody to pre- 
serve world peace and protect the chance for free development. 
Many of these things have been done in the past by England and 
other European countries. We, I think, are inheriting their re- 
sponsibility, and if we condemn all they have done in the past and 
then find ourselves forced to take similar action, have we not tied 
our own hands? 

Would it not be more intelligent, as well as more constructive, to 
try to point out to the ex-colonial peoples how much was accom- 
plished for their good during the colonial period? When they ap- 
peal to the values of democracy, opportunity, economic growth, are 
they not often witnessing to the contributions of colonial occupa- 
Son! ae where else did those values largely come from if not 

uro 

Colonialism could be, I think, as great a source of dangerous mis- 
understanding in the present crisis as the treatment of the Com- 
munists in China as agrarian reformers was during that crisis. 


FAILURE TO TAKE ON MARXISM AT BASIC LEVEL 


Our failure to take on Marxism at a basic level leads to one other 
widespread confusion. Many people think that because the Rus- 
sian economy and government is a long way from the ideal of 
“stateless” communism, that means they Shave abandoned the aims 
of communism and can now become peaceful neighbors. 

This conclusion is quite unproved. Lenin specifically speaks of 
an indefinite interim period in which “anything goes.” And, even 
if Russia were to forsake Leninism, we must not forget that the 
French Revolution was followed by Napoleon, or Schumpeter’s pre- 
diction, in 1947, that after 10 years the Red army would be in- 
creasingly hard to keep from action. 

The situation is, therefore, I personally feel, getting tenser, not 
better. The Russians, it seems to me on the basis of Marxist-Leninist 
thought, have given us not one scrap of evidence that they are less 
eager for world conquest, or that we can trust them, or that we can 
believe anything they say. 

Nevertheless, this conclusion does not, I believe, warrant our being 
stampeded into all-out appropriations for aid or for propaganda. 
We can’t ae all the world’s wants, and for one friend tem- 
porarily made by gifts, a dozen others, disappointed, may become 
enemies. 








4 © peeve 


co 


ct @& 


wyAD AD 


~~ 


jw oO 


c 
t 
t 
k 
a 





MUTUAL SECURITY ACT OF 1957 717 


What we really have that is constructive to give the world is not 
so much handouts, which may be wasted, or even technical skills, 
but knowledge of the political and social requirements for continued 
free economic development. But this, too, is not so much a function 
of the size of the propaganda payroll as, within limits, the depth 
of its thought. 

In other words, foreign aid and information are both weapons; 
they are not the only weapons. In using them, they must be bal- 
anced against the alternatives available, the dangers of disorganiza- 
tion of the American economy. 

The Cuamman. Thank you very much, Professor Wright. It is 
a very interesting statement. 

Mr. Huber F. Klemme, executive secretary of the commission on 
Christian social action, Evangelical and Reformed Church. 

Mr. Klemme also speaks for the Council for Social Action of the 
Congregational Christian Churches. 


STATEMENT OF HUBER F. KLEMME, EXECUTIVE SECRETARY, COM- 
MISSION ON CHRISTIAN SOCIAL ACTION, EVANGELICAL AND 
REFORMED CHURCH; ALSO REPRESENTING COUNCIL FOR SOCIAL 
ACTION OF THE CONGREGATIONAL CHRISTIAN CHURCHES; AC- 
COMPANIED BY FRANK KETCHAM, WASHINGTON COUNSEL, 
COUNCIL FOR SOCIAL ACTION, CONGREGATIONAL CHRISTIAN 
CHURCHES 


Mr. Kreme. I am accompanied by Mr. Frank Ketcham, who is 
Washington counsel for the Council for Social Action of the Congre- 
gational Christian Churches and other denominations. 

My name is Huber F. Klemme. I ama minister of the Evangelical 
and Reformed Church, and executive secretary of its commission on 
Christian social action. The commission is a body of 12 persons 
elected by the general synod of the church to study the bearing of 
Christian faith upon the social, economic, and political life of the 
Nation. Our offices are at 2969 West 25th Street, Cleveland 13, Ohio. 

It is also, as you stated, my privilege to express the concern of the 
Council for Social Action of the Congregational Christian Churches. 

We are especially interested in the recommendations concerning the 
economic-assistance aspects of the proposed Mutual Security Act. 
My testimony is based on actions of the general synod of the Evangeli- 
cal and Reformed Church and the general council of the Congrega- 
tion Christian Churches, which bodies anticipate uniting on June 25 
to form a denomination of some 2 million communicant members, to 
be called the United Church of Christ. Relevant resolutions are 
appended to this statement. 


USE RESOURCES TO ASSIST OTHER PEOPLES 


As Christians, the members of our churches hold in common with 
many other religious groups the conviction that men are responsible to 
God, and that nations no less than individuals are thus accountable. 
The general synod of the Evangelical and Reformed Church in Sep- 
tember 1956 stated: 

We acknowledge that our rich endowment of natural resources and human 
skills imposes upon our Nation the obligation of stewardship, and that this 
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stewardship involves such use of those gifts as will not only benefit all our 
people but also assist other peoples to a higher standard of living. 

In the same tenor the general council of the Congregational Christ- 
ian Churches last June said: 

It is the particular responsibility of the nations that are strong to help bear 
the burdens of those that are weak. 

Because of this conviction, the members of our churches have wel- 
comed the programs of technical cooperation and economic assistance 
which have been projected by the United States Government through 
the United Nations and through extensive bilateral agreements. 

Such aid goes far to free the people of the underdeveloped areas 
not only from the evils of hunger, illiteracy, and disease, but also 
from the sense of injustica and despair which breeds instability, 
hostility, and susceptibility to destructive ideologies. 


ECONOMIC AID IN NATIONAL INTEREST 


We, therefore, consider economic aid as being, in the best sense of 
the word, in the national interest. We are grateful that it has been 
recognized as an established part of our international policy. 

At the same time, many informed and concerned members of our 
churches share with us the conviction that the time has come when 
our international economic policy must be freed of some of the 
limitations and misunderstandings which have handicapped it. 

For example, our economic assistance programs should not be re- 

arded as merely a weapon in the cold war. We are well aware of 
the importance of providing adequately for the security of the nations 
that seek to preserve their freedom against Communist aggression 
and subversion. 

Yet we would be guilty of gross oversimplification if we were to 
assume that the Soviets represent the only problem in our world. Un- 
less we recognize and satisfy what has been called “the revolution of 
rising expectations” among the hitherto underdeveloped and non-self- 
governing peoples of the world, we shall neither have peace nor de- 
serve it. 

Furthermore, apart from a statesmanlike and creative program of 
economic cooperation, even our efforts to combat communism are sterile 
and self-defeating. Nothing is less likely to win the uncommitted to 
an appreciation and respect for the institutions and principles we 
value than a display of our superior wealth and power. 

This is especially offensive if we do not take stronger measures to 
help them to raise their level of economic and social well-being. 

I think this point was well made by Dr. Alford Carleton in his 
testimony this afternoon. 


POLICY BEHIND LOANS 


Again, while continuing where necessary to undergird those nations 
with which we have alliances and treaty agreements, we should avoid 
making loans and grants for development contingent upon such al- 
liances or upon support of the policies of the United States in inter- 
national relations. 

We commend our own interests best when we treat borrowing or re- 
ceiving nations with respect, as equals capable of making up their own 
minds about their economic institutions or their foreign policies. 
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LONG-RANGE PROGRAM 


Then, too, we share the belief of those students of our foreign 
aid program who have concluded that the time has come to increase 
this program, both in terms of time and in terms of size. The effort 

required to bring over a billion people up to even a modest standard 
of physical suffici iency, dignity, and knowledge, is great; and it will 
not achieve its goal very quickly. 

We therefore favor a long-range program, which will make ade- 
quate funds available over a longer period of time. This would be 
economy in the true sense of the word as most effective and least 
wasteful. 

While rightly subject to regular review by the Congress, a moral 
commitment to make a signific: ant sum available for 10 or 20 years 
would head off many of the frustrations and mistakes which threaten 
a year-to-year approach. And there would be time to lay the founda- 
tions for sound economic development. 


AID THROUGH UNITED NATIONS 


Finally, it is our hope that ways may be devised of channeling in- 
creasing sums through the United Nations and other international 
agencies. Such a procedure would not only strengthen these organs of 
the world community, but would help allay fear and suspicion of 
America’s motives in offering its economic resources for the building 
up of a more stable world. 

We appreciate the opportunity to record these views, and re- 
spectfully hope that this committee will have them in mind as it 
frames the legislation which will give effect to the Nation’s con- 
science and its sense of brotherhood. 

Excerpts from statements by these bodies are attached for the 
record. 

Senator SparKMAN (presiding). Thank you, Mr. Klemme. We ap- 
preciate your appearance and your st: atement. 

(The statements referred to are as follows :) 


Excerpts FrRoM THE SOcIAL RESOLUTIONS OF THE GENERAL COUNCIL OF THE 
CONGREGATIONAL CHRISTIAN CHURCHES, JUNE 1956 


“National wealth and power are not an occasion for pride or self-indulgence 
but are to be used in the service of human welfare, both within and beyond 
the nation * * * 

“It is the particular responsibility of the nations that are strong to help bear 
the burdens of those are are weak” (International Affairs; p. 10). 

“The armed strength of the United States and of the free world, while appar- 
ently essential in existing circumstances, is only a partial and negative defense 
of the free way of life. A stronger and more lasting defense lies in the vig- 
orous and sustained use of American political, economic, and moral resources 
to help weaker countries develop their social institutions. 

“Not primarily as a way of defeating communism, but as a way of serving 
human life and of meeting its moral responsibility, the United States should 
support a larger program of economic and technical aid to Asia, Africa, the 
Middle East, Latin America, and other parts of the world where it is needed. 
This should be done through both American governmental and private agencies 
and, in much larger proportion than now, through the United Nations. We do 
not believe the United States can afford to postpane this larger program until 
the increased cost can be met by savings from disarmament. As a means of 
assisting economic development in the underdeveloped areas, our country should 
join in a multilateral program of economic development through the United 
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Nations, such as the Special United Nations Fund for Economic Development, 
SUNFED” (International Affairs; 2 and 3 p. 11). 


Excerpts FroM THE ACTS AND PROCEEDINGS OF THE GENERAL SYNOD OF THE 1 
EVANGELICAL AND REFORMED CHURCH SEPTEMBER 1956 


“We acknowledge that our rich endowment of natural resources and human ‘ 
skills imposes upon our Nation the obligation of stewardship and that this stew- 
ardship involves such use of those gifts as will not only benefit all our people 
but also assist other peoples to a higher standard of living” (p. 333). 

“General Synod, aware of the plenty we enjoy and the great need existing in 
many other parts of the world, believes that it would be both morally wrong 
and disastrous for the future of our Nation to refuse to recognize the obliga- 
tions our wealth and others’ poverty impose. Therefore, General Synod encour- 
ages our Government (1) to undertake an expanded long-range program of 
technical assistance and economic development; (2) to provide more generous 
appropriations to the technical asistance programs of the United Nations; and 
(3) to take the lead in the creation of a special fund for economic development 
under the auspices of the United Nations” (p. 334). 


~~ Tr teow 


Excerpt From A STATEMENT BY THE COMMISSION ON CHRISTIAN SocraL ACTION 
OF THE EVANGELICAL AND REFORMED CHURCH FEBRUARY 4, 1955 


“On the one hand, the sharing of knowledge, the training of persons in medi- 
eal, educational, agricultural, industrial, and administrative skills, and the in- 
vestment of funds for projects that will raise the standard of living is of perma- 
nent benefit to the less developed nations. It serves to relieve these peoples not 
only from needless hunger and suffering, ignorance, and disease, but also from 
the despair and rankling sense of injustice which breeds instability, hostility 
toward the more favored peoples, and a receptivity to destructive ideologies. 
Technical assistance spells dignity and hope for millions of potential bene 
ficiaries. 

“On the other hand, the sharing of our resources through technical assistance 
and economic development has profound value for a nation like our own. It 
affords a practical outlet for our historic belief in the basic dignity of all men 
and their right to enjoy the blessing of this world. It means that positive help- 
fulness, even more than the deterrent power of our arms, may become the sym- a 
bol of our mission in the world. Technical assistance is therefore for us, in the 
best sense of the word, in the national interest.” \ 


Senator SparKMAN. The next witness will be Mr. Edward F. 
Snyder, legislative secretary, Friends Committee on National Legis- 
lation. 


STATEMENT OF EDWARD F. SNYDER, LEGISLATIVE SECRETARY, 
FRIENDS COMMITTEE ON NATIONAL LEGISLATION 
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Mr. Snyper. Thank you, Senator Sparkman. 

With your permission, I would like to file the statement which has 
been prepared, and just highlight it in the few minutes at my disposal. 

I wish to express the support of the Friends Committee on National 
Legislation for those programs in the mutual security bill for technical 
assistance, the development loan fund, refugee and children’s relief, 
atoms-for-peace, and malaria eradication. 


~~ 
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CLARIFICATION OF MOTIVES AND OBJECTIVES 


We continue to believe that the motives and objectives of this pro- h 
gram should be further clarified, and we would favor further efforts q 
to differentiate between the military aid, which accounts for over 75 a 
percent of the mutual security program, and the nonmilitary aid t 


program. 
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The motives for these two programs are not, in our view, the same. 
The former is a part of military strategy in the cold war against com- 
munism. The latter is, or should result { rom, a humanitarian, coopera- 
tive concern for people everywhere, which benefits the United States 
as well as the recipient nations. 

When all aid is viewed as a part of the cold-war strategy, even our 
most generous acts are suspect. Indeed, the very existence of a sub- 
stantial foreign military aid program may be detrimental to the full 
and understanding acceptance of nonmilitary United States assistance. 


MILITARY AID PROGRAM 


I would like to call your attention to the last four pages attached 
to our statement, which contain quotations from the studies and report 
of the Special Committee To Study the Foreign Aid Program, which 
‘aise questions concerning the military aid program, such questions as 
to whether military assistance is aiding totalitarianism when it is 
given to undemocratic regimes; and whether it does not, in fact, slow 
down economic development; and may be diverted to uses other than 
are contemplated by our Government; and that it may have an adverse 
psychological impact; and that it may result in the benefiting of a 
particular ruling class in the country rather than the people. 

Senator SparkMAN. Mr. Snyder, I notice in a couple of places, 3 or 
4 places, you refer to the “final report” of the special committee. 

Mr. Snyper. That is right, Senator Sparkman. 

In that final report, the special committee recommended that mili- 
tary aid not be given a permanent legislative authorization; in other 
words, that it should be kept open for review. And we note that the 
administration bill asks for a permanent legislative authorization. 

In our view, in view of the questions which have been raised, that 
would be unwise. 

We have felt that the United States foreign-assistance program 
should be motivated by a deep concern for people, 1 ‘ather than by the 
foreign policy of some other nation; that emphasis should be placed 
upon a cooperative international effort to raise the standards of living 

of all in an increasingly interdependent world community. 

The general welfare is the concern of each of the community mem- 
bers. It should be recognized that such a program is not only in the 
national interest of the United States, but also a part of our Christian 
responsibility. 

PROGRAMS OF UNITED NATIONS 


We feel that the programs of the United Nations are especially in 
line with this thought, and we would like to express our specially 
strong support for the United Nations refugee fund, for the United 
Nations children’s fund, and for the U. N. expanded technical-assist- 
ance program. 

If I might comment just very briefly on the latter: It would be our 
hope that this committee would agree with the administration re- 
quest that the full amount be given for the U. N. expanded technical- 
assistance program of $15.5 million, and that the 3314 percent limita- 
tion which was adopted last year should not ve renewed. 

We understand that $15.5 million for the U. N. technical assistance 
program would be the same amount as our coneriietion last year. It 
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would be about 45 percent of the program rather than 50 percent. 

We have also felt that perhaps the rigid percentage limitations which 
have governed United States contributions to international organi- 
zations might more properly be based on a number of other factors, 
including the recognized need for all members to contribute to the 
U.N., the difference between the regular program and the special funds, 
historical development and special interest in certain programs, and 
the contribution of recipient governments to local projects. 

Probably the most important factor in determining the level of 
United States contributions to U. N. programs should be the ability 
to pay, in which national income, needs, and capacities would be 
considered. 

In this country, we have found the ability-to-pay test to be the 
most equitable method by which to support activities of benefit to all. 
If such a measure were to be adopted, we understand that the United 
States would be contributing from 40 to 45 percent of the cost of the 
United Nations programs. 

If this amount seems large, it might be well to reflect on its signif- 
icance, and give thanks that by chance of birth we live in the 
wealthiest nation in the world, and not in one of the many countries 
where the per capita income is less than $100 a year. 


BASIS FOR UNITED STATES CONTRIBUTION 


Senator Lone. Could I ask upon what basis you feel that 40 percent 
should be the proper contribution of this Nation? How do you 
arrive at that? You say on the basis of income. Do you think in 
terms of income with certain exemptions, or overall income? 

Mr. Snyper. I realize this is a very inexact subject, Senator Long. 
I have heard it said that if the United States income and ability to 

ay is compared with the rest of the world, we have a percentage of 

tween 40 and 45 percent. And I realize that if you take into account 
one set of factors, you would arrive at perhaps a considerable varia- 
tion in that figure. 

I do not know the precise factors which were taken into considera- 
tion. I think it had to do with income, with the capabilities, the 
resources of the country, and of the needs which that country has to 
meet. 

Senator Lona. Yes. 

Well, the thing I was thinking of was just the fact that in this coun- 
try we tax with regard to ability to pay with our income tax, let us 
say. Now, that means that a man with a wife and 2 children making 
$200 a month does not pay any income tax at all; while a man who 
is making substantially more income than that might pay a very heavy 
income tax. And I just wondered whether, in arriving at a 40-percent 
figure, someone was thinking in terms of exemptions in incomes, over 
and beyond those exemptions, or whether they were thinking in terms 
of a flat percentage of overall income. 

Mr. Snyper. Well, I am not sure, Senator. I would think that cer- 
tainly it should be realistic, and recognize the liabilities that certain 
nations may have. But in our view, every nation should contribute 
at least something to these U. N. programs if they are members of 
the United Nations. 
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In view of the widespread discussion concerning the percentage of 
the total United Nations program which the United States should 
contribute, we would respectfully suggest that it would be extremely 
helpful for the Foreign Relations Committee or some other committee 
to review the situation fully, and perhaps come up with some guiding 
principles which could govern our contributions to international or- 
ganizations. 

At the present time, there is a general level of 3314 percent, but 
some are a good deal higher and a great many are a good deal lower, 
and there seems to be a general tendency to drive it down even below 
334. 

Senator Lone. There is this to be said, that we do not seek much 
assistance from the United Nations agencies, do we? I mean, our 
contributions that go to support the United Nations activities, both 
the activities of the General Assembly and the others, also these agen- 
cies, pay for services in other countries. We do not get our money 
back in this country as we do in other agencies. 

Other countries are less dev eloped countries, and should get a 
greater amount back. Do you have any idea what portion comes back 
to this country / 


BENEFITS DERIVED FROM CONTRIBUTIONS 


Mr. Snyper. I know we, having such great wealth, our needs are 
not so great, and we take care of ourselves. I think it has to be 
judged in other than monetary terms, that there are benefits to our 
country in terms of creating stable governments and sound democratic 
governments around the world which cannot be measured in terms 
of dollars, but still are very important, and give us our money’s 
worth. 

Senator Lona. It would seem to me there are two things to keep in 
mind: (1) What is a fair contribution from this country, and how 
it is going to be arrived at; and (2), what it will contribute insofar 
as it relates to economic development or assistance to various and 
sundry groups. 

We do not expect any of that to be brought back into the United 
States; it is all for the benefit of the other fellow, not our benefit. 

Mr. Snyper. Well, the economists have pointed out that over the 
long run, the economically highly developed nations are our best. cus- 
tomers. So in the long run, economic development is going to have 
monetary returns and substantial monetary returns for this country. 

That ¢ completes my statement, Senator Sparkman. 

Senator Sparkman. Thank you, Mr. Snyder. 

(Mr. Snyder’s prepared statement is as follows :) 


STATEMENT OF Epwarp F. SNYDER, OF THE FRIENDS COMMITTEE ON NATIONAL 
LEGISLATION 


My name is Edward F. Snyder. I am legislative secretary of the Friends 
Committee on National Legislation, 104 C Street NE., Washington 2, D. C., an 
organization which seeks to represent many of the concerns of Friends, but which 
does not claim to speak for the whole Religious Society of Friends, whose demo- 
cratic organization does not lend itself to official spokesmen. 

I wish to express our support for those programs in the mutual security bill 
for technical assistance, the Development Loan Fund, _ refugee and children’s 
relief, atoms for peace and malaria eradication. 
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Much has been said and written in the past year about the foreign-aid program. 
The studies and report of the Foreign Relations Committee have played a major 
part in increasing public understanding of this important aspect of United States 
foreign policy, but much still remains to be thought through concerning our 
fundamental reasons for engaging in this effort. 

1, The motives and objectives of this program must be further clarified. 

We favor further efforts to differentiate between military aid which accounts 
for over 75 percent of the mutual security programs and the nonmilitary aid 
program. The motives for these two programs are not in our view the same. 
The former is a part of military strategy in the cold war against communism. 
The latter is, or should result from, a humanitarian, cooperative concern for 
people eveywhere which benefits the United States as well as the recipient 
nations. When all aid is viewed as a part of the cold-war strategy even our most 
generous acts are suspect. Indeed, the very existence of a substantial foreign 
military aid program may be detrimental to full acceptance and understanding 
of nonmilitary United States assistance. The quotations from the report and 
studies of the Special Senate Committee To Study the Foreign Aid Program, set 
forth at the end of this statement, indicate the aims of the military aid and 
the nonmilitary aid programs are often inconsistent and many times are in 
direct conflict. 

The statement of policy of the Friends Committee on National Legislation 
states : 

“The United States foreign assistance program should be motivated by a deep 
concern for people, rather than by the foreign policy of some other nation. 
Emphasis should be placed upon a cooperative international effort to raise the 
standard of living of all. In an increasingly interdependent world community 
the general welfare is the concern of each of the community’s members. It 
should be recognized that such a program is not only in the national interest 
of the United States, but also a part of our Christian responsibility.” 

We are happy to note that the declaration of purpose of the proposed 
Development Loan Fund states: “The Congress accordingly reaffirms that it is 
the policy of the United States, and declares it to be the purpose of this title, to 
assist, on a basis of self-help and mutual cooperation, the efforts of free peoples 
to develop their economic resources, increase their production capabilities, and 
raise their standards of living.” ‘This proposed fund and the proposed continu- 
ing authorization for the United States technical assistance program realistically 
recognize that economic development is a continuing world need and that a long- 
range program is most economical in planning and execution. 

The United Nations programs offer one of the best channels for self-help and 
mutual cooperation, and have a number of advantages over bilateral programs. 
In our view, the United States should increase its foreign economic assistance 
efforts through the United Nations. At present the United States spends 10 
times as much on bilateral technical assistance as it does through the United 
Nations expanded technical assistance program. No funds for economic de- 
velopment are channeled through United Nations programs. 

2. We wholeheartedly support the President’s request of $15.5 million for the 
United Nations expanded technical assistance program. 

This relatively modest sum in terms of our total budget will enable this valuable 
program to continue to operate effectively. It would be extremely unfortunate if 
the United States contribution should be limited to 3314 percent of the UNETAP 
program, as proposed by Congress last year, rather than the 45 percent proposed 
by President Eisenhower. 

While the figure of 3314 percent has been the level of United States contribution 
for general activities of the United Nations for several years, some programs 
receive much less than that amount from the United States, some much more. 
The view is being expressed now by some that even the general one-third level 
is too high. 

Instead of a rigid percentage limitation, United States contributions to inter- 
national organizations might more properly be based upon a number of factors 
including the recognized need for all member nations to contribute to United 
Nations programs, the difference between regular programs and special funds, 
the historical development and special interest in certain programs, and the 
contribution of the recipient governments to the local costs of the project. 

Probably the most important factor in determining the level of United States 
contributions to United Nations programs should be the ability to pay, in which 
national income, needs and capacities would be considered. In this country we 
have found the ability-to-pay test to be the most equitable method on which 
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to base support of activities of benefit to all. If such a measure were to be 
adopted, we understand that the United States would be contributing from 40 to 
45 percent of the cost of all United Nations programs. If this amount seems large, 
it might be well to reflect on its significance and give thanks that by chance of 
birth we live in the wealthiest Nation in the world and not in one of the many 
countries of the world where the per capita income is less than $100 a year and 
where hunger, disease, illiteracy and deprivation are the common lot of so many 
inthe human family. Our greater privileges are matched by our greater responsi- 
bilities. We have a positive obligation to share with others that which a gracious 
God has so abundantly given us. 

In view of the widespread discussion concerning the percentage of the toal 
United Nations program which the United States should contribute, it might 
be extremely helpful for the Foreign Relations Committee or some other com- 
mittee of the Congress to review the situation fully, in an attempt to arrive 
at some guiding principles. 

3. United Nations Refugee Fund (UNREF) should be supported. 

The Second World War which ended more than 10 years ago is just a memory 
for most, but for a considerable number of refugee men, women, and children, 
estimated now to number about 200,000, including approximately 50,000 in 
camps, it is still a bitter, living reality. 

The United Nations Refugee Fund, established as a result of General Assembly 
action on October 21, 1954, and carried out under the direction of the United 
Nations High Commissioner for Refugees, hopes to find a permanent solution 
to this pressing problem through a number of programs. Emigration of refugees 
is promoted where possible. A variety of programs are in operation to help 
refugees integrate into their present country of residence. Emergency assistance 
is also provided for the destitute, the sick, the aged, and those in transit. The 
UNREF program supplements the United States escapee program and the work 
of the Intergovernmental Committee on European Migration. 

This is the third year of an expected 4-year, $16 million program, and the 
United States is asked to contribute $2,233,000, which would cover the second 
half of 1957 and all of 1958 and complete the United States contribution to the 
4-year program. We urge this committee and the Congress to approve this 
request. The full amount would appear necessary if the 4-year goal is to 
be met. 

We in this country escaped most of the ravages of the last war and because 
of distance we have, unlike many European countries, even escaped having the 
refugee problem thrust upon us in a major way. We should do all in our power 
to aid in finding a permanent solution to this problem which will lift these 
people out of the despair which they now suffer. 

Mrs. Virginia Gray has already very ably stated our strong and continuing 
support of the U. N. Children’s Fund. 

4, The foreign military assistance program should not be permanently author- 
ized. This program should be reconsidered to determine whether it is in 
conflict with more fundamental United States policies. 

Running like a thread through many of the reports submitted to the Special 
Committee To Study the Foreign Aid Program are questions concerning the 
military assistance program. A few of these statements are gathered on fol- 
lowing pages. 

Taken together they certainly seem to indicate the lack of wisdom of authoriz- 
ing this program for the indefinite future as has been requested. We note that 
the Special Committee To Study the Foreign Aid Program has recommended 
against any present action to provide a permanent legislative authorization for 
appropriations for military aid. 


SoME QUOTATIONS FROM THE REPORT AND STUDIES OF THE SPECIAL SENATE Com- 
MITTEE To Stupy THE FOREIGN AID PROGRAM RAISING QUESTIONS CONCERNING 
Minirary Arp 


MILITARY ASSISTANCE AS AIDING TOTALITARIANISM 


“It is nevertheless important to be fully cognizant of the limitations on the 
effectiveness of military aid in situations where the recipient is an authoritarian 
regime, a caudillo-type one-man government, or a military dictatorship. It 
matters not that we have no intention for the grant of aid to constitute a seal of 
approval on the government in power. What does matter is the interpretation 
put on our action by the people of the recipient country, and by the community of 
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democratic nations, especially those that are near neighbors of the dictatorial 
regime. Especially as regards their own publics, dictatorships often show real 
imagination in exploiting American assistance as evidence of full United States 
approbation. 

“The implications of military aid in this situation are a great deal more serious 
than would be the implications of economic or technical aid. The act of ‘stand- 
ing up and being counted’ which military aid requires, and which makes neutral 
countries refuse that aid, works in reverse for the local strong man. From mili- 
tary aid, he and his government get an identification with the United States; the 
dictator can take countless opportunities to impress his people with the ‘fact’ of 
American backing. But apart from the propaganda value the regime is able to 
extract from military assistance, the people are reminded, whenever they see 
American equipment, of the internal impact of United States assistance. For 
the-planners in Washington, the half dozen light tanks or propeller-driven fighter 
planes, the obsolete field pieces and well-used Army 6-by-6’s, supplied by the 
United States, may have some slight meaning in overall defense strategies; or 
they may have been used in bargaining tools in negotiations over base rights. To 
the people in certain recipient countries, they are instruments that entrench the 
ruler in power and make his removal that much more difficult”—(The Military 
Assistance Program of the United States—Institute of War and Peace Studies 
of Columbia University, p. 72). 


MILITARY ASSISTANCE AS SLOWING DOWN ECONOMIC DEVELOPMENT 


“Finally, it has been noted in this inquiry that the creation of military estab- 
lishments through military aid beyond the capacity of less developed countries 
to maintain out of their own resources stimulates demands on this country for 
additional nonmilitary aid for their economies and in some cases retards their 
economic development” (Final report, p. 12). 

“One wonders also whether it is not possible that existing military aid objec- 
tives in Turkey may partially run counter to existing nonmilitary aid objectives: 
whether Turkey can fulfill present military objectives and at the same time 
achieve a stable and expanding economy. One could envisage a situation, I do 
not say that it exists now, where Turkey’s military effort plus United States 
military aid might be working against the United States purely economic objec- 
tives in Turkey” (Greece, Turkey, and Iran—Norman Armour, p. 7). 

“If Greece were not spending $130 million annually on military expenses, it 
would probably allocate part of that figure to economic development—to indus- 
trial expansion, water development, reclamation, and agricultural production. 
The United States mission felt, I think, that Greece’s military expenses were 
not a seriously negative factor in Greece’s economy, so long as United States 
assistance is available. But I am inclined to feel that this particular question 
needs further study. For in the end, United States military aid objectives for 
Greece and NATO force goals and requirements will not be realized or will be 
self-defeating if, at the same time, the Greek economy is weakened or its de- 
velopment deterred as a resulte. One wonders to what extent these economic 
factors are sufficiently considered at the time that force goals and military re- 
quirements are established by NATO” (Greece, Turkey, and L[ran—Norman 
Armour, p. 21). 

“Moreover, in the treaty areas (notably, Korea, Vietnam, Taiwan, and Paki- 
stan) the conditions under which this [military support] aid was granted—link- 
ed as it was to the maintenance of military forces much larger than could be sup- 
ported by the enonomies of these countries—diverted energy, administrative 
talent, and resources away from the tasks of long-term economic develop- 
ment * * *,” 

“On the other hand, it is equally clear that the attempt of an underdeveloped 
country to maintain an excessively large military establishment can be a serious 
handicap to economic development. Under such conditions limited resources are 
diverted from investment and the inflationary pressures which result cannot 
be checked by increased production. Any large defense budget is bound in some 
degree to conflict with the goals of a development program by diverting re- 
sources to military purposes which could otherwise be used for developmental 
investment” (The Objectives of United States Economic Assistance Programs— 
Center for International Studies, MIT, pp. 13, 29.) 

“The impact of military buildup on the economic life of a country has been a 
recurrent theme through these pages. In order to avoid certain undesirable or 
damaging consequences of the military program, it often proves necessary to com- 
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plement military aid with other carefully coordinated American assistance pro- 
grams. Thus we can accomplish less within an overall foreign aid figure set by 
the Congress than would be the case if some part of those funds were not 
required ‘to cover the damages,’ as it were, occasioned by the military program” 
(The Military Assistance Program of the United States—Institute of War and 
Peace Studies of Columbia University, p. 69). 


POSSIBILITY OF DIVERTING MILITARY AID TO USES OTHER THAN CONTEMPLATED 


“Tt has also been brought to the committee’s attention that military aid in- 
tended for defense against Communist aggression may act inadvertently to 
stimulate rivalries among non-Communist countries, including those which are 
recipients of aid. The net result may be the development of competitive demands 
for military aid, with consequent unnecessary increases in the cost of the pro- 
gram” (final report, p. 12). 

“It is disconcerting to an American, who considers all-important the Com- 
munist menace, to find officers of a non-Communist country also thinking in 
terms of possible military operations against a neighboring people of the same 
faith. More than one of these nations is using United States funds to build and 
equip armed forces, some of whose officers and men seem to think of their mission 
only in terms of ancient hostilities and rivalries. Communism and Communist 
aggression obviously do not constitute the primary menace, nor provide alone a 
sufficient challenge to motivate current military training programs” (Southeast 
Asia—Clement Johnston, pp. 9-10). 

“Indian statesmen express an aversion to armaments and military alliances as 
more likely to lead to war than to peace. They claim that their own defense 
budget, a drain on scarce resources, has to remain high because of the American 
military aid to Pakistan” (South Asia—Lewis Webster Jones, p. 18). 





ADVERSE PSYCHOLOGICAL IMPACT OF MILITARY AID 


“Most Western European nations have long military traditions and have 
largely succeeded in harmonizing a large military establishment with the insti- 
tutions of parliamentary government, individual freedom, and civilian supremacy. 
* * * But over the long run, the outcome is unpredictable with respect to the 
underdeveloped countries of the Near East, south Asia, and the Far East. Many 
of these nations are newly independent and without experience in keeping large 
armed forces from playing a decisive role in their internal politics. 

“The intention here is not to imply that the countries of Asia will, necessarily 
or for any inherent reason, prove less capable than the advanced nations of the 
West of maintaining military forces in being for long periods. The point is 
to suggest that the situation is full of imponderables. If the size of the forces 
is so large as to bear little relation to the country’s potential, are the economic, 
political, and psychological centers of gravity likely to shift from the civilian 
into the military sector of national life? What are the implications for future 
internal peace and stability of teaching larger numbers of citizens to handle 
small weapons and perhaps accustoming them to eating, dressing, and being 
paid better than they would be if there had been no military aid or if it were 
to stop?” (The Military Assistance Program of the United States—Institute of 
War and Peace Studies of Columbia University, pp. 56-7). 

“The number of American jeeps, American uniforms, American faces, which 
one encounters on the principal streets of the principal cities seems dispropor- 
tionately large to a native population that has an innate mistrust or resentment 
of anything alien or nonnational. 

“No ‘Americans Go Home’ signs have yet appeared and they may not appear 
as the people are both well mannered and grateful, but a marked reduction in 
the numbers and ubiquity of American personnel and in overmeticulous American 
supervision of local operations seems clearly desirable” (Southeast Asia— 
Clement Johnston, pp. 11-12). 

“The underdeveloped countries face a further problem with respect to their 
citizens who have received military training, served their tours, and are then 
released. The critical factor is their successful reabsorption into the civilian 
economy, for the alternative is potentially threatening to political stability and 
internal security. During their army tours these men receive a sort of dual 
conditioning: on the one hand, to appreciate a standard of living frequently 
higher than they enjoyed before (however low the standards in the local armed 
forces might appear by our criteria) ; and, on the other, to handle small arms 
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with facility. Turning loose on the country substantial numbers of men condi- 
tioned in this way may provide numerous potential recruits for armed guerilla 
and bandit gangs” (The Military Assistance Program of the United States— 
Institute of War and Peace Studies of Columbia University, p. 70). 







MILITARY AID AS BENEFITING THE RULING CLASS AGAINST THE PEOPLE 







“United States aid is termed by another respondent as constituting ‘a type of 
intervention in favor of the political party in power and against the “outs”, 
Inevitably, such intervention would worsen relations.” 

“* * * In Thailand arms aid is felt to enhance the power of politicians” 
A ai of private American citizens abroad on the foreign aid program, pp. 5, 

“There is one situation requiring prompt action and immediate correction. 
Conditions which existed at the time may have justified the United States decision 
to support the currencies of Vietnam, Laos, and Cambodia at the arbitrary rate of 
35 piasters or other local currency to the dollar. Today that figure is utterly 
unrealistic, as becomes apparent when we examine the need for monetary reform 
in Vietnam. The added and unnecessary cost to the United States taxpayer is 
approximately $20 million a month. This money is not going into public treas- 
uries ; it is going into private pockets. Of even more importance, the faith of the 
newly freed people of the area in the integrity of democratic government is being 
shaken by the spectacle of the undeserved enrichment of a favored group” 
(Southeast Asia, Clement Johnston, p. 10). 















GENERAL QUESTIONS CONCERNING MILITARY AID 










“The success of the United States aid program from this point on would seem 
to depend not so much upon the number of divisions trained and equipped and 
ready for the field, nor upon the number and diversity of economic aid pro- 
grams, nor upon the impressive totals of United States dollars expended. It 
must rest upon the enduring conviction of the people themselves that United 
States aid was and is offered to help them do the things best calculated to im- 
prove their lot and make their people healthier and happier. To succeed, it 
also must be followed by a permanent, self-sustaining, stable economy” (South- 
east Asia, Clement Johnston, p. 4). 

“The committee urges the President to continue to examine the budgetary 
estimates for military aid for fiscal year 1958 with a view to additional reduc- 
tions. In this connection the committee calls attention to three specific ques- 
tions: (1) The suitability of the level of military aid and the types of arms 
being provided to less developed countries; (2) the possibility that competition 
for arms aid among recipients is adding unduly to the cost of the program; (3) 
the possibility that, in planning foreign aid programs, insufficient consideration 
is given to the impact of arms aid as a factor in generating increased needs for 
supporting aid” (final report, p. 26). 


Senator Futsrient (presiding). Mr. Wallace J. Campbell, Wash- 
ington representative, the Cooperative League of the U.S. A. 


STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON 
OFFICE OF THE COOPERATIVE LEAGUE OF THE U. §. A. 

















Mr. Camrsetu. Thank you. 

Mr. Chairman and members of the committee, I have a statement 
which is a bit longer than the 6 minutes, so I will summarize by 
going through from point to point. 

Senator Futsricut. Your whole statement will be put in the record. 

Mr. Campsetu. Very fine. Thank you. 

The Cooperative League of the U.S. A., a national federation of 
consumer, service, and purchasing cooperatives, is very happy to have 
this opportunity to present to your committee its views on Senate bill 
S. 2130, the Mutual Security Act of 1957, which is now before your 
committee. 
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SUPPORT FOR FOREIGN AID PROGRAM 


The Cooperative League and its member organizations have con- 
sistently held that creation of a constructive program of interna- 
tional economic cooperation is one of the most essential parts of our 
foreign policy. We believe that the funds which are spent in the 
United States foreign- aid program are among the best investments 
made with the taxpayers’ dollar. We all realize that foreign aid 
yrograms cost money, but we are willing to pay our share as an 
investment in a lasting peace. 

The Biennial Congresses of the Cooperative League, the ultimate 
governing body of our organization, has constantly and repeatedly 
urged the continu: ition and expansion of a program of technical 
assistance and economic development as the principal method of 
achieving such a lasting peace. 

On May 21 this year, Murray D. Lincoln, president of the Co- 
operative League of the U. S. A., restated our position in a tele- 
gram to President Eisenhower which reads as follows : 

Your message to the Congress and appeal to the people is heartening to all 
those who believe that America must continue its role of leadership in the 
worldwide war against poverty, malnutrition, and economic instability which 
continue to be the greatest threat to permanent world peace. 

The suggested authorization of 5 percent of the national budget for the 
mutual security program is modest, indeed. The requested $765 million for 
long-range economic and technical assistance, amounting to just over 1 percent 
of the budget, is our soundest foreign investment. It is not only an invest- 
ment in world peace, but leads to creation of higher living standards abroad, 
which can mean greater markets and eventually greater prosperity at home. 

The vast majority of our 13 million family-members wholeheartedly support 
continued American leadership in this most constructive aspect of our foreign 
policy. Economic tools and trained experts are the greatest need of the 1 
billion people in the less-developed areas whose average income is only $100 a 
year. Their choice between a free world and dictatorship can affect our 
future as well as their own. 

We are happy to also place into this record President Eisenhower’s 
reply dated May 24, 1957. 

THE WHITE HOUSE 
WASHINGTON 


Dear Mr. LINCOLN: I deeply appreciate the support you have expressed for 
the mutual security program. In this recognition of the importance of strength- 
ening the saving shield of freedom, you and your associates in the Cooperative 
League of the United States of America give voice to America’s determination 
to stand firmly against the menace of international communism. 

Enactment of the proposed economic and military programs will contribute 
effectively both to our immediate security and to the promotion of peace in the 
world. Thank you for your clear expression of what you regard as being in the 
national interest. 

Sincerely, 
DwicuT D. EISENHOWER. 


We would like to express our general agreement with the provisions 
outlined in S. 2130 now before you and make the following points: 


SEPARATION OF MILITARY AND ECONOMIC AID 


The provision to acknowledge fully the separation of military 
assistance from economic development and technical assistance is ¢ 
measure which we have been advocating for some time. Clarifica- 
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tion on this point should lay to rest many of the fears which have 
been widespread that we are spending billions of dollars in economic 
foreign aid. 

The proposal before you calls roughly for approximately $1.1 billion 
to be used in economic aid, including establishment of a development 
loan fund to shift emphasis of the program to loans instead of grants. 

The military section of the bill before you, providing both Sotenes 
materials and defense support, is responsible for $2.8 billion of the 
suggested $3.9 billion authorization. 


LONG-RANGE PROGRAM 


The bill before you recognizes the need for long-range planning for 
economic assistance and development, realizing the fact that technical 
assistance and development must be carefully planned and consistently 
pursued if they are to achieve results. 

Here in the United States, one of the major reasons for our great 
agricultural production was the establishment of the agricultural 
extension services which extended to the farmers in America the tech- 
nical information developed through our agricultural experiment 
stations and other work of the United States Department of Agri- 
culture. We must take the same long view in providing the technical 
assistance to the underdeveloped countries if we are to achieve lasting 
results. 

DEVELOPMENT LOAN FUND 


The proposed development loan fund, as authorized in S. 2130, 
provides an excellent device to shift a major part of our economic 


aid to loans rather than emergency grants. It will be necessary for 
the immediate future to continue grants in areas where the facilities 
developed do not provide an immediate cash return, but are estab- 
lished to shore up the economy of the underdeveloped country. 

The development loan fund is based on recognition “that pa 


of free peoples in their efforts to further their economic development, 
and thus to strengthen their freedom, is important to the security and 
general welfare of the United States.” 

The capitalization of $500 million is a modest amount to meet 
the needs in this field. We strongly urge that authorization be given 
now for the use of $750 million in fiscal 1959 and an additional $750 
million in fiscal year 1960 in order that there may be a long enough 
period for consistent planning in the use of these development funds. 


THE TECHNICAL ASSISTANCE PROGRAM 


In the overall foreign aid program the amount authorized for tech- 
nical assistance through the United States State Department and 
International Cooperation Administration would total approximately 
$152 million. This is at approximately the same level as the current 
program, and has general public support. 

It is a key part of our effort to help people to help themselves. The 
technical assistance program is not only important as a measure to 
create a higher standard of living in the underdeveloped countries, 
but its long-range importance to the United States economically is 
that it will create important new markets for American products 
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which in the long pull may very well more than offset the total cost 
of the program. 

The 750 million people in the 19 nations which have gained inde- 

endence during and after World War II now produce on the average 
of $100 worth of goods per person per year. This does not provide 
an economic standard high enough to warrant substantial trade with 
the United States. The constant raising of that standard of living 
can create the world’s largest potential market. 


TECHNICAL ASSISTANCE THROUGH UNITED NATIONS 


Technical assistance through the United Nations accounts for an 
authorization of only $15.5 million, or less than four-tenths of 1 per- 
cent of the amount requested under the mutual security program. 
Unfortunately, a rider written into last year’s appropriation would 
cut this figure by one-third, to approximately $10 million—an un- 
warranted and inexcusable cut which would jeopardize our role of 
leadership in the United Nations technical assistance program. 

The $15.5 million requested is to meet our share of a fund of 
roughly $30 million provided on a voluntary basis by 83 nations in 
the United Nations. The funds are to be used for the expanded tech- 
nical assistance programs of the U. N. Food and Agriculture Organi- 
zation, the World Health Organization, the International Labor Or- 
ganization, UNESCO, and the other specialized agencies of the United 
Nations and the technical assistance work of the United Nations 
itself. 

The program of the United Nations and these specialized agen- 
cies has been extremely popular, and the contributions of the member 
nations have been growing year by year. The United States con- 
tribution at one time totaled 60 percent of the UNTA budget. 

The increasing contributions from other countries has reduced our 

articipation to an estimated 49.2 percent in the current fiscal year. 

his changed relationship has come even though we have gradually 
increased our contributions from $11.4 million in 1952 to $15.5 5 mil- 
lion in 1957. 
UNITED STATES CONTRIBUTION 


I am sure this committee will be pleased to know that today four 
other countries are making larger contributions to United Nations 
technical assistance, measured in relation to their population, than 
is the United States. The annual per capita contribution of Den- 
mark is 13 cents, Canada has contributed 12.8 cents per person, Nor- 
way 11.1 cents, and Sweden 10.9 cents. These compare with a United 
States contribution of 9.5 cents per capita. 

Measured on another basis, the United States contribution is 11th 
in ratio of contributions to national income. With such a measure- 
ment, the nations we have mentioned are joined by the Netherlands, 
New Zealand, Switzerland, Argentina, Australia, and the United 
Kingdom in larger proportionate contributions to the United Na- 
tions fund. 

We go into such length on this matter because we feel very strongly 
that no arbitrary ceiling should be placed upon this very small con- 
tribution to the United Nations technical assistance program. 

The bill before you suggests a ceiling of 45 percent of the total 
amourt contributed to the program for the calendar year 1958. The 
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increased contributions by other countries would probably leave 
our contribution at its same point. 

It is our feeling, however, that we should do everything we can 
to encourage participation of all of the other countries by continuing 
on roughly a matching basis. 

It should be understood that this is not a dues payment to the 
United Nations, but is a voluntary contribution by each of the par- 
ticipating nations to a program designed to help the people of the 
underdeveloped countries to help themselves. 

There are a few other items to which we would like to bring the 


attention of the committee. 
OTHER PROGRAMS 


An authorization of $1.5 million for the technical cooperation pro- 
gram of the Organization of American States is abundantly worth- 
while. 

An often unnoticed item is the requested $2.2 million for the United 
Nations refugee fund. 

There is roughly $11 million for UNICEF. 

And one other item which is not in the bill, and which we would 
like to call to your special attention: There has been a great deal of 
interest in the U. N. in the possibility of creating a special U. N. 
fund for economic development which would parallel the technical 
assistance fund. This has been nicknamed SUNFED, and does not 
have our support at the present time, but we urge that the committee 
give this very serious consideration, because we would like very much 


to see the United States participating in a joint effort in that field 
as well. 

The Cooperative League is very happy to have this opportunity to 
concur in the proposals made for this very popular and very con- 
structive international program. 

Senator Futerient. Thank you. 


UNITED STATES AND U. N. TECHNICAL ASSISTANCE PROGRAMS COMPARED 


Senator Lone. May I ask a question. Can you tell me to what ex- 
tent this United Nations technical assistance is paralleling the United 
States technical assistance program ? 

Mr. Campsetu. It is paralleling it quite a bit, and supplementing 
it in many countries. It is a very happy relationship between the 
United States and the U. N. programs, because through the U. N. 
program we can often pull in technical people from other countries 
who are not available on our own program, and it actually is cheaper, 
dollar for dollar, to use the U. N. for this technical assistance work 
whenever we can, to supplement the United States program. 

Senator Lone. How much money is the United Nations spending 
on the technical assistance program ¢ 

Mr. Campsett. The whole program is about $30 million, and our 
contribution is roughly one-half in 1957 fiscal year. The State De- 
partment recommends cutting it to 45 percent this coming year. 

Senator Lone. Compared to that, the United States is spending 
about $100 million ? 

Mr. Camppeti. About $152 million for the United States tech- 
nical assistance program, or roughly 10 times as much is going into 
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our bilateral program as is going into the multilateral U. N. program. 

Senator Lona. Or five times as much as the whole United Nations 
programs put together. 

Mr. Campseti. That is right. 

Senator Lone. Thank you. 

Senator Futsricut. Thank you very much, Mr. Campbell. 

Mr. Campseti. Thank you. 

(Mr. Campbell’s prepared statement is as follows :) 


STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON OFFICE, COOPERA- 
TIVE LEAGUE OF THE U.S. A. 


The Cooperative League of the U. 8S. A., a national federation of consumer, 
service, and purchasing cooperatives, is very happy to have this opportunity 
to present to your committee its views on Senate bill 8. 2130, the Mutual Security 
Act of 1957, which is now before your committee. 

The Cooperative League and its member organizations have consistently held 
that creation of a constructive program of international economic cooperation 
is one of the most essential parts of our foreign policy. We believe that the 
funds which are spent in the United States foreign-aid program are among the 
best investment made with the taxpayers’ dollar. We all realize that foreign- 
aid programs cost money, but we are willing to pay our share as an investment 
ina lasting peace. 


CONTINUATION AND EXPANSION OF AID PROGRAMS URGED 


The biennial congresses of the Cooperative League, the ultimate governing 
body of our organization, has constantly and repeatedly urged the continuation 
and expansion of a program of technical assistance and economic development as 
the principal method of achieving such a lasting peace. 

On May 21 this year, Murray D. Lincoln, president of the Cooperative League 
of the U.S. A. restated our position in a telegram to President Eisenhower which 
reads as follows: 

“Your message to the Congress and appeal to the people is heartening to all 
those who believe that America must continue its role of leadership in the world- 
wide war against poverty, malnutrition, and economic instability which continue 
to be the greatest threat to permanent world peace. 

“The suggested authorization of 5 percent of the national budget for the mu- 
tual security program is modest, indeed. The requested $765 million for long- 
range, economic, and technical assistance, amounting to just over 1 percent of 
the budget, is our soundest foreign investment. It is not only an investment 
in world peace, but leads to creation of higher living standards abroad, which 
can mean greater markets and eventually greater prosperity at home. 

“The vast majority of our 13 million family members wholeheartedly support 
continued American leadership in this most constructive aspect of our foreign 
policy. Economic tools and trained experts are the greatest need of the 1 billion 
people on the less-developed areas whose average income is only $100 a year. 
Their choice between a free world and dictatorship can affect our future as well 
as their own.” 

We are happy to also place into this record President Eisenhower’s reply 
dated May 24, 1957. 

THE WHITE HOvwsE, 
Washington, May 24, 1957. 

Dear Mr. LINCOLN: I deeply appreciate the support you have expressed for the 
mutual security program. In this recognition of the importance of strengthen- 
ing the saving shield of freedom, you and your associates in the Cooperative 
League of the United States of America give voice to America’s determination 
to stand firmly against the menace of international communism. 

Enactment of the proposed economie and military programs will contribute 
effectively both to our immediate security and to the promotion of peace in the 
world. Thank you for your clear expression of what you regard as being in the 
national interest. 

Sincerely, 
(Signed) Dwicut D. E1sENHOWER. 
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We would like to express our general agreement with the provisions outlined 
in 8S. 2130 now before you and make the following points. 


SEPARATION OF MILITARY AND ECONOMIC ASSISTANCE 


(1) The provision to acknowledge fully the separation of military assistance 
from economic development and technical assistance is a measure which we 
have been advocating for some time. Clarification on this point should lay to 
rest many of the fears which have been widespread that we are spending “bil- 
lions of dollars” in economic foreign aid. The proposal before you calls roughly 
for approximately $1.1 billion to be used in economic aid, including establishment 
of a development loan fund to shift emphasis of the program to loans instead of 
grants. The military section of the bill before you providing both defense ma- 
terials and defense support is responsible for $2.8 billion of the suggested $3.9 
billion authorization. 

NEED FOR LONG-RANGE PLANNING 


(2) The bill before you recognizes the need for long-range planning for eco- 
nomic assistance and development realizing the fact that technical assistance 
and development must be carefully planned and consistently pursued if they are 
to achieve results. 

Here in the United States one of the major reasons for our great agricultural 
production was the establishment of the Agricultural Extension Service which 
extended to the farmers in America the technical information developed through 
our agricultural experiment stations and other work of the United States De- 
partment of Agriculture. We must take the same long view in providing the 
technical assistance to the underdeveloped countries if we are to achieve lasting 
results. 

DEVELOPMENT LOAN FUND 


(3) The proposed development loan fund, as authorized in S. 2130, provides an 
excellent device to shift a major part of our economic aid to loans rather than 
emergency grants. It will be necessary for the immediate future to continue 
grants in areas where the facilities developed do not provide an immediate cash 
return, but are established to “shore up” the economy of the underdeveloped 
country. 

The development loan fund is based on recognition “that progress of free peo- 
ples in their efforts to further their economic development, and thus to strengthen 
their freedom, is important to the security and general welfare of the United 
States.” 

The capitalization of $500 million is a mudest amount to meet the needs in 
this field. We strongly urge that authorization be given now for the use of 
$750 million in fiscal 1959 and an additional $750 million in fiscal year 1960 in 
order that there may be a long enough period for consistent planning in the use 
of these development funds. 


TECHNICAL ASSISTANCE 


(4) In the overall foreign-aid program the amount authorized for technical 
assistance through the United States State Department and International 
Cooperation Administration would total approximately $152 million. This is 
at approximately the same level as the current program and has general public 
support. It is a key part of our effort to help people to help themselves. The 
technical assistance program is not only important as a measure to create a 
higher standard of living in the underdeveloped countries, but its long range 
importance to the United States economically is that it will create important 
new markets for American products which in the long pull may very well more 
than offset the total cost of the program. 

The 750 million people in the 19 nations which have gained independence 
during and after World War II now produce on the average of $100 worth of 
goods per person per year. This does not provide an economic standard high 
enough to warrant substantial trade with the United States. The constant 
raising of that standard of living can create the world’s largest potential market. 


TECHNICAL ASSISTANCE THROUGH UNITED NATIONS 


(5) Technical assistance through the United Nations accounts for an authori- 
zation of only $1514 million or less than four-tenths of 1 percent of the amount 
requested under the mutual security program. Unfortunately, a rider written 
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into last year’s appropriation would cut this figure by one-third, to approximately 
$10 million—an unwarranted and inexcusable cut which would jeopardize our 
role of leadership in the United Nations technical assistance program. 

The $15% million requested is to meet our share of a fund of roughly $30 
million provided on a voluntary basis by 88 nations in the United Nations. The 
funds are to be used for the expanded technical assistance programs of the 
U. N. Food and Agriculture Organization, the World Health Organization, the 
International Labor Organization, UNESCO, and the other specialized agencies 
of the United Nations and the technical assistance work of the United Nations 
itself. 

The program of the United Nations and these specialized agencies has been 
extremely popular, and the contributions of the member nations have been 
growing year by year. The United States contribution at one time totaled 60 
percent of the UNTA budget. The increasing contributions from other countries 
has reduced our participation to an estimated 49.2 percent in the current fiscal 
year. This changed relationship has come even though we have gradually 
increased our contributions from $11.4 million in 1952 to $15.5 million in 1957. 


UNITED STATES CONTRIBUTION 


I um sure this committee will be pleased to know that today four other 
countries are making larger contributions to United Nations technical assist- 
ance, measured in relation to their population, than is the United States. The 
annual capita contribution of Denmark is 13 cents, Canada has contributed 12.8 
cents per person, Norway, 11.1 cents, and Sweden 10.9 cents. These compare 
with a United States contribution of 9.5 cents per capita. 

Measured on another basis, the United States contribution is 11th in ratio of 
contributions to national income. With such a measurement, the nations we 
have mentioned are joined by the Netherlands, New Zealand, Switzerland, Argen- 
tina, Australia, and the United Kingdom in larger proportionate contributions 
to the United Nations fund. 

We go into such length on this matter because we feel very strongly that no 
arbitrary ceiling should be placed upon this very small contribution to the 
United Nations technical assistance program. The bill before you suggests a 
ceiling of 45 percent of the total amount contributed to the program for the 
calendar year 1958. The increased contributions by other countries would 
probably leave our contribution at its same point. It is our feeling, however, 
that we should do everything we can to encourage participation of all of the 
other countries by continuing on roughly a matching basis. 

It should be understood that this is not a dues payment to the United Nations, 
but is a voluntary contribution by each of the participating nations to a program 
designed to help the people of the underdeveloped countries to help themselves. 


OTHER PROGRAMS 


There are a few other items to which we would like to bring the attention 
of the committee. An authorization of $114 million for the technical coopera- 
tion program of the Organization of American States is abundantly worthwhile. 

An often unnoticed item is the requested $2.2 million for the United Nations 
Refugee Fund. On January 1, 1957, there were nearly 200,000 refugees in 
Western Europe with approximately 50,000 still in camps. These figures do not 
include the Hungarian refugees for whom assistance is provided by special con- 
tributions outside the United Nations refugee program. Twenty-two govern- 
ments have contributed to this worthwhile undertaking. The amount which is 
requested for this year is modest indeed. It was my privilege, as a representa- 
tive of the board of directors of CARE, to see the Hungarian refugee program 
in Austria in February of this year. That program has been carried forward 
expeditiously and very well. One of the chief criticisms we face in Europe, 
however, is that America’s overwhelming interest in Hungarian refugees has 
bypassed many of the older refugees who have come from other Iron-Curtain 
countries and still have no place of permanent refuge. This provision would 
continue an ongoing program in this field. 

For several years there has been a strong movement on the part of many of- 
the nations of the U. N. urging the creation of a program in the development field 
parallel to the U. N. technical assistance program in the self-help field. The 
development program worked out by the U. N. economists and representatives 
of many of the countries would take the form of a Special United Nations Fund 
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for Economic Development. This has become popularly known as SUNFED. 
The fund has failed to secure approval of the U. N. primarily because the United 
States delegation has taken the position that we cannot participate until there 
are substantial savings in the United States defense program resulting from 
international agreements for disarmament. It is our feeling that creation of 
SUNFED would initiate another step in the joint effort for economic develop- 
ment and that this in itself would help relieve tensions by building higher 
standards of living in the underdeveloped countries. Adoption of SUNFED 
would actually be another important step on the road of international economic 
cooperation which could eventually lead to disarmament and world peace. We 
are disappointed that S. 2130 does not include provision for United States support 
of the SUNFED proposal. 


STUDIES OF FOREIGN AID PROGRAM 


At the close of the 84th Congress, the Senate and House committees and the 
administration all authorized special studies of the foreign aid program urging 
a new look at the problem. We have been pleased with the extent and the 
thoroughness of the studies. President Eisenhower’s Citizens Advisory Com- 
mittee, headed by Benjamin Fairless, and the International Advisory Board, 
headed by Eric Johnston, have both recommended continuation of the program, 
with the Johnston committee urging a permanent development fund and enlarge- 
ment of the program. The United States Chamber of Commerce, the United 
States Council of the International Chamber of Commerce, and the Committee 
for Economic Development have all submitted special reports which have an un- 
usual degree of unanimity in their support of the program. The Senate’s Spe- 
cial Committee Ta Study the Foreign Aid Program has placed before you a series 
of reports including those of nationally known research organizations; and the 
“10 wise men,” including university presidents, publishers, and others who visited 
the countries served by the foreign aid program and have submitted their reports 
and recommendations. 

It is interesting that these reports of organizations and specialists are sup- 
ported to a surprising degree by public-opinion polls. The one made by the 
Opinion Research Center of the University of Chicago late in 1956 showed that 
85 percent of the people support United States technical assistance and economic 
development programs abroad with a slightly higher percentage indicating sup- 
port for such work carried forth through the United Nations. Most recently, 
the House Committee on Foreign Affairs has been holding a series of hearings 
in which the great religious faiths of this country has been placing in the record 
their support of the foreign aid program. We, in the Cooperative League, are 
happy to concur with this overwhelming support for our most constructive over- 
seas program. 


Senator Fursrient. Our next witness is Mr. Matthew J. Kust, 
attorney, Washington, D. C. 


STATEMENT OF MATTHEW J. KUST, ATTORNEY, WASHINGTON, D. C. 


Mr. Kusr. Mr. Chairman. 

Senator Fursrient. Mr. Kust. 

Mr. Kusr. I am Matthew Kust. I was formerly legal adviser to 
the American Embassies in south and southeast Asia in connection 
with our foreign aid programs; and since my return in 1954, I have 
done research and writing on the problem of economic development 
at Harvard University. 

I wish to address myself to one point in our foreign aid programs, 
one aspect of our foreign aid program, which I think has not been 
given sufficient attention to date, which is how to get more American 


_private investment and technical assistance to assist with the indus- 


trialization of the underdeveloped countries, and I have prepared a 
short summary of my proposal which I think I can read within the 
time limitation. 
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TAX INCENTIVE PROPOSAL 


Senator Fu.sricur. Mr. Kust, is this the proposal with respect to 
tax incentive ? 

Mr. Kust. Yes; it is. 

Senator Fu.psricur. I asked the staff to look into this, and to contact 
you about it. It is a very interesting proposal, but they raise one 
question about it. 

Being an amendment to the revenue laws, it will have to originate 
in the House. The only way the Senate could consider such a matter 
is by way of an amendment to the revenue bill originated in the House. 
That is, under the Constitution we do not originate tax bills, as you 
know. 

They raised that technical objection to your proposal, and had hoped 
to discuss it with you. 

Mr. Kust. Yes. I am also planning to present this to the House, 
and I just wanted to present it to the Senate Foreign Relations Com- 
mittee here. 

Senator Futsricut. You may proceed. 

Mr. Kusr. Since 1950, the United States Government has been offer- 
ing economic and technical asistance to underindustrialized areas on 
a worldwide basis. In the fields of agriculture, health, and education, 
this foreign aid has proved reasonably successful because the Govern- 
ment, with the participation of American universities, colleges, and 
other nonprofit organizations, can marshal the best American knowl- 
edge and skill for the purpose. 


NEED FOR TECHNICAL KNOWLEDGE AND SKILLS 


But these countries need and they want industrialization. For this, 
capital goods and technical knowledge from abroad are indispensable. 
In providing these, our Government is greatly handicapped by in- 
ability to marshal the best American tec ‘hnical knowledge and skills. 

First, technology for industrialization is principally the property of 
American private enterprise. 

Second, the people most knowledgeable and skilled in industrial 
management and technology are e mployed by American private enter- 
prise. 

Third, technology and technicians must usually go hand in hand. 

Finally, transmission of industrial knowledge and skills involves 
training of foreign managements, technical personnel, and skilled 
labor. 

Thus, assistance for industrialization is not readily within the prov- 
ince of our Government. 


AMERICAN PRIVATE ENTERPRISE AND OUR FOREIGN ECONOMIC POLICY 


Under its communistic regime, Russia, however, can send its best 
technology, technicians, and managers anywhere in the world to 
further its foreign policy. Since our Government cannot do the same 
under our private-enterprise system, the problem is how to induce 
American private enterprise to send its c: pital, knowledge, and skills 
abroad in furtherance of our foreign economic policy. 
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American business does not readily send its capital and technology 
abroad because of the many economic and political obstacles, risks, 
and costs involved. 

An industrial undertaking in an underindustrialized country must 
provide its own public service facilities, operate in a narrow market 
where it cannot take advantage of mass production techniques, train 
its own foreign technical and skilled personnel, and conduct business 
in an environment of strange business practices, unfamiliar laws, and 
language barriers. 

American business finds it hard to induce its managerial and tech- 
nical personnel to go to these countries because of unfavorable climatic 
and health conditions and numerous social and cultural disadvantages. 
The economic and political situation in many of these countries in- 
creases the risk of inconvertibility of foreign currencies, expropria- 
tion, and damage due to riot, revolution, and war. 

Finally, there is simple lack of knowledge about opportunities in 
underindustrialized areas. 

The cumulative effect of these factors makes the employment of 
capital and technology in underindustrialized countries far less at- 
tractive to American private enterprise than its employment at home 
or in other industrialized countries, particularly at a time of high 


prosperity. 
GOVERNMENT'S ROLE IN PROVIDING INDUCEMENT TO PRIVATE ENTERPRISE 


Thus far, our Government has merely established the investment 
guaranty program which removes only part of the risks, costs, and 
obstacles. This program has proved insufficient by itself to stimulate 
a substantially increased participation by American private enterprise 
in the economic development of the underindustrialized countries. 

More positive steps will have to be taken to induce American busi- 
ness to employ its capital and technology in the underindustrialized 
areas. A measurable profit inducement must be provided by Con- 
gress. Ample precedent for such action by Congress exists in the 
merchant marine subsidy program and the tax concession to invest- 
ment guaranty and the amortization of emergency facilities. 

The certifying agency should be empowered to grant partial or 
complete tax exemption as it determines is necessary in accordance 
with guiding standards and criteria fixed by Congress to induce 
greater participation by American private enterprise in the indus- 
trialization of a particular country. 

A tax exemption of income from personal services rendered abroad 
in connection with certified American private investment and tech- 
nical assistance to underindustrialized countries should also be 
provided. 

Finally, in connection with this program our foreign-policy makers 
would have to make a concerted effort to persuade American private 
enterprise of the indispensability of its role in this vital area of our 
foreign economic policy. 

I have also an amendment, proposed amendment, which I have 
already submitted to the Foreign Relations Committee. 

(The proposed amendment referred to is as follows:) 
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AMENDMENT TO MuTUAL Security Act oF 1954, AS AMENDED 


Section 413 entitled “Encouragement of free enterprise and private participa- 
tion”, Subsection (b) of which provides “In order to encourage and facilitate 
participation by private enterprise to the maximum extent practicable in achiev- 
ing any of the purposes of this Act, the President—” is empowered to do certain 
things set forth in four paragraphs, should be amended by adding the following 
paragraph to Subsection (b) : 

(5) may grant, under rules and regulations prescribed by him, to any person 
with respect to taxable income attributable to investment and technical assist- 
ance which will further any of the purposes of this Act, partial or complete 
exemption from the tax imposed by subtitle A of the Internal Revenue Code of 
1954: Provided, That— 

(A) the tax exemption shall be granted only with respect to investment 
and technical assistance in underindustrialized countries ; 

(B) the tax exemption shall be granted only with respect to investments 
made or agreements for technical assistance entered into after August 1, 
1957 ; 

(C) the amount of the tax exemption up to complete waiver of tax and, 
in the case of transactions which by agreement of the parties thereto shall 
continue over an extended period, the period over which the tax exemption 
shall apply shall be determined by the President as he shall find is necessary 
to stimulate private investment and technical assistance in underindustrial- 
ized countries ; 

(D) in the case of a transaction which by agreement of the parties 
thereto shall continue over an extended period the exemption shall be granted 
by an appropriate certificate issued to the person entitled to an exemption 
from tax and in the case of all other transactions the exemption shall be 
granted by the publication of appropriate lists specifying the amounts of 
the exemption applicable to each such transaction ; 

(E) the tax exemption granted by the President with respect to taxable 
income attributable to a transaction shall be given effect in determining tax 
liability under the Internal Revenue Code of 1954— 

(i) regardless of the source of such income under the Internal Revenue 
Code of 1954; 

(ii) where the income from the transaction is shared by members of 
an affiliated group (whether or not a consolidated return is filed) as 
that term is defined in section 1504 of the Internal Revenue Code of 
1954, by applying the tax exemption to that part of the taxable income 
of each member of the group which is attributable to the transaction; 

(iii) where the income from the transaction is earned in whole or in 
part by a foreign corporation, by applying the tax exemption to any 
dividend received by a domestic corporation which owns, both at the 
time the income from the transaction is earned and at the time the 
dividend is received, stock possessing at least 80 percent of the voting 
power of all classes of stock and at least 80 percent of each class of 
nonvoting stock of such foreign corporation, to the extent that such 
dividend is attributable to the income from the transaction ; 

Provided, That in all cases the amount of taxable income attributable to the 
transaction or the amount of a dividend attributable to income from the 
transaction shall be subject to determination by the Secretary of the Treas- 
ury or his delegate. 

(EF) for purposes of this paragraph— 

(i) person shall mean any individual who is a citizen or resident of 
the United States or any corporation, partnership or other association 
created under the law of the United States or of any State or Territory 
and substantially beneficially owned by citizens of the United States; 

(ii) investment and technical assistance may be defined by the Presi- 
dent to include: 

(1) equity and loan investments, whether made in money, prop- 
erty or services; 

(2) licensing of patents, processes and techniques; 

(8) transmission of technical data and information; 

(4) rendition of managerial, engineering, scientific and similar 
services : 

(5) training of foreign industrial managers, technicians and 
skilled labor; 

(6) building, installation, and construction work: 
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(7) sales or rental of capital goods, components, raw materials 
and industrial, agricultural, health, and educational requirements; 

(8) extension of credit through installment sales, promissory 
notes, and other forms of credit to importers of commodities spe- 
cified in (7) above; 

(9) any other transaction which transmits American capital and 
technology to an underindustrialized country. 

(iii) for the purposes of this paragraph an underindustrialized coun- 
try shall mean any country of the free world with a low degree of 
industrialization, but shall exclude the United States, Canada, countries 
of Western Europe, Australia, New Zealand, and the Union of South 
Africa ; 

(G) due consideration shall be given in granting a tax exemption with 
respect to a transaction in a particular country to its capacity for absorbing 
investment or technical assistance, its development plans, its policies toward 
foreign private investment and technical assistance and the likelihood that 
a particular kind of investment or technical assistance will materialize 
without the granting of a tax exemption; 

(H) the tax exemption authorized by this paragraph shall be used to the 
maximum extent necessary and shall be administered under broad criteria 
so as to increase the participation of American private enterprise in the 
industrialization of the underindustrialized countries of the free world; 

(1) in order to encourage individuals to go abroad and thus facilitate 
the undertaking of investment and technical assistance by private enterprise 
in underindustrialized countries the President may, in the case of United 
States citizens employed abroad in connection with a transaction the 
income from which has been granted a tax exemption under the provisions 
of this paragraph, reduce to 60 days in any taxable year the minimum period 
of presence in a foreign country prescribed in section 911 (a) (2) of the 
Internal Revenue Code of 1954. 


PROCEDURE FOR PRESENTING AMENDMENT 


Senator Fursrient. Yes. As I said a moment ago, I think it is 
a very interesting approach, and could well have application to this 
problem of inducing private enterprise to invest abroad. But the 
procedures which I have indicated will have to be followed. 

Mr. Kusr. Yes; I think you have touched on it. 

Senator Futsrient. I believe that we could not incorporate a pro- 
posal of this kind in the mutual aid bills. 

Mr. Kusr. Well, is there not perhaps a distinction between measures 
that raise revenues and measures which forgive revenues, constitu- 
tionally ? 

Senator Funprieut. There is, certainly, to the fellow who is the 
recipient of such a favor, but I doubt if there is constitutionally. 

Senator Lone. I believe you will find a bill that reduces Government 
revenue is every bit as much a revenue measure as a bill which in- 
creases revenue. 

Senator Fursricur. It is a little bit more popular, I may say. 

Mr. Kusrt. As I say, I am planning to present this to the House 
committee. 

Senator Fursrient. I do not wish to discourage you. I remember 
discussing this once before when you came before the committee, I 
think. 

Mr. Kost. Yes. 

Senator Fursrient. I think it is an approach which has not. been 
thoroughly explored, and may well have some possibilities of increas- 
ing the flow of investment of private capital, which I think would be 
quite consistent and would be helpful to the program which is involved 
in this particular legislation. 
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Mr. Kusr. I have tried to restrict it, of course, as you see, in such a 
fashion that only those who actually produce under this program get 
the concession. 

Senator Futsrieur. I understand. I think that is a very proper 
approach. I am speaking now how we would handle it. I doubt that 
it can, as a practical matter, be considered in this legislation, but you 
have made a good record, and I hope you will pursue that. 

Mr. Kusr. Yes. Do I ethorasind corr eetly, Senator Fulbright, 
that it would be the House Foreign Affairs Committee, or the Ways 
and Means Committee ? 

Senator Futsriantr. No; the House Ways and Means Committee is 
the committee which would handle this. They may take the recom- 
mendations of the Foreign Affairs Committee. It is my impression 
that within the House, it is their jurisdiction, and such a measure 
would be taken to the Ways and Means Committee. 

The Constitution does not say which committee, but it says which 
House shall originate tax legislation. 


TAX WAIVER PROVISION IN MUTUAL SECURITY ACT 


Mr. Kusr. Are you familiar, there is a provision now in the Mutual 
Security Act which waives tax for grants made to foreigners to come 
to the United States to study. Now, I have not studied how that 
originated, but I presume it is certainly part of the Mutual Security 
Act, which is in effect a waiver of income tax on that particular income, 
and I do not believe that originated in the Ways and Means Com- 
mittee. It may have originated in the Foreign Affairs Committee. 

That is, of course, on a ‘smaller s vale, but it nevertheless is a prece- 
dent for introducing something of this kind into the Mutual Security 
Act. 

Senator Futpricnut. I am afraid we have gone far over our time. 
We have several other witnesses here. The staff will certainly look 
into that matter, and we are very glad you brought that idea before 
the committee and made it a part of its record. The committee is 
interested in that sort of thing. 

Mr. Kusr. Yes. 

Senator Futsricut. There is no question about that. It is just 
how it should be approached. 

Thank you very much. 

Mr. Kusr. Thank you, Senator. 

Senator Futsrigur. Mrs. Albert E. Farwell, foreign affairs mem- 
ber of the Washington committee on legislation of the National Con- 
gress of Parents and Teachers. 


STATEMENT OF MRS. ALBERT E. FARWELL, FOREIGN AFFAIRS 
MEMBER OF THE WASHINGTON COMMITTEE ON LEGISLATION, 
NATIONAL CONGRESS OF PARENTS AND TEACHERS 


Mrs. Farwe.u. Mr. Chairman and members of the committee, I am 
Mrs. Albert E. Farwell, a member of the Washington committee on 
legislation for the National Congress of Parents and Teachers. 

I am submitting this statement for Mrs. Clifford N. Jenkins, national 
chairman of legislation. 
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I am very appreciative of this opportunity to appear before you 


today to represent the National Congress of Parents and Teachers, a on 
volunteer group with over 1014 million memberships. ; 
’ wi 

UNITED NATIONS CHILDREN’S FUND 

; 

The continued interest of our organization in the satisfactory devel- f 
opment of the program of the United Nations children’s fund is well oe 
known to you. Americans—parents, teachers, and students alike— zs 


are concerned with the welfare of the children of the world. ; 

This concern is due not only to our desire to see all children every- 
where benefited by improved standards of health, nutrition, and 
education, but also to our firm belief that it is in our own enlightened 
self-interest to aid them in becoming healthy human beings. A sickly 
child is a burden all people share. These pe a are, in a sense, the 


futuresofourchildren. ii 
We feel that the $11 million UNICEF request for fiscal 1958 is the e 
minimum contribution needed to carry out this program which the a 
United States has loyally supported since its inception in 1946. We th: 
have watched it grow from a program of finger-in-the-dike emergency 1 
) aid to children to a program of practical self-help far reaching os 
! in its effects on the world’s children and mothers. We think it very 9g 
likely that the world’s fathers have appreciated it, too, as they In 
watched the improvement in the health and welfare of their families. mr 
REASONS FOR SUPPORTING PROGRAM nee 
This program seems to us a valuable means of making our good will In| 
apparent in a world still torn by international strife and tension. 
Such tensions, we feel, only increase the need for widespread under- 
standing of slow, long-term, self-help programs which build the ] 
foundations of peace. We doubt if there is any program which, at nH 
such little cost, would better convey to the world our sincere desire of 
to alleviate sickness and hunger. For these reasons we have supported sat 
and will continue to support the United Nations children’s fund. | to 1 
May we reiterate our support of the $11 million request, pointing ach 
out that we, as an organization, are reaching for the 11 million mark it } 
in membership even as we are asking for an $11 million United States mel 
contribution to UNICEF. a 
This intensifies our conviction that all children are our children, I 
wherever they may live. ee 
Thank you. UN 
Senator Fursricur. Thank you very much, Mrs. Farwell. baie 
Mrs. Virginia M. Gray, executive secretary, Citizens Committee : 
for UNICEF. 
Mrs. Gray, we are very happy to have you here today. U 
you 
STATEMENT OF MRS. VIRGINIA M. GRAY, EXECUTIVE SECRETARY, mil 
CITIZENS COMMITTEE FOR UNICEF shij 
lion 
Mrs. Gray. Thank you, Senator Fulbright, and Senator Sparkman, I 
and Senator Long. _ tha: 
With your permission, Mr. Chairman, I should like to file my state- T 
ment, if I may. thir 


Senator Fusrieut. Certainly. 
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Mrs. Gray. And just speak to a very few points that are included 
in it. 

Senator Fu.srieut. That will be very agreeable. Your statement 
will be made a part of the record. 

Mrs. Gray. ‘Thank you. 

The Citizens Committee for UNICEF is an informal clearinghouse 
of legislative information serving a number of national organizations. 
As you will see, these organizations that have authorized me to speak 
for them today are listed here in alphabetical order. 

Members of these organizations, indeed the American public gen- 
erally, are increasingly well informed about the operation of the 
children’s fund and, from all reports, are unanimous in their approval 
of this work for the welfare of children and mothers. 

Many of us who have followed the work of UNICEF since it was 
established in 1946, 11 years ago, are so enthusiastic about the con- 
sistent progress that has been made during this time, that we are faced 
with a real dilemma in appearing here today. It is difficult to find 
anything new or entirely original to say about the children’s fund 
that has not already been said before. 

We continue, however, to support the program as we have in the 
past, but even more emphatically. We believe more firmly than ever 
in the value of the work that has been so convincingly demonstrated 
during the past decade. 

Also, we are very gratefully aware of the support that the mem- 
bers of this committee have given to the children’s fund, and we 
earnestly hope that you will continue to give UNICEF your support 
in the years ahead. 


UNICEF AN EXAMPLE OF ACHIEVEMENT FOR WELFARE OF CHILDREN 


I think perhaps the very fact we appear here today to continue 
in the same way to urge support for UNICEF in its present mode 
of operation is in itself worth mentioning. In this period of most 
critical reevaluation of the entire mutual-security program, it seems 
to me significant that UNICEF itself is an outstanding example of 
achievement for the welfare of children, because from its beginning 
it has followed some of the principles that are similar to the recom- 
mendations that have been coming out of the studies that have been 
made over the past 6 months. f 

For example, the principles of self-help, development of local re- 
sponsibility, economy of operation, and coordination of efforts among 
UNICEF, WHO, FAO, and the technical-assistance programs, are 
cases in point. 

COST TO INDIVIDUAL CITIZEN 


UNICEF has amply justified our support in the past, and we hope 
your action approving the executive branch recommendation of $11 
million for the fiscal year 1958 will maintain United States leader- 
ship in this work for the welfare of children. A pledge of $11 mil- 
lion would cost each citizen of the United States about 6 cents. 

In relation to the total mutual security bill, this amounts to less 
than three-tenths of 1 percent. 

Then I will not read the list of accomplishments, even though I 
think they are very impressive. 
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Senator Fursrieut. We will put the whole statement in the 
record. 

_ Mrs. Gray. I should like to say, in conclusion, however, that I am 
impressed very frequently because members of the committee sa 
to me over and over again, and members of the public in general, 
“You don’t have anything to worry about. Everybody is for 
UNICEF.” 

And I think to a certain extent that is true. I am just hoping that 
everybody is for UNICEF this year to the extent of the full $11 
million appropriation. 

Thank you very much for the opportunity to come. 

Senator Futsricntr. Thank you very much, Mrs. Gray. 

(Mrs. Gray’s prepared statement is as follows :) 


STATEMENT OF Mrs. VIRGINIA GRAY, EXECUTIVE SECRETARY, CITIZENS COMMITTEE 
FoR UNICEF 


The Citizens Committee for UNICEF is an informal clearinghouse of legis- 
lative information for a number of national organizations which support con- 
tinued United States participation in the United Nations Children’s Fund 
(UNICEF). Some of these organizations appear before you separately to 
present their views while others, among them the following, have authorized 
this joint statement : 

American Association of University Women 

American Parents Committee 

Association for Childhood Education International 

Child Study Association of America 

Child Welfare League of America, Inc. 

Friends Committee on National Legislation * 

General Alliance of Unitarian and other Liberal Christian Women 

Methodist Church—Woman’s Division of Christian Service of the Board of 
Missions 

National Association of Social Workers 

National Board of Young Women’s Christian Association 

National Congress of Colored Parents and Teachers 

National Council of Jewish Women 

Spokesmen for Children, Inc. 

United Church Women 

Women’s International League for Peace and Freedom 


CONTINUED SUPPORT FOR PROGRAM 


Members of these organizations, indeed the American public generally, are 
increasingly well-informed about the operation of the Children’s Fund and, 
from all reports, are unanimous in their approval of this work for the wel- 
fare of children and mothers. Many of us who have followed the work of 
UNICEF since it was established in 1946, 11 years ago, are so enthusiastic 
about the consistent progress that has been made during this time, that we are 
faced with a real dilemma in preparing this statement. It is difficult to find 
anything new or entirely original to say to the program that has not been said 
before. We continue to support the program as in the past but more emphati- 
eally. We believe more firmly than ever in the value of the work that has 
been so convincingly demonstrated during the past decade. At the same time 
we do not wish to bore the members of this committee with monotonous repeti- 
tion. Furthermore, we are gratefully aware of the fact that the members of 
this committee share our views in this respect and we earnestly hope that you 
will continue to give UNICEF your support. 

Perhaps the very fact that we can appear here to urge a continuation of the 
UNICEF program in its present mode of operation is in itself a highly signi- 
ficant fact. In this period of most critical reevaluation of the entire mutual- 
security program, UNICEF is an outstanding example of achievement for the 
welfare of children. From its beginning UNICEF has followed principles simi- 
lar to some of the basic recommendations that have now come out of the studies 
made by the special committees during the past 6 months. For example, the 
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principles of self-help, development of local responsibility, economy of opera- 
tion, and coordination of efforts among the WHO, FAO, and UNTA are cases 
in point. 

; UNICEF has amply justified our support in the past. We hope that your 
action approving the executive branch recommendation of $11 million for the 
fiscal year 1958, in section 406 of the mutual security bill of 1957, will maintain 
United States leadership in this work for the welfare of children. A pledge 
of $11 million would cost each citizen of the United States about 6 cents. In 
relation to the total mutual security bill, this amount represents less than three- 
tenths of 1 percent. 


PREVIOUS ACCOMPLISHMENTS POINT THE WAY 


UNICEF's program in the past can be grouped into three main categories: 
Maternal and child welfare, disease control, and nutrition. To this end 81 gov- 
ernments contributed and the central account of UNICEF received $19.8 million 
in 1956 from all sources of income; 311 projects were carried out in 98 countries 
and territories. The success of these projects has been due in large measure 
to certain basic criteria : 

1. The principle of self-help 

UNICEF aid provides the stimulus for countries to undertake their own child 
health and nutrition work. The assisted governments are required to match 
the financial help provided by UNICEF with their own contributions to the 
work. In practice they have more than doubled UNICEF aid, and, in many 
cases, more than tripled it. This has in turn led to: 


2. Economy of operation 


The fact that so much good is accomplished with such a relatively small 
amount of money continues to impress observers from many countries. At the 
April Executive Board meeting of UNICEF, the delegate from Canada called 
attention to this fact. He expressed himself as continually amazed that such 
a small amount of money goes so far. He believes that the achievements are so 
impressive that no opportunity should be lost to point out the national contribu- 
tions of the countries themselves to their own projects. In dollar value the 
United States contribution of $9.7 million in 1956 was joined by other contribu- 
tions and matching funds that altogether reached the total equivalent of $68.5 
million, or, to put the matter in another way, each United States dollar had in- 
creased to $7 in terms of goods and services to the world’s children. 


3. Emphasis on fundamentals 


A philosophy of attacking the most important threats to child health and 
welfare first has resulted in the control of mass diseases over large areas, 
diseases such as tuberculosis, malaria, yaws, and leprosy which have debilitated, 
or killed outright, vast numbers of children in the past. Another result has 
been to improve child nutrition through use of powdered milk and to develop 
local sources for assuring an adequate and balanced diet. Other basic child 
and maternal health and welfare services have been protected through: the es- 
tablishment and equipping of health centers, clinics, and hospitals, by training 
nurses and midwives, by improving water supplies and other sanitary conditions. 


4. Value of material, tangible assistance 


UNICEF aid in the form of drugs, medical supplies, and equipment is readily 
visible and understandable to the majority of its beneficiaries. They can and 
do appreciate this evidence of UNICEF aid in their country. In fact one of the 
problems that may confront local officials as they embark on a program with 
UNICEF assistance is the very eagerness of their people to extend the benefits 
of the program with a rapidity beyond the available resources of the local 
government at the time. 

In summary, UNICEF in the past has proved its value as an open door to 
future progress that can only become possible because these foundations have 
been laid so surely and firmly. 


THE NEED AHEAD 


Under its dynamic direction UNICEF has shown impressive ability to 
adapt its planning to the changing needs brought about by its own past suc- 
cesses. UNICEF now has the know-how, the technical skill through cooperation 
with WHO, FAO, and UNTA, to produce really amazing results in the field of 
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disease control and, on this basis, to contribute immeasurably to the general 
process of raising the standards of living in the underdeveloped countries of the 
earth. 


1. Eradication of major preventable diseases 


Modern medicine now has the means for the eradication or control of such 
major scourges as tuberculosis, malaria, leprosy, and yaws within the foresee- 
able future. It now becames a matter of the willpower and organization on the 
part of the governments of the areas where the diseases are prevalent. For 
example, it has now become possible to stop malaria through the combined use 
of DDT sprays and the distribution of a new drug that gives protection against 
infection for periods up to a month. Within a limited number of years, there- 
fore, and with a determined effort on the part of malarious countries to attack 
the problem on a comprehensive scale, this plague can be wiped out. It is 
gratifying indeed to find that the United States plans to take a leading role in 
this work to eradicate malaria. 

Another big development is in the recognition and treatment of tuberculosis. 
UNICEF has already helped in testing 160 million children but even this is 
only part of the need. Much more needs to be done. Here again the use of a 
new drug can prevent its vw it and the chances of eradication have greatly 
improved. 

In the case of yaws, 5 more years of continued effort can see the big job done 
in Asia. Six million cases have already been cured. Even leprosy gives promise, 
with continued attack and treatment, of being eradicated within 25 years. 

A concerted effort should be made soon on trachoma. This is more expensive 
to treat but nevertheless can be cured. It is estimated that there are 100 
million cases of trachoma in Asia alone. Here is another need of the future, 

In this fundamental attack on the age-old devastating diseases that have 
plagued mankind since the beginnings of history there is now great hope of 
victory. We in the United States, so fortunate in this respect, must encourage 
this fight to go on. In the words of Mr. Spurgeon Keeny, the Director of the 
Asia Office of UNICEF, none of the underdeveloped countries can afford to permit 
these preventable diseases to continue, least of all the poorest countries. 


2. Help for Africa’s children 


This vast continent is rapidly waking up to the opportunities of 20th-century 
civilization. Much help will be needed in many areas to continue the fight against 
disease and to teach health, nutrition, and sanitation to its millions of peoples. 


38. Community development 


In order to conserve the already large investments of time, personnel, and 
financial resources that have gone into the underdeveloped areas of the world, 
as well as to maintain the physical and economic improvements that eradication 
of disease is making possible, a program of education is essential, particularly 
for the mothers who bear the brunt of the responsibility for the home and family 
life. It is of little use to save the lives of millions of people unless they are 
also taught habits of good nutrition, health, and sanitation so that they may 
maintain the almost miraculous gains which modern medicine has achieved. This 
basic improvement in health is the only foundation on which a rise in the general 
standard of living can become possible. Thus, a community development program 
that coordinates the progress and takes into account the needs of the region 
becomes a major goal. Here again UNICEF aid would, of course, be providing 
only partial financial support for such programs, serving as a catalyst for further 
development of local responsibility. 

With such glimpses of the immediate need ahead, the recommended appropria- 
tion of $11 million for the United States contribution to UNICEF in the coming 
year is a reasonable, indeed modest, request for which we urge your support 
and continued leadership. The program clearly expresses the humanitarian 
ideals of the American people and serves the best interest of the United States. 


Senator Fu.srieut. The next witness is Mr. William N. Rogers, of 
California, St. Mary’s County, Md. 


STATEMENT OF WILLIAM N. ROGERS, FINANCIAL ECONOMIST 


Mr. Rocers. Mr. Chairman and honorable members of the com- 
mittee, I am very grateful for your giving me your time. 
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I am a financial economist, and I represent a number of informal 
groups, American business and professional men. 

On April 12, 1957, I submitted to the Senate Special Committee 
To Study the Foreign Aid Program a detailed and comprehensive 
blueprint designed to stimulate economic progress abroad and form 
a realistically logical complement to our foreign-aid efforts. Time 
will not permit its reiteration here, but I should like, in connection 
with that presentation, to impress upon this committee the impera- 
tive necessity for ser ious consideration of the following : 

1. Our proposals, the result of many years’ study and ‘applied experi- 
ence, suggest a practical approach to a very complex problem. Be- 

‘cause of its complexity, the suggested resolutions require intensive 
analyses and appraisal, — ially inasmuch as we have brought to- 
gether within a single project a number of elements which have here- 
tofore proven individually successful in application. My time and 
services are at the disposal of the committee or its designees to facili- 
tate just such an assessment as is required relating to the merits and/or 
deficiencies of our suggestions. 

2. Grants-in-aid, “soft” or noncollateralized loans and comparable 
resorts tend to build, and have in fact built up, state enterprises 
abroad from which it is an easy and logical step to state-controlled 
economies; witness Soviet Russia and her satellites. Such tools, 
which may be a vicious instrument of internatinal communism, should 
not be a recourse sponsored by a country noted for its free enterprise 
system. Especially in neosovereign and underdeveloped areas are the 
latencies of such instrumentalities dangerous. 

3. Equity finance, which is a major keystone of our own economic 
system, can provide equally salutary services for countries abroad, 
particularly where they have underdev eloped or retarded economies. 

4. The argument that in many countries abroad there exist no 
effective enterpreneuri: ul elements is in part based on fact. But my 
15 years of residence and travel in underdeveloped or retarded areas 
have left me with the firm conviction that in those regions there are 
many highly competent and intelligent individuals who could be 
developed into proficient management and technical men and admin- 
istrators of no mean capabilities. The fact that these latencies have 
never had an opportunity to fully evolve is a major factor oecasioning 
economic, political and social instability and unrest throughout many 
sec ‘tions of the world today. 

The Senate Special Committee in its report—85th Congress, Ist 
session, Senate Report No. 300—recommends the ests ablishment of an 
economic development fund “on a repayable basis” and admits of 
“other financial devices for encouraging the flow of capital abroad” 
and which “should help to bring about the day when private enter- 
prise can carry the responsibility for supplying capital for economic 
development.” There are innumerable acceptable and effective com- 
binations of loan and equity financing, and the flexibility of the blue- 
print we submitted to the special committee lends itself ideally to 
the employment of the recommendations advanced by that committee ; 
even to its ultimate cession to private enterprise. 

I would urge that policy determinations and administration of 
the proposed economic develope fund be removed as remotely as 
is possible from the long imbued philosophy underlying our current 
economic assistance programs. A small policy group such as is rec- 
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ommended in our suggestions to the special committee could effec- 
tively administer the fund and render an accurate accounting of its 
activities to the Congress. The fund’s operations could and should be 
closely coordinated and correlated with the administration of the 
Export-Import Bank, the International Cooperation Administration, 
military aid, local currency, and other balances accruing under Pub- 
lic Law 480, 83d Congress, and other international commitments of 
our Government. 

7. A policy clarification such as suggested to the special committee 
is essential. And it would be highly salutary and advisable to have 
a firm program discussed and clarified before such an international 
seminar as will be the International Industrial Development Confer- 
ence scheduled for October of this year in San Francisco. 

I have here a copy of a statement which I am going to present to 
the House Committee on Foreign Affairs tomorrow, and with the 
committee’s permission, I will leave a limited number of copies with 
your staff of that. 

Senator Futsricur. All right. Thank you, Mr. Rogers. We will 
be glad to have it. 

Mr. Rogers. With these cardinal points placed before it, I would 
again thank the committee for its time. 

Senator Futsrieut. Thank you, Mr. Rogers. We appreciate your 
taking the trouble to come before the committee and giving us the 
benefit of your suggestions. 

Mr. Rocers. I am very much interested in it. 

Senator Futsricut. Thank you, sir. 

The next witness is Mr. John Case, chairman of the board, American 
University of Beirut. 

Mr. Case, will you come forward? We are glad to see you. 


STATEMENT OF JOHN CASE, CHAIRMAN OF THE BOARD, AMERICAN 
UNIVERSITY OF BEIRUT 


Mr. Case. Mr. Chairman and members of the committee, I appre- 
ciate very much this opportunity to come before you. 

My name is John Case, chairman of the board of the American 
University of Beirut. 


ASSISTANCE TO AMERICAN-SPONSORED SCHOOLS ABROAD 


I am here today to speak in support of a proposed amendment to 
the foreign aid bill which would give assistance to our American- 
sponsored schools abroad. 

For many years my business activities and travels have brought me 
in touch with American educational institutions outside of this coun- 
try, and I have observed the favorable influence they exert. 

Later, as a director of the Near East College Association and a 
trustee of the American University of Beirut, I became associated 
with a large group of these overseas private nonsectarian schools 
which are located in Greece, Turkey, Lebanon, and Syria. 

These schools, some of them nearly a century old, have been train- 
ing students for citizenship and responsibility in their own countries. 
Today many of the doctors, nurses, businessmen, engineers, agricul- 
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tural experts, and teachers are graduate of American schools in the 
Near East. 

It is impossible to travel anywhere in the area without finding 

raduates of Robert College or the American University of Beirut, 
or Athens College, serving in positions of influence in their respective 
countries. 

At the same time, the schools have been quietly but effectively 
spreading knowledge about this country, our standards and our way 
of life. “As a result, in spite of current tensions in the Middle East, 
we have a strong core of friends who speak our language, and under- 
stand us, and who wish to see their countries remain independent 
and a part of the free world. 


REPORT OF HAMILTON FISH ARMSTRONG 


Hamilton Fish Armstrong, in the report to the Special Senate Com- 
mittee To Study the Foreign Aid Program, in referring to the Ameri- 

an University of Beirut states : 

This old-established American educational institution has played, and today 
plays more than ever, an important role in the Middle East. Its students come 
from all parts of the region and among its graduates are many who have become 
prime ministers or hold other top cabinet posts. * * * Its influence in creating 
knowledge of American civilization and ideals of citizenship has been very 
great, to say nothing of its more obvious contribution in educating young men 
and women of the region in the social sciences, medicine, engineering, and 
agriculture. 

Thus, the American University of Beirut and other members of 
the Near East College Association have been and are helping to pro- 
vide assistance and to aid the efforts of the peoples of economically 
underdeveloped areas to develop their resources and improve their 
working and living conditions by encouraging the exchange of tech- 
nical knowledge and skills which was the objective of President 
Truman’s point 4 program. 

President Eisenhower in his speech at Baylor University captured 
worldwide attention when he stressed the need for “adequate insti- 
tutions of modern techniques and sciences in areas of the world where 
the hunger for knowledge and the ability to use knowledge are unsat- 
isfied because educational facilities are often not equal to the existing 
need.” 

The technical assistance already provided by the United States 
has accelerated the demand for technical training. Thus the chal- 
lenge presented to these American institutions is tremendous. Their 
opportunity to accelerate the development of the area and to foster 
cooperation among the nations of the Near East is limited only by 
their resources. 


PROBLEMS FACED BY INSTITUTIONS ABROAD 


However, these schools are finding their resources strained and 
their potential support inadequate to keep pace with the need for 
additional personnel, plant facilities, modern laboratories, and tech- 
nical equipment. 

This same problem is faced by institutions in this country, but they 
have access to many sources of support, both private and govern- 
mental, which are not available to American schools abroad. 
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The members of the Near East College Association were founded 
and have been maintained by a relatively few individuals assisted 
by grants from a limited number of foundations. Recognizing the 
importance of the area and the growing financial problems, addi- 
tional foundation grants have been made to the American University 
of Beirut, and at the same time American business firms interested 
in the Near East have lent their support. 

Also, tuition fees have been increased. But all these things do not 
give institutions like the American University of Beirut funds to 
meet the demand for education and the rapidly-growing needs. As 
they have grown and the work expanded, operation costs have 
increased. 

At the same time, our endowment fund produces now proportion- 
ately less than it did a few years ago. Five years ago, the endowment 
provided 10 percent of the bud et, whereas today it supplies less than 
5 percent. The possibility of farther increasing tuition fees has been 
considered, but this would increase the need for additional scholarship 
funds to eliminate economic barriers. 

What has been said here about the American University of Beirut 
could be repeated for other American schools in the Near East, for 
they, too, have had growing student bodies, demand for increased 
work, and expanded facilities, all of which have placed great strains 
on their already inadequate finances. 


AMENDMENT TO MAKE GRANTS TO INSTITUTIONS 


The amendment under consideration would make it possible for 
the International Cooperation Administration to make grants for 
capital construction, capital reserves, and operational needs to these 
institutions which have shown their ability to contribute to the polit- 
ical, social, and economic developments in the area which they serve. 

Such supplementary assistance to private American effort could 
be of great value to the institutions in making it possible to finance 
their growth and development without jeopardizing their independ- 
ence or the voluntary and private nature of their operations which 
is basic to their far-reaching influence. 

This independence is due to the fact that their direction, board 
of trustees and president, are entirely private. 

I believe that this amendment offers a practical method for the 
United States Government to strengthen private American educa- 
tional institutions abroad which, precisely because of their private 
and voluntary nature, are able to reach the people of the Near East 
and effectively help them in their efforts for the political, social, and 
economic development of their countries. I believe that such an objec- 
tive is in accord with the long-range interest of the United States. 


EFFECT OF GRANT FROM THE GOVERNMENT 


Senator Futsricnt. Dr. Case, you see no danger to the prestige of 
the American University at Beirut arising from accepting a grant 
from the Government? 

Mr. Case. Not if it is done in this way, I believe, sir. I consider 
that any sort of current contractual situation has certain dangers. It 
can always be implied, understood by people, that there are strings 
attached. 
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However, an outright capital grant, it seems to me, has no danger 
whatever. I think even the acceptance of some of the project arrange- 
ments which you have from foundations are even more dangerous 
than this would be. 

Senator Futsricut. Have you discussed this with the State De- 
partment ? 

Mr. Case. Yes, sir. 

Senator Futsricut. Have they raised any objection ? 

Mr. Case. I believe that they are srenaty for it, Mr. Senator. 


GRANT THROUGH PUBLIC LAW 480 FUNDS 


Senator Futsrient. I raised the matter the other day with regard 
to Public Law 480 funds, and upon examination we concluded that 
there is sufficient authority now existing, in existing legislation, to 
make the grant if the administration sees fit to do so. 

That would be, of course, dependent upon the existence of the 
proper foreign currencies, which is a matter to be worked out. 

What you are seeking, further than that, is the authority to make a 
grant of dollars under this appropriation; is that correct ? 

Mr. Case. One or the other; yes, sir. Both in certain instances. 

The funds arising from the sale of sur plus agricultural products, of 
course, exist only in those countries which are buying the products; 
and an institution like the AUB exists in Lebanon, it is serving the 
whole Arab world, but there are no funds within the country which 
it can draw upon. 

Now, deals could perhaps be made with other countries to make 
some use of those funds, and I think that efforts should be made. 

Senator Funsricnut. I suggested the other day at the hearing 
in the committee that that be done by the administration. 

Mr. Casg. Yes, sir. 

Senator Futsrieut. But I think, in addition to that, it would be 
wise to give authority to make such a grant here. 

Of course, that is all we can really do effectiv ely, is give the author- 
ity. The details have to be worked out by the administration. 

It is your impression, however, that the administration would favor 
this amendment ? 


ADMINISTRATION S REACTION TO AMENDMENT 


Mr. Case. Yes, sir. 

You know, there is a certain amount of roadblocks along the way 
when you get into any large organization. Certain individuals may 
feel that this j is not the 1 ‘ight way to handle the thing, and soon. But 
I have reason to believe that when you get high up in the administra- 
tion, in both the State Department and ICA, they would both be 
thoroughly in favor of a thing like this. 

Senator Fu.tsricut. The Senator from Alabama ? 


FEASIBILITY OF GOVERNMENT CONTRACTS 


Senator SpaRKMAN. Mr. Case, I made some inquiry of the Depart- 
ment officials who were be ce us as to the possibility of extending aid 
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through the use of the facilities for doing things that need to be done. 
Do you think that is feasible? 

For instance, contracts between our Government and American 
University of Beirut, for the training of technicians, establishing cer- 
tain scholarships, training courses, and so forth ? 

Mr. Casr. I think the ICA is making very effective use of us for 
that purpose, Mr. Senator. We have a contract for the next 3 years 
which has just been signed, which is very satisfactory and will pro- 
vide for some 400 trainees, Mr. Senator, a year. 


EXTENT OF RECOMMENDATION TO RENDER AID 


Senator Sparkman. Would you limit your recommendation to the 
rendering of aid to colleges which were established there by Ameri- 
cans? How would you pull the American University of Beirut out, 
for instance, as the college, without having others making claims on it / 

Mr. Case. This would not only apply to the American University 
of Beirut, Mr. Senator, but to the American colleges abroad which 
can qualify under this amendment, under the terms of the amendment. 

Senator Sparkman. What I am. talking about is, I think we all 
agree with what you say as to the influence of those very fine colleges 
in that one area. I think any of us who have been out there have seen 
it. It is easily discernible. 

But it seems to me that the field would have to be kept pretty nar- 
row. What kind of language can you write in to do the job, and yet 
limit the field of operation ? 

Mr. Case. Well, I had not thought that it was necessary to limit it 
too closely, because, after all, the implementation of the directive is 
in the hands of the State Department and the ICA, and I think that 
they can be trusted to see that the funds are used for the purpose 
intended. 

Senator Sparkman. Well, suppose some church, for instance, has 
built a college out there, it is a missionary activity. 

Mr. Case. Yes. 

Senator Sparkman. And they ask for help. Should we grant it? 

Mr. Case. I do not think that should be done without further very 
serious study of where that might lead. We feel that aid should be 
granted at this time to private and nonsectarian institutions, and that 
a church which has established a college has a responsibility for its 
support. 

Now, it may be that they need more help and that they should have 
it, but it opens up such a broad field that. 

‘Senator Sparkman. That is what I had in mind, not necessarily 
that epecente? but we would have to adopt language which would 
certainly specify the type of college we wanted to help. 

Mr. Case. Yes, sir. 

Senator SparkMAN. And, in my opinion, the number would be 
small. 


Mr. Case. I think so. 





ASSISTANCE UNDER PUBLIC LAW 480 FUNDS 


Senator Sparkman. We understood the Roberts College over in 


Turkey could be helped under Public Law 480 funds. 
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Mr. Cass. It can. 

Senator SparkMAN. And probably the one in Athens. 

Mr. Case. Yes, sir. 

Senator SparKMAN. But Beirut could not. 

Mr. Case. That is correct, sir. 

Senator Sparkman. And is there not a fourth? Is there a fourth 
college of similar type? 

Mr. Case. There is Cairo, and I am not sufficiently familiar with 
its situation, I do not know whether that would come under this or 
not. I think Aleppo might. 

Senator SpaRKMAN. In other words, as it stands now, the Amer- 
ican University at Beirut is the one that stands out particularly, 
because there are no Public Law 480 funds being generated in that 
area. 

Mr. Case. That is correct, sir. But there could easily be situations 
in which help should be given to others, I think. 


HELP FROM FOUNDATIONS 


Senator SparkMan. Are some of the foundations helping? 

Mr. Case. We have just accepted a grant from the Rockefeller 
Foundation for the next 10 years whic h will give us about $500,000 
a year. I have to spend tomorrow morning with the president of 
the Ford Foundation. We have been negotiating with them over 
8 years for either additional endowment or long-term operational 
support. We have been getting project help from them. 

Senator SpaRKMAN. Are the prospects good ? 

Mr. Case. I am sure we will get a substantial amount, but 
whether—but probably not as much as I think we ought to have. 

Senator SparKMAN. Let us hope you get even more. 

Mr. Case. Thank you, sir. 

Senator Fursricut. Would the Senator from Minnesota like to 
ask any questions ? 

SCHOLARSHIP PROGRAMS 


Senator Humpurey. In the light of the problem you bring up 
of no local currencies being available in Lebanon, what about the 
establishment in countries where we have Public Law 480 funds of, 
let us say, American University of Beirut scholarships for students 
coming in from other countries, and listing a certain number of 
universities which are eligible under these scholarships. 

Mr. Case. I believe, Mr. Senator, that help can be obtained in that 
way for scholarships. 


DISCUSSION ON USE OF PUBLIC LAW 480 FUNDS 


Senator Humpurey. I wanted to call the chairman’s attention to 
an observation he made when interrogating one of the witnesses from 
the Department about the use of Public Law 480 funds, to the effect 
that funds were available. 

Senator FutsricuHr. Not in Lebanon. 


Senator Humpnrey. I mean in other countries. 
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Senator Futsrienut. They are, of course, in a lot of them. 

The point about authority, the existing legislation gives authority 
to the Government to use Public Law 480 funds for the purpose which 
Mr. Case is advocating, in other words, for the same purposes as sec- 
tion 232, or whatever it is, of Public Law 402. It is broad enough 
authority. 

Now, it does not cover the appropriated dollar funds. 

Senator Humpnrey. When you say it is broad enough authority, 
did anybody ever tell you that they did it? They refused. 

If you are interested in knowing, the American University at Cairo 
asked. There were some funds available, and they asked, and they 
were turned down. I had the man in my office just 2 days ago. 

Senator Funsrient. I did not ask if they turned it down. Iam not 
at all surprised at that. They have shown a slight interest in using 
these funds. Less than one-half of 1 percent, I believe, according to 
that last chart we had, had been used, although there is a specific pro- 
vision in the law that this committee put in last year, saying they 
should make a special effort to devote Public Law 480 funds to this 
purpose. 

Senator Humpurey. There is a specific provision in the original 
act. 

Senator Fu.srieut. I did not mean to leave the impression that 
this administration is interested in doing this. I only meant to leave 
the impression they have authority to do it. 

Senator Sparkman. Is it not a little stronger than “authority”? Is 
it not really a directive ? 

Senator Furtsricut. I would interpret it that way—to devote a 
special effort to use it for that purpose. 

Mr. Case. It is a directive I would like to see, sir. 

Senator Humpnrey. What Mr. Case is asking for is dollar grants, 
too; is that correct / 

Senator Futsrient. Either or both. 

Mr. Case. That is right, sir. 

Senator Humpurey. I am for it. 

Mr. Case. Thank you, Mr. Senator. 

Senator Futsrieut. I am for it, too, and I told Mr. Case I would 
be perfectly willing as an individual, or if the committee is willing, to 
sale such a recommendation for adoption in this legislation. 

Senator SparKMAN. Let me say I am in favor of doing anything 
we can to enable American University at Beirut and similar institu- 
tions to continue to build up and exercise the fine influence they have 
demonstrated in the past. 

Mr. Case. Thank you, sir. 

Senator Fursricut. I certainly am very serious about it, and will 
do everything I can. 

Mr. Casz. Thank you very much, sir. 


REACTION FROM ADMINISTRATION 


Senator Futsricut. I was interested in what reaction you had had 
from the administration, that is, from the executive branch, on this 
very subject. You said you felt they were favorable. Can vou elabo- 
rate on that? 

Mr. Case. Yes; I think I can, Mr. Chairman. 
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I talked a number of times to young Herb Hoover and to Bob 
Murphy in the State Department. Bob Murphy, I would say, i 
strongly for it. I think Mr. Hoover was in theory, yes; but he fore- 
saw great difficulties, and on certain levels I have been told, “Yes, it 
is a fine thing. You must go on, and you must finance this thing, and 
it is important to the U nited States policy y. But, after all, Congress 
is looking at the disposal of these funds.” And there is indicated a 
certain nervousness over doing anything big. And it is something 
big that we need. 

Senator Futsricgutr. Do you have anything else you wish to say ? 

Mr. Case. No; thank you. 

Senator SparkMAN. He talked about the officials of the State De- 
partment. What about ICA? Is it not left up to them? 

Mr. Case. Well, it seems to be kind of a joint business. 

Senator SpAaRKMAN. What ? 

Mr. Case. It seems to be kind of a joint business. 

Senator Futsricntr. We found that out yesterday. It is extremely 
difficult to determine just exactly who does make the judgment about 
the distribution of these funds. The Budget Bureau has some part 
in it. 

However, I think that is largely mechanical, rather than policy- 
making. I am not clear about it. 

Have you by any chance discussed this with the Director of the 
Budget ? 

Mr. Case. No, sir. 

Senator Futsricutr. Do you know him? 

Mr. Case. No. 

Senator Futsricur. He came from New York, and I thought you 
used to know him. 

Mr. Case. I do not know him. 

Senator Humpurey. There used to be a game called “Button, but- 
ton, who’s got the button?” Now they call it “Currency, currency,” 
and what are they going to do about it ? 

Mr. Case. I think the ICA people, certainly those at the top, are 
extremely sympathetic, and they have said that they doubted whether 
the law gave them the authority to do what we were asking. But I 
understand that the lawyers have hedged their statement to some 
extent. 


THE LAW WITH REGARD TO USE OF PUBLIC LAW 480 FUNDS 


Senator Humrurey. I do not see that there is any doubt about the 
law with regard to Public Law 480 funds. 

Senator Sparkman. None whatsoever. 

Senator Fursricut. The language is very clear, for educational 
institutions. It is very clear. We looked at it yesterday. 

Mr. Case. Yes, sir. 

Senator SparKMAN. I think, though, there is a gap when it comes 
to application of dollar grants. 

Senator Futsricur. Yes. I am talking about Public Law 480 
funds. There is a gap on the dollar gr ants. That specific provision 
Lam speaking of is just the Public Law 480 funds. 

Mr. Case. I feel sure, from my conversations with the people u 
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both areas, that a sympathetic expression from you gentlemen would 
have a tremendous effect. 

Senator Humpnrey. Mr. Case, I respectfully suggest that some- 
thing better than a sympathetic expression would be helpful; some- 
thing like a directive or mandate. 

Senator Futsricur. Thank you very much. 

The committee will stand adjourned. 

(Whereupon, at 4:35 p. m., the committee adjourned.) 
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APPENDIX A 


STATEMENT OF D. T. BUCKLEY, CHAIRMAN, GOVERNMENT RELATIONS COMMITTEE, 
CoAL EXPORTERS ASSOCIATION OF THE UNITED STATES, INC. 


My name is Daniel T. Buckley. I am assistant to the president of Castner, 
Curran & Bullitt, with offices located at 60 East 42d Street, New York City. I 
am appearing in behalf of the Coal Exporters Association of the United States, 
Inec., in support of the President’s request as outlined in his message to Congress 
covering the program for mutual security for the fiscal year ending June 30, 1958, 
and which request is presently being considered by your committee. 

Our organization has appeared each year since 1948 in support of the admin- 
istration’s annual request for funds for the operation of the various agencies 
set up beginning with the Economic Cooperation Administration. 

The improvement in the economy of Europe since 1947 continued during the 
ealendar year 1956, and this year represented an improvement in coal produc- 
tion on the Continent and Great Britain over the previous year of approximately 
314%, million tons. Attached hereto is my exhibit No. 1 captioned “Historical 
Survey of Coal Production by Countries, Years 1945-56, Inclusive,” and as stated 
previously, production increased 314 million tons in 1956 over 1955. 

The continued increase in overseas exports of bituminous coal is best reflected 
by my exhibit No. 2, attached to this statement, which is captioned “United 
States Overseas Exports of Bituminous Coal by Continental Groups, Years 1946— 
56, Inclusive.” This shows an increase in overseas exports of approximately 
13,760,000 tons in 1956 over the exports of 34 million tons that were shipped in 
1955. Approximately 12,500,000 tons of this increase covered shipments of coal 
to Europe, which took a total in excess of 41 million tons of coal from the United 
States in 1956—the largest tonnage ever received on the Continent for any calen- 
dar year in the history of overseas coal movements. 

It is significant to note that of the total overseas movement, approximately 87 
percent moved to Europe, which compares with a normal movement of 70 percent 
of our total exports to that area. 

A contributing factor to this abnormal movement of coal to European coun- 
tries last year was the unusual cold winter of 1955-56 in Great Britain and on 
the Continent, which depleted stocks of coal to such an extent that it was neces- 
sary to purchase increasing quantities of American coal and was the cause of the 
Government of France requesting our Maritime Administration to bring ships 
out of our reserve fleet in order that France could get the coal it needed trans- 
ported at a reasonable rate. 

The most signifiant factor with respect to the abnormally high movement of 
coal is reflected by the fact that with the exception of Spain, all of this tonnage 
was paid for with “free dollars,’ which of course represents the improvement in 
the economy of Great Britain and those European countries purchasing American 
coal which several years ago depended in most part on the United States Govern- 
ment to finance this movement. It is safe to say that, based on the 41 million 
tons that moved to Great Britain and Europe during calendar year 1956, this 
represented, including vessel rates, an approximate expenditure of some $750 
million, without any cost to the American taxpayer. 

It is the belief of the Coal Exporters Association that the economie and 
military aid that was given to the European countries over a number of years 
enabled them to promote a strong economy, and the resultant benefits that have 
accrued to the United States exporter of coal has resulted in the foreign buyers 
receiving coal of a better quality enabling these countries to produce those 
things essential to the maintenance of such economy. 

It is true that the greater percentage of American coal moving overseas is of 
coking, gas, and metlalurgical quality, which is in relatively short supply in 
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Europe to such an extent that they were unable to supply their needs for coal 
of this quality because of their inability to produce such a tremendous increase 
in tonnage in a relatively short period of time. 

My exhibit No. 3, appended to this statement, is captioned “United States 
Overseas Exports of Bituminous Coal by Countries of Destination and Conti- 
mental Groups, Years 1956 and 1955.” An examination of this exhibit shows 
that there was an increase in the export tonnage to practically all of the con- 
tinental groups for the year 1956 as compared with the year 1955. The greatest 
increase was to Europe, and of the increase of approximately 12% million tons, 
shipments to France accounted for 5,600,000 tons; Germany, 360,000 tons ; Italy, 
1,500,000 tons; Netherlands, 2 million tons, which increases in part reflected the 
abnormally cold winter on the Continent. 

It is our opinion that the United States ability to take care of such an 
enormous increase in exports once again indicates the great flexiblity that we 
have in our coal mining industry and further points up the fact that we are truly 
the coal mine of the world, and believe that we can continue to supply export 
markets with whatever their requirements may be. 

I direct your attention, however, to page 2 of our exhibit No. 3 where you will 
note that exports to Korea for the year 1956 total 280,257 tons as compared 
with 919,000 in the year 1955. A year ago I pointed out to your committee that 
the present Director, Mr. Hollister, changed the basis of source of supply 
covering coal shipped to Korea to a world source rather than the United States 
as the sole supplier, as was directed by Governor Stassen when he was the 
Director of the Foreign Operations Administration. 

As this Korean coal is of a quality that can be shipped from many depressed 
coal areas in the United States, it is shocking to note that during the past year 
the movement of American coal showed such a tremendous drop over the previous 
year, although Korea continued to take a substantial tonnage of coal from other 
countries. There is no question in our minds that the policy of buying coal from 
sources in the United States should be continued from those areas that are still 
suffering an acute loss of employment due to lack of coal demand, occasioned in 
most instances by the unfair competition coal is subject to from foreign oil and 
natural gas in our own country. 

There is a continuing increase in the need for American coal throughout the 
world and the increased requirements have necessitated a very substantial in- 
crease in the number of vessels to transport this coal. Your committee will note 
that exhibit No. 4, attached hereto, captioned “Overseas Exports of Coal by 
Months 1956-55 and First Quarters 1957 and 1956,” gives a picture that reflects 
the continuing increase in this movement monthly in 1956 and further that this 
increase continued in the first 3 months of 1957 not only on bituminous, but 
anthracite as well. It is safe to predict that should the present rate of movement 
continue, exports for the calendar year 1957 will at least equal the 51 million net 
tons shipped in 1956. 

Exhibit No. 5, attached to my statement, captioned “Single-Trip Vessel Rates 
on Coal from Atlantic Ports by Months From January 1951 to May 1957,” sets 
forth the single-trip vessel rates by months from January 1951 through May 1957 
to various parts of the Continent of Europe. 

An examination of this exhibit indicates very clearly the changes that have 
taken place during the past year in vessel rates and you will note that during 
the period beginning with the closing of the Suez Canal and the outbreak of war 
in the Middle East, vessel rates to Rotterdam increased from $9.80 in September 
to a peak of $14.85 in December and these high rates continued through the month 
of February, when rates to Rotterdam were at a level of $18.60. You will note, 
however, that vessel rates to Rotterdam for the week ending May 27 were $6.70, 
which reflected not only a drop of over $8 from the high rate of December, but 
were also approximately $4.40 per ton lower than for the week ending May 14, 1956. 

Rates to the Bordeaux-Dunkirk range reflect a drop of $8.55 as compared with 
the December high and are $4.65 lower than rates in May a year ago. The same 
also holds true in the case of the movement of coal to Savona, Genoa, and Naples, 
where rates have dropped almost $9 since December and are approximately $4 less 
than in May 1956. 

It is quite clear that the primary reason for this drop is the surplus of shipping 
that has developed since the reopening of the Suez Canal and the further fact that 
most of the large consumers of coal have made long-range contracts at rates 
they deem to be reasonable. However, the most significant factor influencing this 
drop is the fact that foreign-flag vessels, who carry the bulk of overseas tonnage, 
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are now in surplus supply and they are able to stipulate rates that no American- 
flag vessel can possibly meet and the only two countries which will charter 
American-flag vessels for the transportation of coal are Spain and Korea whose 
coal purchases are financed by the United States Government and as a result 50 
percent of this tonnage must move in American-flag vessels because of a statute 
that provides for such movement in cases where our Government finances the 
purchase of a commodity. 

Another factor influencing vessel rates was the withdrawal of approximately 
125 vessels from our reserve fleet, by the Maritime Administration which were 
used for the transportation of coal and agricultural commodities. These were 
withdrawn during a period of upward movement in vessel rates in order that 
countries friendly to our Government could get their coal and agricultural com- 
modities at reasonable transportation rates. However, these rates were sub- 
stantially higher by as much as $5 as compared with the rates presently being 
quoted for the movement of coal to European ports. 

We are happy to state that restrictions that have been placed on the importa- 
tion of American coal over the past several years have been withdrawn by most 
of the countries, and it is our opinion that as long as the present demand for 
American coal continues not only in Europe, but throughout the world, restric- 
tions such as had been applied over several years will be held in abeyance. We 
doubt that such restrictions covering the American coal movement will be 
applied in the near future. 

It is our opinion that coal will continue to play a very important part in the 
world economy and, under the program indicated by the President in his message 
to you, it is clear that coal will be purchased by several countries during the next 
fiscal year. It is our further opinion that should the matter of economic aid be 
extended during the next fiscal year, this might well apply to Europe as well as 
the rest of the world, even though Mr. Hollister in his statement of May 23 to 
your committee indicated otherwise. 

It is the opinion of the coal exporters of the United States that any program 
of coal purchasing by ICA during the next fiscal year should be restricted to 
United States coal and we should not be confronted with a change in policy such 
as was done by Mr. Hollister in August 1955 which did change the policy of the 
agency as it related to the purchase of coal by placing the American coal producer 
in the position of having to compete with coal produced in foreign countries 
through the medium of having all procurement authorizations for the purchase 
of coal stipulate that such coal should be purchased on a worldwide basis. 

We disagree with this procedure and recommend that the agency in its future 
purchases of coal designate the United States as the source of supply. 

In closing, we express our opinion that the various statutes, beginning with 
the Foreign Aid Assistance Act of 1948, have been most beneficial to those nations 
of the world that have received assistance from our country, and it is our belief 
that a continuation of the program as set forth by the President in his message 
to Congress is essential if we are to maintain a free world that is free in every 
sense of the word. 


Exuisit No. 1.—Historical survey of coal production by countries—Years 
1945-56 
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EXHIBIT No. 
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2.—United States overseas exports of bituminous coal by continental 
groups—Years 1946-56 


















Exursit No. 3.—United States overseas exports of bituminous coal by countries 
of destination and continental groups—Y ears 1956 and 1955 
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ExHrBiT No. 4.—Overseas exports of coal by months 1954-55 and 1956, 1st quarters 
1957 and 1956 
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Exursir No. 5.—Single trip vessel rates on coal from Atlantic ports by months 
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2, 500 5.00- 5.25 1, 500 | 6. 
2, 500 | 4. 50-4. 75 1, 000 | 
2, 500 | 4. 00-4. 25 1,000 | 
2, 500 4. 00-4. 25 1, 000 
2, 500 4. 75-5. 25 1,000 
2, 500 | 4. 75-5. 25 1, 000 
2, 500 | 4. 65-5. 15 1, 000 
| | 
2, 500 | 4.§ 1, 000 | 5. 
2, 500 | 4. | 1,060 | 5. 
2, 500 | 4. ¢ | 1,000 | 5 
2, 500 5. 1; 000 | 5. 
2, 500 4. 1, 000 5. 
2, 500 4. Bf 1,000 | 5. 0! 
2, 500 4,¢ 1, 000 4.6 
3, 000 4: 1,000 | 4. § 
3, 000 | 4. 1, 000 4. 
3,000 | 4.6 1,000 | 4. 
3, 000 | 4. 1, 000 4. 
3, 000 4.6 | —- 1,000 | 4.f 
3, 000 | 4. 35-4. 75 1, 500 4. 35-4. 60 | 
3, 000 | 4. 80-5. 20 1, 500 | 4. 90-5. 15 
3, 000 5. 00-5. 40 1, 500 5. 20-5. 45 | 
3, 000 5. 25 1, 500 5. 00-5. 25 
3, 000 5. 25 1, 500 | 4. 75-5. 00 | 
3,000 | 5. 40 1, 500 | 4.90-5. 15 | 
3, 000 | 5. 40 1, 500 | 4.75-5.00 | 
3, 000 5. 55 | 1, 500 5. 15-5. 40 | 
3, 000 5.90 1, 500 | 5. 75-6. 05 | 
3, 000 | 6. 40-6. 70 1, 500 6. 35-6. 55 | 
3, 000 | 7. 25-7. 75 | 1, 500 7. 40-7. 75 | 
3, 000 | 7. 60-8. 10 1, 500 7. 60-7, 85 | 
| | | 
3,000 | 8. 30-8. 80 1, 500 | 7. 60-7. 85 | 
3, 000 9. 00-9. 50 1, 500 8. 00-8. 50 
3, 000 | 7. 50-8. 00 1, 500 7. 50-8. 00 | 
3, 000 | 7. 75-8. 25 1, 500 | 7. 50-8. 00 | 
3, 000 | 8. 45-8. 95 | 1, 500 | 8. 05-8. 55 
3, 000 | 9, 25-9. 75 1, 500 9. 00-9. 50 | 
3, 000 | 9. 50 | 1. 500 9. 00-9. 50 
3, 000 | 9.20} 1, 500 | 8. 75-9. 00 | 
3, 000 | 9. 70 1, 500 | 9. 50 
3, 000 | 11. 10 1, 500 | 10. 00 
3, 000 | 10. 00 1, 500 9. 50 
3, 000 10. 40 | 1, 500 | 9. 25 
| | 
3, 000 | 11.05 | 1, 500 | 9. 95 
3,000 | 10. 80 1, 500 | 9.95 | 
3,000 | 11. 25 1, 500 | 9.95 | 
3, 000 | 11 65 1, 500 | 10. 25 | 
3, 000 | 12. 20 | 1, 500 | 10. 75 | 
3,000 | 12.20{ 1,500 | 12.00 | 
3,000 | 10.90 | 1,500 | 10.25 | 
3, 000 | 10. 90 1, 500 | 10. 75 | 
3, 000 | 10. 65 2,000 | 10.75 | 
3,000 | 11.20 | 2,000 | 11,00 | 
3, 000 13. 60 2, 000 | 13. 50 | 
3, 000 16. 10 1, 500 15. 90 | 


—. 


Discharge 
rate 
(tons) 





2, 000 
2, 000 
2, 000 
2, 00 
2,000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 900 
2, 000 
2, 000 


2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2. 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 


2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
2, 000 
3, 000 





Jan. 1 
Feb, 1 





Sena 
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Exit No. 5.—Single trip vessel rates on coal from Atlantic ports by months 
af from January 1951 to April 1956 (per gross ton)—Continued 


Discharge} Bordeaux- Discharge Savona, | Discharge 








Rotterdam rate Dunkirk rate Genoa, rate 
(tons) range (tons) Naples (tons) 
1957 

oi” RAS ESE arent 14.15 3, 000 15, 25 1, 500 15. 40 3, 000 
GIN Lis pnikdbenabieadé 13. 60 3, 000 14, 85 1, 500 14. 40 3,000 
4 9. 80 3, 000 10. 80 1, 500 10. 50 8, 000 
PE ntasipeicsdercsq 9.10 3, 000 10. 10 1, 500 10. 25 3, 000 
_ 3 ME ee 7.15 3, 000 8. 00 1, 500 8. 00 3, 000 
ec iecanaatepes vnc 6.70 3, 000 7. 55 1, 500 7.00 3, 000 


Source: W. W. Battie & Co., Inc., Coal Trade Freight Report. 








AMERICAN ASSOCIATION OF UNIVERSITY WOMEN, 
Washington, D. C., June 6, 1957. 
Senator THEODORE FRANCIS GREEN, 
Chairman, Senate Committee on Foreign Relations, 
United States Senate, Washington 25, D. C. 

DEAR SENATOR GREEN: The American Association of University Women has 
a membership of over 140,000 women college graduates and is organized into 
1,366 branches located in all 48 States, Alaska, Hawaii, Guam, and the District 
of Columbia. Since its founding 75 years ago, and in accordance with its charter, 
the purpose of the association has been the uniting of alumnae of institutions 
of higher education for practical educational work. Study groups to channel 
the varied interests of its members have been in existence for a number of -years. 

Through its international relations study groups an awareness of the multiple 
problems which followed the Second World War prepared AAUW to be one of 
the more active organizations aiding in educating the public to the need for and 
purpose of Marshall plan aid. As the value of a foreign aid program as an 
instrument of foreign policy has been repeatedly demonstrated in the years 
which have followed the initial Marshall plan grants, AAUW interest and sup- 
port for an effective assistance program has increased. 

Although the goals for which we strive remain unchanged, this country has 
outgrown its original concept of the European Recovery Act as its foreign aid 
program. We have seen the need for United States aid shift from European 
recovery to a struggle between the Communist and the free world and we have 
become aware of a world in ferment as the undeveloped countries aspire to new 
political and economic stature. 

We recognize that the nature of the development of these countries is of great 
importance to the future of the free world and to peace; that basically this 
development is dependent upon the availability of capital and access to technical 
assistance. 

We are of the opinion that this country, more than any other, is in position 
to contribute both capital and technical aid through its mutual security programs. 

In supporting S. 2130 we again reaffirm our support of the mutual security 
program. We applaud the principle of “helping these people to help themselves,” 
as President Truman said when proposing a technical assistance program in 1949, 
and consider the creation of a development loan fund another step in that 
direction. 

We view the economic and political growth of the underdeveloped countries as 
a long-term program requiring authorization of a long-term development loan 
fund sufficiently funded to establish an effective program. Therefore we regard 
the 500 million for fiscal 1958 and authorization to borrow 750 million in each 
of the next 2 fiscal years as minimum funding. 

As we have testified in the past, it is our conviction “that these programs will 
continue for some years to come to be indispensable to the attainment of our 
country’s goals in the world”; and that these programs continue to be essential 
not only to the security of our country, but to world peace. 

While reasserting our support for the special United Nations programs and 
specialized agencies, we also urge that the provision restricting United States 
contribution to 3314 percent of the United Nations technical assistance program be 
raised to at least the recommended 45 percent, although we are of the opinion 
that no fixed limitation should be stated since membership contributions are on 
a voluntary rather than an assessed basis. 


92528—57——_50 
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We respectfully suggest United States participation in the Special Unite@ 
Nations Fund for Economic Development. We do not feel such participation 
would be an unwarranted duplication of our own development loan fund since 
experience has shown that cooperation in the implementation of our own pro- 
grams which run parallel to those of the United Nations can work to the 
benefit of both. As an example we cite cooperation of our own technical 
assistance people with UNICEF personnel in many areas. 

We recognize our inadequacy in the area of military defense and therefore 
.wish to voice our admiration for the sincerity and application of this committee 
in undertaking the very complicated task of reassessing this country’s program 
of foreign aid, and our confidence in committee decisions with respect to military 
aid programs. 
Sincerely yours, 














Dr. MERIBETH BH. CAMERON, 

Chairman, International Relations Committee. 
IsaBEL H. KIDENEY, 

Chairman, Legislative Program Committee. 












CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., June 4, 1957. 





Hon. THEODORE FRANCIS GREEN, 
Chairman, Senate Foreign Relations Committee, 
Senate Office Building, Washington 25, D. C. 

Deak SENATOR GREEN: I am enclosing herewith a statement of the views of 
the Chamber of Commerce of the United States with reference to the authoriza- 
tion for mutual security appropriations now pending before you. I would ap- 
preciate it if you would make this statement a part of your current proceedings. 


Cordially yours, 
CLARENCE R. MILEs, 
Manager, Legislative Department. 










STATEMENT ON THE FOREIGN AID PROGRAM 


The Chamber of Commerce of the United States, while S Eepesuins the overall 
objectives of S. 2130, wishes to emphasis the following poin 

1. The administration is actually proposing a $4.4 Rion mutual security pro- 
gram in new and reappropriated funds for fiscal 1958. 

2. No detailed explanation of S. 2130 has been furnished to date, even though 
the appropriation request calls for considerably more funds than for the fiscal 
1957 program. 

8. The Congress should authorize no more than $3.6 billion in new and reap 
propriated funds for fiscal 1958. 

4. Accountability and responsibility for the military assistance and defense 
| 
| 
. 
. 
























support phases of the program should be shifted to the Department of Defense. 

5. Congress should carefully scrutinize the development loan fund proposal de- 
scribed in S. 2130. 

6. At least 50 percent of government-financed equipment and material shipped 
abroad under the foreign aid program should continue to be carried in United 
States-flag vessels. 

Emphasis has been placed by the administration on its request for new obliga- 
tional authority of only $3.9 billion in contrast to its earlier request of $44 
billion. The administration, however, is now urging the Congress to reappro- 
priate $500 million from mutual security funds unobligated in the current fiscal 
year. This unobligated sum otherwise would lapse and return to the Treasury, 
but the administration does not propose to return this $500 million to the 
Treasury. In the interest of clarity and in fairness to the American taxpayer, 
Soeine should regard the administration’s request as $4.4 billion, and not 

9 billion. 

To date the public has not been told why there should be an increase in funds 
requested for fiscal 1958. The Congress should satisfy itself on the practicality 
of the administration’s request, and should demand a comprehensive analysis of 
proposed expenditures in order to permit a realistic assessment of the program’s 
several substantive and geographic phases. 
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No more than $3.6 billion should be authorized for the 1958 fiscal year. Were 
Congress to reappropriate the half-billion .unobligated in 1957 the military 
assistance part of the proposed program. would total. $2.4 billion. in new and 
reappropriated funds. Military assistance should be reduced to at least the 
level of the 1957 fiscal year. The nonmilitary aspects, with the exception of 
economic development and technical cooperation, should also be held to at least 
the 1957 level. 

The predicted increase in efficiency claimed for the proposed new program, 
particularly with respect to the transfer of the military phase to the Defense 
Department, should result in a saving. This should amount to at least 5 percent. 
We recommend that all parts of the program, excepting the economic develop- 
ment and technical cooperation aspect, be cut to 5 percent below, the 1957 
appropriation level. 

These recommendations amount to a total reduction of approximately $800 
million from the administration’s request of $4.4 billion in new and reappropri- 
ated funds. A total of $3.6 billion should be sufficient to carry forward a strong 
and effective mutual security program. 

Congress should shift accountability and responsibility for military assistance 
and defense support to the Department of Defense. Military assistance extended 
to our allies constitutes a part of our own defense system. Military assistance 
and defense support should be submitted to the Congress as a separate title 
within the regular Defense Department budget. This would permit the military 
aspects to be considered on their own merits. The recommended shift promises 
greater efficiency in operations at home and offers a means of avoiding present 
misunderstandings of our mutual security program abroad. 

Eeonomie development is a long-term process. While the chamber advocates 
that limited authority be granted the President to provide long-range economic 
assistance upon such terms as may be prescribed by the Congress, we recommend 
that Congress exercise great care in authorizing any development loan fund. 
The Congress should insure that sound private loan principles and practices are 
not violated or disrupted by any new governmental development loan policy. 

Legislation in force (Public Law 644, 83d Cong.) provides that at least 50 
percent of Government-financed equipment and materials shipped abroad be 
carried in American-flag vessels. It should be made clear that deletion in the 


present bill of the first sentence of section 509 of the Mutual Security Act of 1954 
does not alter established policy. We urge that this be so stated for the record. 

Consideration of the foregoing points and adoption of our recommendations 
should result in a more effective mutual security program which would ade- 
quately serve the interests of the United States in strengthening the cause of free 
peoples everywhere. 


NATIONAL ASSOCIATION OF SocrIAL WORKERS, INC., 
New York, N. Y., June 6, 1957. 
Mr. Cart Marcy, 
Chief of Staff, Senate Foreign Relations Committee, 
Capitol, Washington, D. C. 

Dear Mr. Marcy: We are enclosing a copy of a letter that was sent to Sen- 
ator Theodore F. Green and to other members of the Senate Foreign Relations 
Committee. 

We would appreciate, if possible, having this letter included in the record 
of the hearings of the Senate Foreign Relations Committee on the mutual se- 
eurity program. 

Sincerely yours, 
RupoipeH T. DANSTEDT, 
Director, Washington Branch. 


JUNE 6, 1957. 
Hon. THEODORE F.. GREEN, 
Chairman, Senate Foreign Relations Committee, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR GREEN: The National Association of Social Workers was 
pleased to have joined yesterday in the public hearings on S. 2130 with the 
Citizens Committee for UNICEF in support of the authorization for $11 million 
contained in S. 2130 for the United States’ contribution to the United Nations’ 
Children’s Fund. 
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In earlier correspondence with members of the Senate Foreign Relations 
Committee, before legislation had been introduced, the association had regis- 
tered its support for adequate appropriations for economic development and 
technical assistance programs in the less developed countries. 

We wish at this time to reiterate that support but specifically address our- 
selves to several phases of S. 2130 that are of great interest and concern to our 
association. First, we are pleased to note the endorsement given to the techni- 
cal assistance program (point 4) in report 300 of your committee. American 
social workers have had limited opportunities to participate in this program 
and we believe that they, together with other specialists and technicians, have 
“made an important contribution to other nations in public health, education, 
and similar basic fields.” 

Because we believe that social workers have contributed significantly to the 
improvement of conditions in many of these less developed lands, we respéct- 
fully suggest that section 302, title III, technical cooperation, be amended to 
include welfare services as among the activities specifically included in techni- 
cal cooperation programs. Certainly a key program in promoting the purposes 
of technical cooperation namely “improving working and living conditions” are 
welfare services, both broadly and specifically defined. 

We certainly know from the experiences social workers have had both over- 
seas and in their contacts with representatives of less developed countries 
brought to the United States for educational and observational purposes, that 
this aspect of our mutual security program has directly built many friendships 
and made a great contribution to a better understanding of the United States 
on the part of foreign associates and given American social workers a great 
understanding of the many unique and difficult problems our foreign associates 
must deal with in the fields of health, welfare and education. 

While we support the strategic desirability of the development loan fund as 
proposed in title II of S. 2130, we would urge that in both legislation and in 
appropriations, technical cooperation and special assistance directed toward the 
improvement of health, welfare and education programs of these less developed 
countries be given more emphasis than S, 2130 impresses us, perhaps incorrectty, 
as doing. We would hold that Americans, generally, want to assist our less 
fortunate neighbors in these less developed countries to organize minimum pro- 
visions for education, health and welfare services. We would hold further that 
our American economy can afford this assistance. 

We are particularly concerned in what seems to us a downward trend in 
the United States contribution to what should be an expanding United Nations 
program of technical assistance and the placing of a limit of 45 percent on the 
total of the United States contribution to the United Nations Expanding Pro- 
gram of Technical Assistance. In many areas of the world, the multilateral 
approach of the United Nations Technical Assistance Program through the 
utilization of specialists from some of the less developed countries which have 
begun the slow climb toward improvement and enlargement of their public 
health, education, and other basic welfare programs is uniquely demanded and 
required. 

We respectfully suggest therefore that the United States not limit its contribu- 
tion to these multilateral technical assistance programs to any fixed percentage 
but be guided by the demonstrated need for such programs. 

Finally, we would like to express our great appreciation for the thorough way 
in which the Senate Foreign Relations Committee has studied and appraised our 
program of foreign aid and assistance. We have learned much from the many 
materials developed by the committee and we are sure that the knowledge and 
concern for foreign-aid programs by Americans generally has been extended and 
amplified. 


Sincerely yours, 
RupoteH T. DANSTEDT. 


THe Boarp OF CHRISTIAN EDUCATION 
OF THE PRESBYTERIAN CHURCH IN THE UNITED STATES OF AMERICA, 
Department of Social Education and Action, 
Philadelphia, June 3, 1957. 


Mr. C. C. O'Day, 
Clerk, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 
Dear Mr. O’Day: Thank you for granting us the time to appear before the 
public hearings in connection with the Mutual Security Act of 1957. 
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We regret that we cannot be present at that particular time, and respectfully 
request that the attached statement be included in the official record of the 
hearing. 


Cordially yours, 
CLIFFORD EARLE, Secretary. 


TESTIMONY ON BEHALF OF THE PRESBYTERIAN CHURCH IN THE UNITED STATES 
Or AMERICA 


The General Assembly of the Presbyterian Church in the United States of 
America is the highest judicatory of our church, made up of equal lay and 
clerical representatives of the entire denomination. Although it does not pre 
tend to speak for every Presbyterian, the Assembly can be said to enunciate 
the official position of the Presbyterian Church in the United States of America. 
Each year, through a long and careful process of study and discussion, the 
General Assembly seeks to address itself to what it regards as the most impor- 
tant issues for which the church, as a Christian community, feels a sense 
of responsibility. 

This statement, prepared for the official record of the hearings before the 
Foreign Relations Committee of the Senate, summarizes the General Assembly's 
views on the vitally important problems of mutual-security legislation and 
foreign aid. We believe, with the President, that foreign aid that is related 
to our country’s security as well as that which is not related to security, is 
equally in the national interest. We feel that it is humanitarian, realistic, and 
in our own national interest to support foreign aid wisely conceived and ef- 
fectively carried out. 

It is appropriate and significant that the major church bodies in America, 
including the Presbyterian Church in the United States of America, are almost 
unanimous in their support of foreign aid. 

The following quotations from General Assembly pronouncements of recent 
years indicate clearly the consistent support our church has given to United 
States Government programs of technical assistance and economic aid: 

The point 4 program—‘“* * * a program for making the benefits of our scien- 
tific advances and industrial progress available for the improvement and growth 
of underdeveloped areas. * * * Our aim should be to help the free people of 
the world, through their own efforts, to produce more food, more clothing, more 
materials for housing and more mechanical power to lighten their burdens.” 
This program, properly divorced from partisan politics, holds the promise to 
enormous benefits for the backward peoples of the world. However, if this 
program is to fulfill its promise, it must be surrounded by sufficient safeguards 
lest itt become, or appear to become, the scheme of imperialism and exploitation. 
We urge continued study of this program as it unfolds throughout the coming 
year.” 

GENERAL ASSEMBLY OF 1949. 

“The technical assistance program of the U. N. and the point 4 program of 
our Government should be strengthened and expanded now, so that economic 
and social justice within and between nations may become a reality. With 
two-thirds of our fellowmen living in underdeveloped regions of the world, such 
programs are of greater significance to the hope of a free world than the devel- 
opment of military strength” (General Assembly of 1952). 

“We encourage the continuation and extension of the program of technical 
assistance by our Government to underdeveloped regions. We urge the close 
coordination. of this program with similar efforts carried on by the United 
Nations.” (General Assembly of 1953). 

“In 1953 the General Assembly, in a farsighted step, recommended an inerease 
in technical assistance. In the past year the allocation of funds for this pro- 
gram which has so much in common with our own missionary ventures has 
regrettably been decreased and the program itself has unfortunately been 
absorbed into the Foreign Operations Administration, where it constantly runs 
the risk of being identified with military advantage. There needs to be a clear 
definition of the intent of this consolidated program, so that it is not regarded 
as being designed solely to serve our national security aims. We urge the Con- 
gress and administration to reevaluate continually this now combined technical 
and military program.” (General Assembly of 1954). 

“We believe that Government programs of foreign aid should not be trimmed 
down or withdrawn so long as they serve human needs. These programs should 
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be (1) based on actual needs without regard to political pressures or military 
considerations ; (2) developed in’such a way as not to disrupt foreign economies; 
and (3) so administered that the aid serves the purpose for which it is intended. 

“We call upon our Government to continue its support, without diminution, of 
international programs designed to minister to human needs and to assist less 
developed lands—such as the U. N. International Children’s Fund, the Expanded 
Program of Technical Assistance, and relief projects in Korea, the Middle East, 
and other areas of need. We reaffirm support of our Government’s program 
of technical assistance and cooperation as being an appropriate and effective 
means of helping others to help themselves.” (General Assembly of 1955). 

“Acknowledging that the foreign policy of all nations is developed in terms 
of their own self-interest, but believing that what ultimately serves the total 
ood best serves the individual state; 

“Aware of the continuing need to stress economic aid to underdeveloped areas 
and conscious of the fact that Communist nations are using economic aid as an 
effective political weapon ; 

“Believing that there is need for assurance of continued economic aid to 
underdeveloped regions; 

“The 168th General Assembly— 

“Urges our Government (1) to give assurance of appropriation of funds for 
economic aid on a long-term basis and (2) to review and debate foreign aid 
proposals without acrimony and partisan maneuvering so that decisions will be 
made on the basis of human welfare” (General Assembly of 1956). 

Our General Assembly, therefore, urges and supports continued constructive 
foreign aid on the part of our Government both directly and through the agen- 
cies of the United Nations. We realize the need for continuing study of our 
aims, improvement of our methods and techniques, and we also recognize the need 
to eliminate waste and avoid mistakes. Constant reevaluation and constructive 
criticism and reappraisal are both helpful and necessary. Consequently, we are 
greatly heartened and impressed by the serious reviews of foreign aid by four 
major governmental agencies and by private groups aud institutions. 

But we wish to point out (1) that the solid achievements accomplished by our 
foreign-aid programs far outweigh the mistakes and the apparent waste: (2) 
that it is not necessary to curtail or abandon foreign aid to correct mistakes 
and improve methods and techniques; (3) that we may very well be entering 
upon the most crucial period of the cold war, and to lose the hard-won advan- 
tage we have gained, or to leave the crucial areas to a menace we would not 
follow ourselves is the fallacy of a dangerous illusion; (4) that millions of 
people all over the world turn to us in the United States not so much for charity 
as for assistance and guidance. We must not betray that confidence but rather 
use it to help them help themselves. 

Whatever we do to strengthen our allies and to assist the people of the under- 
developed areas to a better and more secure way of life also strengthens our 
own security. It is not only unrealistic for a government to act without con- 
sideration of its own interest: it is definitely out of order. But in the modern 
world national interest has a broad gage, for whatever happens to assist people 
in a village in Asia, a rural area in the Middle East, or a seaport in Africa often 
best serves our national interest. Those of us in this world who love freedom, 
peace, justice, and democracy are, as the Psalmist says, “bound in the bundle 
of life.” . 

What we ask of our Government we have also demanded of ourselves and 
asked of all our church members. In recognition of our Christian responsi- 
hilities to world needs, our religious obligation to alleviate human suffering, 
and the long-range planning necessary to meet those needs and to help our 
brothers to a more abundant life, the Presbyterian Church U. S. A. has just 
adopted a 5-year advancement program with greatly increased support for “mis- 
sionary” foreign-aid programs. We are convinced that the citizens of this 
Republic will support a far-sighted plan of mutual foreign aid which is dynam- 
ically presented and ably administered when they understand that peace. secu- 
rity, justice, and freedom are at stake, and that God will bless our Nation. 





STATEMENT OF JAMES G. PATTON, PRESIDENT, NATIONAL FARMERS UNION 


Mr. Chairman and members of the committee, National Farmers Union wishes 
to reaffirm its support of the objectives of the mutual security programs. In 
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each of the 10 years since their establishment, we have supported these programs 
of economic development, technical assistance, and military aid for the war- 
devastated and lesser-developed nations of the free world. 

Last year we expressed concern before both the Senate Foreign Relations 
Committee and the House Foreign Affairs Committee that the present adminis- 
tration of these programs was not achieving the objectives as conceived by the 
Congress and the previous administration. We therefore welcomed President 
Risenhower’s message to Congress and his direct statement to the American 
public defining the goals of these programs and stressing their meaning as 
mutual security instead of foreign aid. We have a prime responsibility to our 
own people for building firm bonds of friendship between this country and the 
many friendly and struggling nations of the world. The inadequacy of our 
present methods of operation have been revealed in this past year by the deterio- 
ration of our relationships with nations in the Middle Hast heretofore friendly to 
the United States. Our relations with the so-called neutral or uncommitted 
nations of Asia have weakened, as well as those with our friends in the Atlantic 
alliance. Just since our testimony in April before the special Senate committee 
set up to consider the assistance programs, we have seen in the Middle East 
another exhibition of the “brinkmanship” of the Secretary of State, and the tragic 
and unnecessary Suez crisis still exists. Recently the maladroit use of United 
States military aid backfired in Formosa and resulted in a startling anti-Ameri- 
ean riot. 

With this alarming situation as a background, the President’s forthright state- 
ment of our aim to build for international security through suggested programs 
for economic development loans, continuing technical assistance, attention to 
world health needs, and military aid was doubly welcome. 

The membership of National Farmers Union, through delegates to our most 
recent national convention, expressed interest in support for activities and 
programs needed to increase the economic strength, productive capacity, and 
living standards of the people of the free world. Having seen the success of 
the Marshall plan in the reconstruction of the war-wounded European nations 
and Japan, they realize the need for our assistance in the lesser developed 
nations. That assistance should be of such magnitude and for such duration 
of time as may be necessary to find the right answers to the problems of chronic 
underdevelopment. Members of National Farmers Union look on United States 
assistance to the lesser developed nations as essential to the attainment of peace 
and better living for our own citizens as well as the citizens of the other free 
nations. Moreover, we look upon such programs not as foolhardy benevolence, 
but as a commonsense approach to the atttainment of peace and of our own 
security and survival, We concur heartily with the President’s statement: 
“Failure to provide adequate funds to help these struggling nations move for- 
ward could well become tragically expensive to every citizen in our country.” 

Most people in Asia, Africa, and Latin America live under conditions which by 
American standards are appalling. These people, human beings with the same 
aspirations and ambitions as our own citizens, not only do not enjoy the goods 
and services which we have come to regard as a normal part of modern living, 
but are inadequately supplied even with the basic necessities of life—food, 
clothing, and shelter. For the most part they are illiterate and without programs 
of vocational education which we have drawn on heavily for trained manpower 
both in the agricultural and industrial sectors of our economy. They suffer 
from numerous diseases which we have seen either eliminated completely or 
brought under control in the advanced countries of North America and Europe. 
Infant mortality is high, as is the birth rate. Life is short with starvation 
still a cause of death in some areas. 

People of Asia, Africa, and the Middle East are struggling for freedom from 
colonialism and for a democratic society embracing the concept of dignities of 
the individual. They seek living wages, fair and using labor standards, pro- 
gressive forms of taxation, the elimination of discrimination based on race, color, 
nationality, religious beliefs, caste, or sex and, last but not least, enough to eat 
and wear. These kinds of aspirations, farm families of the United States can 
understand. [What they cannot understand is why we cannot have a foreign 
policy which will reflect our genuine interest in human freedom and betterment 
in the underdeveloped areas of the world. 

We in the National Farmers Union feel that now more than ever it is important 
that our attitude toward the underdeveloped areas of the world be far-sighted 
and just. In a democracy we all share in the responsibilities which logically 
have fallen on the United States—leader of free men and women of all nations. 
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Our interest and participation in the development of foreign policy has been and 
grounded upon the direct and manifest interest of farm families, generally, both reas 
as citizens and as farmers. out 
Farm families through the centuries have developed among themselves a pat- whi 
tern of living based on fair play, neighborliness, and concern for the welfare of tion 
others. From this pattern of living among farm families has grown a deep seated Uni 
desire for a world free from conflict as well as a basic understanding of the causes stan 
of unrest—unrest that ultimately may be the cause of war. Farm families know past 
that the greatest contribution that we as a nation, leading the free world, can rem 
make is to solve the problems of chronic underdevelopment. sim] 
Farmers Union members cannot understand the shortsighted failure to make imp 
constructive use of our stockpile of food and fiber in the areas of need. Certainly, aneé 
if the Soviet Union were blessed with such a treasure house, they would recognize virt 
it as a force to be used creatively and boldly for their own aggressive, expansion- J. 
ist purposes. Are we so lacking in imagination that we cannot devise ways and on 
means of using these stocks of food and fiber, either on a loan or grant basis, to only 
raise the standards of living and of education in chronically underdeveloped nece 
areas? We sincerely believe that these needs, rather than the military kind of “ 
security, should be uppermost in our thoughts and plans. In serving the basic deve 
needs of people who are desperately trying to bridge a gap of a century or more in tl 
in economic and educational development, we will serve our own best interests. of a 
We know, and the American public knows, that there is no escape from sub- “" 
stantial foreign-aid expenditures for many years ahead. Such a program, how- that 
ever, should be directed toward what farm families, and the remainder of the prin 
public, know to be the basic needs of the impoverished people in our world. For } 
example, all of the so-called surplus United States food and fiber production by t 
would be but a drop in the bucket, if the democratic nations should agree to use shat 
food to finance the complete elimination of illiteracy in underdeveloped coun- quot 
tries by means of nationwide systems of free public-school education for every for 
child. on a 
Included in this educational program should be vocational education train- Ir 
ing for both youth and adults in the skills needed in agriculture and whatever can 
industrial employment is available. mak 
National Farmers Union is a member of the International Federation of Agri- conr 
cultural Producers. This organization of national farm organizations, repre- nom 
sents 35 million farm families in 25 nations of the free world. I have the reas 
honor of serving as vice president and member of the executive committee of for § 
the IFAP. Representatives of member organizations from other countries rep- TQ 
resented in IFAP have convinced us that the farmer memberships they represent cant 
have similar interests to those of farmers in the United States. There is a deep- shot 
seated desire for peace and for strengthening of the free and democratic world as 1 
in the farming areas of the world. At the general conference of IFAP, held last thro 
month at Lafayette, Ind., the world’s farm leaders were told by FAO Director appe 
General, B. R. Sen, that in our modern world we must combine idealism with mor 
practical experience. “* * * First and foremost we must concentrate our ener- mos 
gies on economic development. The problem of so-called surpluses is but a priv 
symptom of the deeper-lying maladjustment and lack of purchasing power,” 
Mr. Sen said. nica 
United States programs of technical assistance and economic developement phas 
should be directed increasingly through the United Nations and the specialized farn 
agencies. Last year the United States contributed to the United States tech- cred 
nical assistance program approximately 50 percent of the total. Even at this TI 
amount we were contributing less than several other countries when total fam. 
amounts contributed by nations are broken down to the per capita contribution. fore 
We favor, therefore, stepped-up participation in this United Nations program of alon 
technical asistance and favor increased United States contributions to this and give 
other belated programs of the specialized agencies when such can be accom- nati 
plished without interfering with the multilateral nature of the programs. Ls 
In other words, we would not want it to appear that the United States is prov 
trying to take over the programs of technical assistance and economic develop- reseé: 
ment now being conducted so successfully on a multilateral basis. There would loss, 
be some concern in this connection, I am sure, if we should chanel the contribu- actic 
tion we are now making to the United Nations expanded technical assistance lutic 
fund direct to the specialized agencies of the United Nations as some have ate. 
proposed. legis 
There are sound and logical reasons why we in the United States would do s A 


well to channel even larger amounts of our expenditures for technical assistance 
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and economic development through the United Nations. Perhaps the primary 
reason is the almost hysterical wave of nationalism which is spreading through- 
out the nations which only recently have shed the yoke of colonialism and those 
which have yet to do so. These nations, greatly in need of assistance in educa- 
tion .and.economic development as they are, prefer such assistance through the 
United Nations. There is no people in the world which should be able to under- 
stand this attitude any better than we here in the United States. Because of 
past experiences that some of these nations have had with colonial powers, they 
remain highly suspicious of the intentions of any western power. To put it 
simply, they are fearful of becoming involved in what appears to be a new 
imperialist relationship. The United Nations framework offers them assur- 
ance of an equitable relationship within any economic-assistance program by 
virtue of their participation in the agencies of the United Nations. 

J. D. Zellerbach, newly appointed Ambassador to Italy, said recently: 

“There are still those who believe that economic assistance should be given 
only to countries committed to us as military allies, and then only to the extent 
necessary to maintain certain level of armed strength. 

“This kind of thinking ignores just about all the facts of life in the under- 
developed world. * * * The loss to communism of a so-called neutralist country 
in the underdeveloped world could be just as damaging to our security as the loss 
of a military ally. * * * 

“Moreover, tying economic aid exclusively to military policy ignores the fact 
that the Communist threat in the underdeveloped world is not solely—not even 
primarily—military.” 

Mr. Zellerbach goes on to support an economic development fund established 
by the United States. This is the present approach of the administration. I 
share many of Mr. Zellerbach’s views, including those expressed in the above 
quotation, but I feel, for reasons already expressed, that the SUNFED proposal 
for a United Nations development agency is superior to anything we might do 
on a bilateral or unilateral basis. 

Instead of $750 million for such an economic development fund, I think we 
can well afford to set aside 1 percent of our gross national products for use in 
making long-range loans and grants to the lesser-developed countries. In this 
connection, there are some underdeveloped countries which cannot repay eco- 
nomic development loans no matter how “soft” the loans may be. For this 
reason, we urge that Congress consider this point and make ample provision 
for grants in any program they authorize. 

Those parts of technical assistance and economic development programs that 
cannot under current conditions be administered through the United Nations 
should be conducted through voluntary private foreign-policy organizations, such 
as under direction of religious organizations and through CARE. Working 
through private organizations has two advantages: (1) It helps overcome the 
appearance as well as the actuality of economic imperialism. (2) We can be 
more fully assured that people in other nations who need our economic help 
most will be more likely to receive it if such programs are administered through 
private relief organizations than by government-to-government procedures. 

National Farmers’ Union supports the view that the agencies conducting tech- 
nical assistance programs should promote agricultural land reform in all of its 
phases—secure land tenure, adequate farm-income programs, development of 
farmers’ purchasing, marketing, and service cooperatives, adequate family-farm 
credit facilities, organization and development of free farm organizations. 

The desire of the agricultural producers of the world to become substantial 
family farmers with secure tenure and decent incomes can be a strong moving 
force for expansion of democracy and a secure place. We urge continuing study 
along this line to determine the extent to which adequate emphasis is being 
given to the matter of giving farm families a strong stake in their land and their 
national survival. 

Last year the Senate adopted as a part of the mutual-security bill a legislative 
provision providing for negotiation of an international food and raw-material 
reserve. This provision was lost in conference with the House. Following the 
loss, the Senate Foreign Relations Committee reaffirmed its previous favorable 
action by reporting out the international food and raw-material reserve reso- 
lution as a separate resolution. This resolution was not acted upon by the Sen- 
ate. We hope that the committee will see fit to include this provision in the 
legislation you are now considering. 

As stated in the legislative provision approved by the Senate, the objectives 
of the international food and raw-material reserve are as follows: 
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1. To prevent extreme price fluctuation in the international market in these 
commodities. 

2. To prevent famine and starvation. 

8. To help to absorb temporary market surpluses of farm products and other 
raw materials, exclusive of minerals. 

4. To build economic—and social—development programs formulated in co- 
operation with appropriate international agencies. 

We feel that the most persistent, most disturbing of modern economic problems 
is the human suffering and economic stagnation enforced upon producers of 
raw materials by the extreme ups and downs in the prices of raw materials 
and consequently in their incomes. 

Such great uncertainty of income is responsible for lack of economic growth 
and development in the underdeveloped areas of the world. Raising the incomes 
of primary producers would be the logical first step in the development and 
growth of the economy of an underdeveloped nation. For that reason I believe 
that the negotiation of an international food and raw material reserve is of 
great importance in helping solve the problems of the underdeveloped part of 
the world. 

The international food and raw material reserve does not itself establish an 
international agency. The resolution merely calls upon the President to under- 
take negotiations with other nations to that end. Any agreement reached as 
a result of such negotiation would be subject to review and ratification by 
the Senate of the United States and appropriation of any capital or other funds 
would, as in the case of any appropriation, require action by both Houses of 


ingress. 

At the Senate hearing on the international food and raw material reserve 
resolution, the only opposing witness represented Secretary of Agriculture 
Benson. Senators Murray of Montana and Scott of North Carolina testified 
in favor of the resolution along with representatives of the United Auto Workers 
of America, Americans for Democratic Action, Cooperative League, Interna- 
tional League for Peace and Freedom, the Committee for Economic Stability, 
and National Farmers Union. 

The United States economy and its future is important to whatever we as a 
nation are able to do in the underdeveloped area of the world. It is absolutely 
imperative that the United States maintain its domestic economy on a stable 
and growing basis with all groups, sharing equitably in the wealth it affords. 
If we fail in this objective we shall fail not only our own citizens but the citizens 
of the other nations who look to us for leadership in the struggle against com- 
munism and in the search of democratic government, 

The decline of farm income must be halted and the income of farm families 
must be stabilized on a parity with incomes of nonfarm families or we face a 
disastrous national depression—disastrous not only in terms of the welfare 
of our own citizens but disastrous in terms of the welfare of all citizens of the 
world who search for the good life. 

We have been led falsely to believe that increased public expenditure will 
result in deficit finance and higher taxes while this is not the case at all. Wisely 
planned public expenditures might result in a larger budget but not necessarily 
a deficit budget. Actually, the increased rate of growth of our economy would 
produce greater tax reserves and lay the groundwork for an eventual lowering 
of taxes. Such increased growth of our economy would strengthen our leader- 
ship of the democratic world and make possible more United States assistance 
to underdeveloped areas. 

We, as citizens of the United States, must seek to intensify efforts of the 
United States in maintaining a sound, growing economy with equitable sharing 
of the wealth produced among all our citizens. We must assist in the develop- 
ment of a coordinated program to relieve hunger and suffering in needy areas 
of the world. We must seek means of strengthening economies of democratic 
nations. We should have as our objective in these nations the kind of develop 
ment and assistance that will— 

Create an international community of economic effort for common pur- 
poses, while neither forcing unwanted policies on others as a condition 
of our help, nor undertaking action ourselves in the absence of appropriate 
efforts in the countries that participate. 

Eliminate economic weaknesses that threaten political stability and foster 
the growth of totalitarian imperialism, whatever the form. 

Attract peoples and governments now uncommitted or neutral toward 
true democratic government. 
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Insure that increasing opportunities for economic growth and improving 
standards of living in underdeveloped nations will be equitably shared 
among its citizens. 

Result in the denouncement of colonialism in clear unmistakable terms. 

Subdue the talk about United States armed might, its military alliances, 
and its atomic striking power, while maintaining an adequate defense until 
a foolproof disarmament agreement can be worked out. 

Provide that United States economic aid be given separate and apart from 
military aid and without strings of any kind attached. We must not give 
the impression that we are trying to buy good will of those to whom we 
give aid. 

Give aid in the peaceful use of atomic energy while vastly increasing 
domestic development and use of atomic energy. We think it imperative 
that the United States ratify at an early date our membership in the Inter- 
national Atomic Energy Agency. 

Result in constructive use of our abundant agricultural commodities to 
alleviate inflation in developing nations and to further programs of educa- 
tion, including programs of vocational education. 

To obtain these objectives, we support: 

Continued international economic negotiation such as is needed to create 
the international food and raw material reserve and to extend the use of 
international commodity agreements such as the Wheat Agreement. 

Expansion of both United States and U. N. foreign economic development 
assistance, with the objective being wider use of the United Nations and 
private agencies. 

Expansion of the technical-assistance program through which our ad- 
vanced technological knowledge and know-how is made available to other 
nations. 

Improved land tenure systems. 


ene 


STATEMENT OF Mrs. R. I. C. Prout, PRESIDENT OF THE GENERAL FEDERATION OF 
WoMEn’s CLUBS 


I.am happy to have this opportunity to express the views of the General Fed- 
eration. of Women’s Clubs in support of the mutual-security program. 

The General Federation of Women’s Clubs is an international organization of 
11 million women in the United States and its Territories, and in 55 countries 
throughout the world. Our clubwomen have been interested in international 
affairs since before 1896, when we supported a permanent arbitration committee 
for settling international disputes. Our concern with world problems has grown 
significantly through the intervening years because of the emphasis upon study 
and discussion groups in our international affairs department and as a result of 
widespread exchange of ideas through our overseas clubs, which extend from 
Finland to Saudi Arabia and Greece to South Africa. 

Beginning with the Marshall plan, which was endorsed by our membership in 
1947, the General Federation has consistently supported foreign aid. Since 1947 
we have passed resolutions endorsing support of the Western European Alliance 
(1948), the Atlantic pact (1949), technical assistance to economically under- 
developed areas (1950), and in 1953 it was 

“Resolved, That the General Federation of Women’s Clubs reaffirms its sup- 
port of the principles of the United States mutual-security program, which is 
providing a system of collective defense and economic cooperation for the free 
world.” 

The General Federation of Women’s Clubs is committed to supporting a pro- 
gram of economy in Government by convention action. But we also believe that 
the security and prosperity of the United States is tied up with that of other 
free nations and that our expenditures abroad for defense and economic develop- 
ment strengthen these ties for the mutual benefit of all. And we are convinced 
that it is both more economical and productive of greater security to share in a 
common defense with the free world than it could possibly be were we to attempt 
our own defense alone against international communism. We can and should 
therefore, contribute to the military prograims of those free nations who have 
inadequate resources for this purpose. 

Military defense, vital though it is, is not sufficient to bring about security 
and the peace which we all so earnestly desire. Many of the countries with whom 
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‘we have joined in a common defense need encouragement and support to develop 
‘knowledge and skills so that they may make effective use of their resources. As 
-a nation founded upon the belief in the brotherhood of man, we believe it is our 
moral obligation to help the free nations find ways to achieve freedom from 
want and to be able to look forward confidently to the blessings of independence. 
We believe the citizens of the United States are able and willing to support a 
foreign-aid policy which is essential to their security and ideals. 

The General Federation of Women’s Clubs urges that this committee report 
favorably on the President’s budget request for the mutual security program of 
1957. 


UNITED STATES SENATE, 
May 30, 1957. 
Hon. THEODORE FRANCIS GREEN, 
Chairman, Committee on Foreign Relations, 
United States Senate, Washingion, D.C. 


Dear Mr. CHAIRMAN: You will recall that last year I proposed an amendment 
which was adopted to the Mutual Security Act, providing a $15 million economic 
development fund for Latin America. The fund was to be utilized to assist the 
Latin American Republics in the vital basic fields of health, education, sanita- 
tion, and land resettlement. The amendment carried with it a proviso which 
required that 75 percent of the moneys utilized be on a loan basis. 

The $15 million appropriated by the Congress for this purpose has been 
allocated in the following manner : 

Two grants totaling $2 million have been made. One was in the amount 
of $500,000 to the Organization of American States for agricultural research, 
and the other totaling $114 million went to the Pan American Sanitary Bureau 
to be used in the battle to eradicate dreaded malaria from the Hemisphere. 

Panama was granted a loan of $200 million for the construction of water and 
sewage works in the city of Panama. It has agreed to repay the loan in 20 years 
with 3 percent interest. 

Costa Rica received a loan of $200 million, payable on the same terms as 
the one to Panama. The money will be utilized by Costa Rica to rejuvenate the 
Children’s Hospital in San José. 

A loan of $850,000 was made to Chile to help 7 Chilean universities establish 
a central library and equip their laboratories for the training of youth in the 
technical and scientific field. 

Peru received a loan of $2 million to be used to open up for settlement rich 
agricultural lands. 

Ecuador received a loan of $2 million for financing a land-resettlement project. 

Paraguay received a loan of $1 million for agricultural and industrial develop- 
ment. 

In addition to the foregoing, negotiations are underway to make a loan to 
Honduras in the amount of $3 million for water and sewage systems and for area 
development for resettlement. 

Thus, $14,850,000 has already been allocated primarily to 7 Latin American 
countries from the $15 million available without satisfying the necessary needs 
of other Latin American Republics which have equally meritorious projects. 

I believe that one of the greatest mistakes in the foreign aid program is that 
we often look at Latin America as a whole, rather than as 21 individual Latin 
American Republics, each with its own independent and distinct problems. Gen- 
erally speaking, out of last year’s appropriation under this fund the major bene- 
fits went to only seven Latin American countries. Despite this fact, the response 
from our Latin American friends as well as from the United States, indicates 
that the value of the good will engendered in our relations with this area is in- 
estimable. 

This program, chiefly predicated on a loan basis, has just been started. Asa 
matter of fact, most of the loans were made during the month of May of this 
year. It is a program which the Congress should continue. It is a program 
where the benefits will inure not only to the various Latin American Republics 
but to the United States as well. Many of the Republics need our help in these 
basic undertakings of projects to promote health, education, sanitation, and land 
resettlement. Latin America, from the standpoint of trade, strategy, and raw 
materials, is of extreme importance to the United States. The United States is 
equally of value to that area. Today, Latin America is suffering from political 
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be prepared to suffer the consequences. 

Realizing the importance of the continuation of this program in promoting 
maximum good will, I have again introduced an amendment to the Mutual Se- 
curity Act of 1954, as amended (S. 2130), using the identical language as that 
contained in last year’s amendment, except for the fact that I have increased the 
amount from $15 million to $25 million. I have increased the amount in order 
to permit other countries anxiously desiring to take advantage of loans available 
under a program of this type to do so. For example, Bolivia could utilize a 
loan of $154 million for water supply and sewer systems. Brazil needs well- 
drilling and other equipment for water-supply systems. Haiti, Honduras, and 
unquestionably other Latin American Republics have equally meritorious proj- 
ects. In addition to this fact, the programs already underway will require 
additional funds before they can be successfully completed. 

I eannot emphasize too strongly that this program is no handout. {It is predi- 
cated primarily on a loan basis. I have confidence in the credit of our Latin 
American neighbors. It is money which will be repaid, not only in the principal 
amount of the loans made but in other advantages in trade and the further 
strengthening of our national defense in the Western Hemisphere. Latin Amer- 
ica has long cried out for a program of this nature—a program which can and 
does maintain the self-respect of its people. The area as a whole, as well as each 
Republic, desires a little individual attention, without being grouped with other 
countries of the world. The amendment adopted last year and the one I pro- 
pose this year achieves this goal and gives to our good neighbors to the south 
just recognition in the foreign aid program. 

For the reasons which I have indicated herein, I trust that each member of 
the Senate Foreign Relations Committee will look with favor on my amendment 
and include it in the mutual security authorization bill when it is reported to the 
Senate for action. I am satisfied, as I know each one of the members of your 
committee will be, that it is a sound investment in the future economic well- 
being of the United States and the Western Hemisphere. 

With kindest regards, I am 

Sincerely yours, 
GEORGE SMATHERS, 
United States Senator. 


JEWISH WAR VETERANS 
OF THE UNITED STATES OF AMERICA, 
Washington 9, D. C., June 4, 1967. 
Hon. THEODORE F’. GREEN, 
Chairman, Foreign Relations Committee, 
Senate Office Building, Washington, D. C. 


DEAR CHAIRMAN GREEN: Due to my inability to appear before your committee 
to testify in person on behalf of S. 2130, I am enclosing a written statement 
together with correspondence exchanged with the President and a resolution 
passed by our national executive committee. 

I shall greatly appreciate your putting the statement and the supplementary 
material into the record of your hearings. 

With all good wishes. 

Cordially, 
BERNARD WEITZER, 
National Legislative Director. 


STATEMENT ON ForeEIGN-AID Program, S. 2130, py BERNARD WEITZER, NATIONAL 
LEGISLATIVE DirREcTtoR, JEWISH War VETERANS OF THE UNITED STATES OF 
AMERICA 


On behalf of the Jewish War Veterans of the United States of America, I 
am glad to express my appreciation for this opportunity to present our views on 
S. 2130 which you are considering to write definite legislation for implementing 
the proposals of the administration regarding the mutual-security program. 
As a part of this statement, I wish you would include in the record of your 
hearings, an exchange of correspondence I have had with our President, Dwight 
D. Eisenhower, regarding the mutual-security program and the resolution on 
that subject adopted by the national executive committee of the Jewish War 


and economic instability and, unless we assist them in their hour of need, we must 
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Veterans of the United States of America, at its regular meeting, May 25-26, 
1957, in Washington, D. C. 

The views expressed in this correspendence and the resolution of our national 
executive committee are in line with resolutions repeatedly adopted at our an- 
nual national conventions ever since the original proposal of the Marshall plan 
and NATO. Our membership is today as firmly convinced as ever of the essen- 
tialiaty of the mutual-security program to our national defense and to our 
national interest. The tax dollars we pay that go into this program bring us a 
return even greater than the dollars spent directly by our own Defense Depart- 
ment, dollar for dollar. 

Under the program proposed in S. 2130, there will be a clearer distinction of 
the purposes for which you authorize the sums to be spent. This will help to 
bring to our own people a better understanding of the program which is so 
esesntial to their national security and well-being—politically and dollarwise. 

It is significant that all of the studies initiated by your own committee, by 
the special committees appointed by the President and by citizen and business 
groups agree on the benefits that have accrued to our country from the mutual- 
security program and they all favor its continuance. Nobody is deluded by the 
notion that the Communist gang in the Kremlin have retreated one step from 
their purpose to destroy the entire political, economic, and social world order, 
including our own, and put in its place, the Communist authoritarian state. 
Toward that end, they are ready to resort to any means or force that the cir- 
cumstances admit—military, economic, political, and subversive and infiltrating 
tactics. 

Admittedly it is hindsight but had we recognized the implacability of the 
Communists and not withdrawn our troops from Europe so rapidly and insti- 
tuted the mutual-security program shortly after World War II ended, Czecho- 
slovakia would probably have been saved for the free world. The presence of 
our military forces would have deterred Russia’s aggressive attitude toward 
the Czechoslovakian Government of Benes and Masaryk. Our economic aid 
would have overcome the difficulties which the Czechoslovakian Government 
was striving to correct. Russia would not now possess a satellite which is one 
of the most productive countries in Europe. The position of the free world in 
Europe would today be infinitely stronger. It is difficult to overestimate what 
a free Czechoslovakia during the past 10 years would have meant to us and the 
world. 


On the other hand, Iran was saved when it was almost within the Com- 
munist maw. It took a crash program to effect her rescue and crash programs 
inevitably involve waste. 

Without excusing any waste which may have been involved in that crash 
program, it can surely be said that to have permitted the men in the Kremlin 


to gain control of Iran would have been more wasteful by far. 

Who can foretell the various points at which the world Communist organization 
will direct its probes searching for weakness in the near future? It will pay us 
well to be ready with a mutual-security program which will give our Govern- 
ment the means of strengthening, militarily and economically, the nations at 
which these probes will be directed. 

Economic aid as provided for in S. 2130 will give the advantages of well- 
planned programs and minimize, if not eliminate, the need for the costly crash 
programs which are the inevitable consequence of “too little and too late.” Tech- 
nical assistance, supplemented by loans and grants where needed, frequently 
spell the difference between the social, political, and economic stability which 
strengthen people’s determination to be free and the instability which opens the 
way for the subversive and infiltrating tactics of communism. 

In this statement, the emphasis has been on the benefits of the Mutual Security 
Pact from the standpoint of our national security and national interest. Your 
committee has, I know, had many statements emphasizing the Mutual Security 
Pact as an expression on the great moral principles on which our country was 
founded and which are embodied in the Declaration of Independence and our 
Constitution. The Jewish War Veterans of the United States of America as- 
sociate themselves with such statements. The men who fought in the uniform of 
our country had as a major incentive the four freedoms which were enunciated 
so eloquently by our wartime President, Franklin D. Roosevelt. The mutual- 
security program adequately financed is a peacetime effort to achieve the four 
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freedoms. We should not stint the means for that achievement any more than 
we did the effort to win the war against Hitlerism. 

May I therefore respectfully urge that your committee authorize the full 
amounts requested in S. 2130? 

THE WHITE HOovsE, 
Washington, May 24, 1957. 
Mr. BERNARD WEITZER, 
National Legislative Director, 
Jewish War Veterans of the United States of America, 
Washington, D. O. 

Dear Mr. WEITzER: I deeply appreciate the support you have expressed for the 
mutual-security program. In this recognition of the importance of strengthen- 
ing the saving shield of freedom, you and your asssociates in the Jewish War 
Veterans of the United States of America give voice to America’s determination 
to stand firmly against the menace of international Communism. 

Enactment of the proposed economic and military programs will contribute 
effectively both to our immediate security and to the promotion of peace in the 
world. Thank you for your clear expression of what you regard as being in the 
national interest. 

Sincerely, 
DwiecHTt D. EISENHOWER. 


JEWIsH WAR VETERANS OF THE UNITED STATES OF AMERICA, 
Washington, D. C. 
The PRESIDENT, 
The White House, 
Washington, D.C. 


Dear Mr. PRESIDENT: You may recall that when I had the pleasure of visiting 
you, last year, with our newly elected national commander, William Carmen, we 
handed to you, copies of the resolutions passed at our 61st annual national 
convention expressing the full suport of our organization for the foreign aid 
program which you have presented to the Congress in past years. These resolu- 
tions included military aid, economic aid in the form of loans and grants, 
technical assistance through bilateral agreements as well as contributions to 
expanded technical assistance programs of the United Nations and other types 
of assistance which buttress the strength of the independent nations of the world. 

It is a pleasure to read your strong message to Congress setting forth your 
detailed recommendations for these foreign-aid programs covering fiscal year 
1958. According to our convention resolutions, we would have preferred that 
these outlays be larger than those for 1957 instead of the decrease which you 
apparently found necessary. 

Though we have become accustomed to terming these outlays, “foreign aid”, 
our membership is firmly convinced that this foreign aid is one of the strongest 
elements of our own defense and our own national interest. Dollar for dollar, 
these outlays contribute more than any other dollars we spend directly, for our 
national defense and besides, they insure a greater likelihood of our living in 
peace. 

We sincerely hope that the Congress will share the views and recommendations 
of our President on this subject and will, overwhelmingly, vote for the minimum 
appropriation requests you have made. I am confident that our members all 
over the country will be listening, approvingly, to your telecast, tonight, as 
you bring your message about our vital need for our foreign-aid program to all 
of our citizens. 

With all good wishes, 

Cordially, 
BERNARD WEITZER, National Legislative Director. 


Whereas our organization has for 10 years, consistently supported the essen- 
tial elements of the mutual security program and appropriations fully adequate 
for the need thereof, and 

Whereas the military aid, economic support in the form of loans and grants 
and technical assistance made available under that program, have strengthened 
our traditional allies and the independent nations of the world, especially those 
newly independent since World War II, and 
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Whereas the results of the mutual security program have inured to our own 
country’s improved military defense and capacity for swift retaliation in the 
event of any Communist attack, and 

Whereas the combination of our own strength and the capacity of the nations 
which we have aided, to withstand the subversive and infiltrating activities of 
the Communists has served to deter Communist aggression and to frustrate their 
intent to dominate the world : Now, therefore be it 

Resolwed, That the national executive committee of the Jewish War Veterans 
of the United States of America at its regular meeting in Washington, D. C., 
May 25-26, 1957, wholeheartedly supports the President’s minimum request for 
funds to carry out the mutual security program as proposed in the President’s 
message of May 21 to Congress and reaflirms its confidence that the dollars thus 
appropriated will be the most effective expenditure our country can make in 
achieving a durable, just peace. 
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APPENDIX B 


(The following article was inserted in the record at the request of Senator 


Knowland :) 3 
[New York Herald Tribune, June 5, 1957] 


TopAY IN NATIONAL AFFAIRS: USE OF COUNTERPART FUNDS SUGGESTED To Pay 
FoR AID 


(By David Lawrence) 


WASHINGTON, June §.—Four billion dollars is not easy to find these days, but 
this correspondent believes he has located inside the Government itself approxi- 
mately that sum and perhaps more to pay for the mutual security and foreign 
aid program proposed recently by President Hisenhower. It could cut the budget 
by 4 billions and perhaps more. And nowadays anybody who can come up with 
a budget cut is supposed to be in tune with the times. 

The 4 billions emerge in the form of foreign currencies that today are being 
used by nations abroad to buy American farm surpluses. 

These surpluses consist of wheat and other grains, dairy products, fruits, and 
almost everything else that the farmer has been able hitherto to dump on the 
Government of the United States for purchase. 

What happens is that, with the authority of the Congress, the farm products 
are sold overseas and payments by foreign governments are made in foreign 
currencies. Thus, anything sold to some countries would be in the local equiva- 
lent of pounds or francs or lire. 

These sums have been given the name “counterpart funds.” They usually are 
spent in the same countries which buy the surpluses. But the United States has 
troops in some and military installations in other countries, and makes all sorts 
of purchases locally. Up to now only 21 percent of the counterpart funds 
are brought into the Federal budget and show up in the form of appropriations 
or as receipts when sales are made. The other 79 percent doesn’t get into the 
budget at all, and only small amounts have been spent thus far. 

The House of Representatives was told during debate this week that, as a 
result of farm sales overseas, more than $1 billion now is available in foreign 
currencies for spending by the United States Government. If the pending legis- 
lation is passed, approximately $4 billion worth of surpluses in the United 
States will be ready for disposal abroad. 

Since the legislation was first passed, agreements have been made with 30 
countries, covering 87 different disposal programs. Commodities involved in 
these agreements have cost the Commodity Credit Corporation nearly $3 billion 
and only $1 billion worth has thus far been exported. 


WORLD NEEDS MORE FOOD 


Now, there’s no reason why the Government shouldn’t buy more and more 
of the agricultural surpluses as they arise and sell them overseas except that 
the project has to be carefully handled so as to avoid ill feeling in other produc- 
ing countries which may be deprived of their markets. But the best answer to 
this is that the world, with its increasing population, is in need of more and not 
less food. Backward areas are, of course, undernourished and need help. 

In a report filed on May 9 by Chairman Harold Cooley (Democrat, North 
Carolina) of the House Agriculture Committee, it is noted that virtually all the 
foreign-currency funds used thus far have been employed for purchases of 
strategic materials, military procurement and economic development, and for 
the payment of certain obligations of the United States Government abroad. 

There is no reason why the same method and formula of payment cannot be 
applied to other projects and expenses of the United States in foreign countries, 
thus saving all or much of the money originally put in the budget for mutual 
security and foreign aid. 

MIGHT CONVERT FUNDS 

There are, of course, certain items that have to be paid for inside the United 
States, such as military hardware used in American bases abroad. But more 
and more of the foreign-currency funds can be converted into dollars, if neces- 
sary, by using barter methods. 
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The fact remains that Government dollars are being spent today to help 
American farmers get rid of their surpluses and to keep farm prices up. The 





ion 
farm bloc in Congress, composed of members of both parties, has put this pro- ‘ee 
gram through in the past and stands back of it today. ov form 
The more surpluses sold, the more money for the foreign-aid program. This freqt 

can easily cover the $4 billion already stipulated in the Federal budget for these ete., 
items and, if sales of more surpluses of farm products should become necessary, bilit 
there’s plenty in the West and South where the present supply has been produced. (2 
Some will say it’s a matter of bookkeeping. But so are many other items of ferre 
the budget, and the important thing is to let the public know that foreign aid shov 

and mutual security can actually, if Congress will it so, be obtained by merely for 
selling more farm products overseas and finding ways of utilizing the foreign requ 

currencies even if those currencies have to be sold at a discount to get dollars. tive 
The accumulation of foreign-currency funds to date is a sizable sum, and more Mut 
can be readily added. That’s one way to save budget money and continue (3 

foreign aid at the same time—one of those necessary miracles in times like the tion 

present. app! 

. appl 
CONGRESSIONAL CONTROL Over MurTuaL SECURITY PROGRAM je 

Several Senators have inquired as to whether the amendments to the Mu- re 

tual Security Act of 1954, as amended, which have been proposed by the executive -” , 

branch, would, if adopted, have the aggregate effect of reducing the future ona 

control of Congress over the mutual security program. aa 

It is our belief, for the reasons hereinafter set forth: ; (4 

First, that. in balance, and taken as a whole, these amendments would not pur. 

| represent an increased delegation of authority by the Congress to the the 
| executive branch over this prograin. limi 
Second, that while there are a few areas in which somewhat increased and 

flexibility and authority would be provided to the executive branch, there othe 

are other areas in which such flexibility and authority would be somewhat and 

reduced and congressional control and checks thereby strengthened. be € 

Third, that there are areas in which, without relinquishing or reducing to 1 

| congressional control, the customary methods and techniques for exercising und 
| this control would be somewhat modified in order that they might be mol 
| adapted to, and reflect, changes in the nature, status and maturity of the ( 
mutual security program itself, and, consequently, in the character and rep 

form of the controls, checks, and reviews which the Congress may find it tha 

| necessary and desirable to exercise over the program. yea 
Fourth, that in those few areas where wider discretion or authority would 401 

| be given the executive, the resulting disadvantages, if any, are believed to tho 
| be outweighed by the substantive advantages, both from a foreign policy use 
standpoint and in terms of program effectiveness, which are anticipated. sec 

These conclusions result from an examination of the specific ways in which oar 

it has been suggested that the proposed amendments might increase the flexi- rey 

bility and authority of the executive branch and, conversely, the degree of con- per 

gressional control. Broadly speaking, they may be classified in two distinct 7 

groups : aff 

A. Those which affect the extent to which the executive branch has fol 

freedom in using the funds which are made available to it by the Congress ( 

for the mutual security program. “e 

B. Those which affect the extent to which Congress can continuously i 

review, and keep control over, the program. of 

PART A = 

Turning to the first group, it should be stated at the outset that, in recognition an 

of the nature of the program—the difficulties inherent in its firm advance a 

planning and the fluidity and unpredictability of the world scene to which it “ 

must be responsive—the Congress has traditionally given the executive branch oe 

considerable latitude in the execution of the mutual security program. This = 


latitude has heretofore taken a number of forms: 
(1) Broad authorizations and appropriations.—The legal right, within each 
broad functional aid category—military aid, defense support, technical coopera- 
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tion, ete—and subject to the restrictions peculiar to such category, to dis- 
tribute the funds appropriated for that category in such amounts and in such 
forms to any nation within a large legislatively specified geographic area— 
frequently either the world, or some major region, Europe, Asia, the Near East, 
ete., or combination of regions thereof—which meets the conditions of eligi- 
pility (agreements with specified provisions, etc.). 

(2) Illustrative programs.—The legal right, in making any distribution re- 
ferred to in (1), to treat as illustrative, and to depart from, the distribution 
shown to the Congress, but described as illustrative, in justifying its request 
for the authorization and appropriation in question, subject, however, to a 
requirement periodically to report any significant departures from the illustra- 
tive presentation to the interested congressional committees. (Sec. 513 of the 
Mutual Security Act of 1954, as amende‘4.) 

(3) Statutory transfer authority.—The legal right to transfer a limited por- 
tion of the funds available in one aid appropriation account to any other aid 
appropriation account and to use the amount transferred under the provisions 
applicable to the latter with the same latitude described in (1) and (2) above, 
but subject, however, to a requirement for filing of a report covering such transfer 
with the interested congressional committees. More specifically, at this particu- 
lar time, this right, granted by section 501 of the Mutual Security Act of 1954, 
as amended, permits the President, when he considers it necessary for the pur- 
poses of the act, to take up to 10 percent of the funds in any appropriation and 
add these to any other appropriation, provided that the latter may not be in- 
ereased by over 20 percent. 

(4) Special Presidential authority to use limited funds for new or different 
purposes and to waive certain legal requirements.—The legal right, additional to 
the statutory transfer right discussed in (3) above, to take from any source a 
limited amount of the total funds appropriated in any 1 year ($150 million) 
and to use those funds for any purposes of the Mutual Security Act or certain 
other laws and, in so doing, to waive requirements of the Mutual Security Act 
and other laws for which funds are authorized in that act. This authority may 
be exercised only where the President specifically determines that it is important 
to the security of the United States. Each exercise of this authority must, 
under section 513 of the Mutual Security Act, be reported to the Congress. Not 
more than $30 million may be allocated to any one country under this authority. 

(5) Special fund.—The availability of an unprogramed reserve fund which 
represents an unearmarked source for meeting new requirements of any kind 
that cannot be met within the regular appropriation accounts. During fiscal 
year 1957, a reserve of $100 million is made available for this purpose by section 
401 (b) of the Mutual Security Act of 1954, as amended. This amount is au- 
thorized for use under section 401 (a) of the act. This means that it may be 
used only when the President determines that such use is important to the 
security of the United States, and that such use may involve a waiver of require- 
ments of the Mutual Security Act and certain other laws for which funds are 
authorized by that act. Each use of these funds must, under section 513, be 
reported to the Congress. And these funds are subject to the $30 million ceiling 
per country specified in section 401 (a) of the act. 

The amendments proposed by the executive branch for fiscal year 1958 would 
affect the foregoing flexibility and discretion of the executive branch in the 
following ways: 

(1) Broad authorizations and appropriations—It would narrow the broad 
authorizations and appropriations heretofore provided in several respects: (@) 
Limiting the category of aid known as “defense support” by redefining it to 
include only that economic aid which is in support of a military purpose instead 
of all economic aid given to a country to which we are furnishing significant 
military aid; (0) deleting the old category of “development assistance” (sec. 
201 of the Mutual Security Act of 1954, as amended) which provided for assist- 
ance for the broad purpose of maintaining political or economic stability or 
promoting economic development in Asia, the Middle Kast, and Africa, and under- 
aking to meet needs heretofore provided from this category either from (i) the 
development loan fund, which is confined to assistance for economic development 
purposes, or (ii) the programed portion of a new category of aid known as “special 
assistance,” which, while broad as to authority, is more limited (insofar as 
it is programed) in amount; and (c) establishing a development loan fund to 
cover and to be limited to economic development, and which is to be on more 
restrictive terms than heretofore, in that it is exclusively for loans and criteria 
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for administration of the fund are defined in the law. On the other hand, the 
“defense support” authorization and appropriation would be broadened in one 
respect by providing 1 appropriation usable without regional restrictions, 
rather than, as in the past, 4 separate appropriation accounts for particular 
geographic areas. 

(2) Ilustrative programs.—The practice of requesting appropriations based 
upon illustrative programs would not be changed, except, as indicated elsewhere, 
this practice would have no applicability to the development loan fund, which 
is justified on another basis. 

(3) Statutory transfer authority—The statutory transfer authority now 
available would be reduced by eliminating from its coverage—both as a source 
of funds on which to draw and as a recipient of transferred funds—one major 
segment of the mutual security program, namely the development loan fund, 
representing 13 percent of the total funds requested. 

(4) Special Presidential authority to use limited funds for new or different 
purposes and to waive certain legal requirements.—The authority provided in 
section 401 (a) of the act would remain the same as to amount—namely, $150 
million—but would have reduced applicability since it could not be used to divert 
funds from the development loan fund, whereas today it could be used with 
respect to any funds available under the Mutual Security Act. This authority 
would, on the other hand, be broadened in one respect in that it would permit 
waiver of restrictions contained in Mutual Security Appropriation Acts. 

(5) Special fund—aAn unprogramed amount of $100 million is made ayail- 
able for fiscal year 1958 under the new section 400 for use under the President’s 
special authority (sec. 401 (a)) in meeting unforeseeable requirements. This 
is the same amount made available for this purpose in fiscal year 1957 under 
section 401 (b). For reasons that are set forth at length elsewhere—both in 
the formal program presentation books (under “Special assistance’) and in 
the testimony before the committee—an additional $100 million unprogramed 
amount is also made available under section 400 for use in meeting unforesee- 
able requirements, but this additional amount is more restricted in its use 
in that (@) it could only be used to augment specifically identified categories of 


, aid (military assistance, defense support, technical cooperation, and migrants, 


refugees, and escapees) or for assistance to maintain or promote political or 
economic stability ; (b) it would be subject to the statutory requirements appli- 
cable to such categories of aid where so used; and (c) no special authority to 
waive requirements of law applies to this amount. 

In addition, the executive branch seeks one added type of authority, a type of 
authority which has previously and repeatedly been authorized by the authoriza- 
tion legislation but never implemented in the applicable appropriations act, 
and a type of authority which might, in some respects, be described as added 
flexibility. This added type of authority would continue funds once appro- 
priated available beyond the end of the fiscal year in which first appropriated, 
on a no-year basis in the case of military assistance, defense support, and the 
development loan fund, and for 15 months in the case of 25 percent of the tech- 
nical cdoperation account. It would, to have maximum effeetiveness, have to be 
coupled with the omission from the Mutual Security Appropriation Act of the 
provision which is contained therein this year which limits obligations in each 
appropriation account during May and June to 20 percent of the total made 
available in that account during any fiscal year. It should be noted, however, 
that to the extent such funds remained unobligated at the end of the fiscal year 
in which they were appropriated, or any time thereafter (or, as a matter of fact, 
at any time prior thereto), Congress could, by legislation, cut them off. 


PART B 


The other main area of concern, that of the ability of Congress itself con- 
tinuously to review the planning and execution of the program, has apparently 
been raised by the executive branch proposal that appropriations for military 
assistance, defense support, and technical cooperation should be authorized on a 
continuing basis and, perhaps, to a lesser extent, by the establishment of a 
development loan fund, with an initial capitalization estimated as necessary to 
cover the first 3 years of its requirements. It hag been said that the adoption of 
these measures would reduce congressional control and, in particular, limit con- 
tinuing congressional scrutiny of the central policy aspects of the program. 

We cannot follow this reasoning. It should be borne in mind that the annual 
authorization of appropriations for continuing programs is the exception rather 
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than the rule in Government programs. It was devised in 1948 in the first year 
of the Marshall plan to avoid the single authorization of the substantial funds 
needed for that program. The next year it was written into the first Mutual 
Defense Assistance Act as a reasonable precaution for that novel and untried 
program. 

However, the mutual defense assistance program has now been tested for 8 
years. The executive branch agrees with the conclusion of the special commit- 
tee, the Fairless group and many private groups that the United States should 
now regard the defense-assistance program as having been proven as an im- 
portant and essential part of its own military effort. Similarly, the technical 
cooperation ‘program has certainly become a part of the long-term policy of the 
United States. It has therefore been the belief of the executive branch that it 
is now time for the legislation underlying the program to recognize this fact, 
and to rcognize it in the customary fashion, i. e., by authorizing appropriations 
for these programs and activities on a continuing basis. In addition, of course, 
as elsewhere described, continuing authorizations for these programs would have 
important and desirable programing and operational consequences. 

This change to the conventional method of authorizing appropriations should 
cause no problems in congressional control and review. In the first place, as 
already indicated, the substantive authorization has been established by the 
Congress, worked out over a period of.8 years and well agreed on. Nevertheless, 
the proposed change would not deprive the Foreign Relations and Foreign 
Affairs Committees of their usual opportunity to recommend to the Congress 
whatever changes they believe should be made in the substantive authority. 
Both committees would continue to receive from the executive branch periodic 
reports on the program as at present. Moreover, in the course of its annual 
presentation to these committees, the executive branch would provide both com- 
mittees with a complete review of the conduct of the program and of develop- 
ments abroad relating to the proper future course and conduct of the program. 
The committees would have both full opportunity and full information to con- 
sider recommendations on changes in the authorizing legislation. There appear to 
be no novel aspects about this program that would make this more difficult than, 
say, in the case of the United States military program, and, in fact, the necessity 
annually for authorization legislation covering some aspects of the mutual 
security program—‘special assistance’, etc——would provide the occasion for 
considering, and, if necessary, the vehicle for effecting, changes. 

As far as the provision of funds is concerned, the Congress would, of course, 
except for the development loan fund, follow the same procedures as before. 
The appropriations requests for each year would be submitted to the Appropria- 
tions Committees for analysis and appraisal—just as is the case with the budgets 
for our domestic military program. Those for mutual defense assistance would 
constitute a separate title in the Appropriation Act for the Defense Department 
and. be subject to specific consideration—not only by the Appropriations Commit- 
tees but also by the Congress itself in floor action. In a different appropriation 
measure and, in the case of the development loan fund, in accordance with the 
procedures of the Government Corporation Control Act, the appropriations for, 
or the planned business budget of, the several other elements of the mutual 
security program will also receive similar review by the Appropriations Com- 
mittees and the Congress. In one sense, in the case of mutual defense assistance 
program, this approach may materially increase the effectiveness of congressional 
review, since it will enable the joint examination of our mutual defense assist- 
ance appropriation proposals in conjunction with proposed appropriations for 
United States forces, a far more logical approach and one that is not believed 
to be practical unless there is a continuing authorization. 

And, finally, of course, the granting of a continuing authorization would in 
no wise remove the power of the Congress at any time thereafter by legislation 
to revoke, change or limit such authorization or the use of funds appropriated 
pursuant thereto. 

Special reference should also be made to the development loan fund which, 
because of a combination of several of its principal features, some of which have 
been separately mentioned and discussed above, has sometimes been described 
as involving a lesser degree of congressional control and a greater amount of 
executive discretion We do not believe that such is the case, although the fund 
presents an instance, of the kind mentioned earlier, in which the methods and 
techniques of congressional check and review would, under our proposals, change 
somewhat in order to adjust themselves to the new methods and techniques of 
providing aid which are a necessary element of any fund of this character. 
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Thus the types of controls provided for in the Government Corporation Control 
Act would in part supplant the procedures of annual appropriations. 

The problem of effective congressional control over the fund has been dis- 
cussed in great detail in a separate memorandum submitted for the record on 
this particular subject in response to a question from Senator Humphrey (see 
p. 798) and its reinclusion here would simply be repetitive. Briefly summarized, 
the means by which Congress would have effective control over the proposed 
fund are these: 

1. Congress would establish controls in the initial legislation by determin- 
ing the total resources available for the fund and by determining the criteria 
under which the fund’s resources might be used, and it would, of course, 
pass upon, through subsequent legislation, further increments to its initial 
capitalization ; 

2. The Congress would pass upon, and maintain close relations with, the 
officials in charge of the fund : 

8. Congress would exercise a continuing scrutiny of the operations of the 
fund through the review of a business-type budget submitted annually in 
accordance with the provisions of the Government Corporation Control Act, 
through periodic reports to the Congress and, each year, through the annual 
review of the mutual security program by the authorizing committees in 
which the fund’s activities in the past, and those proposed for future years, 
would be outlined and discussed. 

The development loan fund would, therefore, we beliéve, be susceptible to 
effective congressional control of the kind appropriate to govern lending agencies, 
and this control would call for more detailed and frequent examination, reporting, 

| and consultation than now obtains with respect to the Export-Import Bank and 
| other public lending institutions. 





| [A classified statement on the defense support program for Korea for fiscal 
year 1958 is in the committee's files. } 


Korea 


Fiscal year 1957 defense support program 


{In thousands of dollars] 
ere adic spcsadnngun heb een cippeertals sh. phgunich sasthenm sanptemeeneriin a extemn en . 98, 000 


By cost component : 


Tt tines nt S clemeshthh soda edaupmeenben nines tines arsine aimnatio 2, 500 

Nh 5 eid abcd, ccninhincsdubdncmeeneri-ceneh pore Thea hai 340 

i acdsee acceririn in bimenenennihibs amis meceemvenesteen 2, 115 

nee COLE LET A 91, 670 
, 


tints csths eds: ddandntektmerete el ih alate ns ete 1, 375 


By project titles: 
Agricultural and natural resources.._........___-____________ 7, 683 


Agricultural research improvement._...-__._______-____- 
a cites ethdietittin vinta iain db ambeixnqysitiinsbingivete 
ID EI oii dices ntti nomen nm dennennne 
Upper watershed development____._______- altace amie 
Sericulture buildings rehabilitation._._.__..__.._.....__--- 
Livestock and veterinary improvement_________-____-___- 
Agricultural cooperatives and rural credit development___ 
I la ioscan qepseapiticeieich neh ao edebsente aon en a 
Fisheries rehabilitation and development ____...-_._-_-_- 
UN a a 


SR SE CLEE SLT MEE LOLA 


Geophysical survey and drilling._._._._.--__________ A feek 
I eines 
con) Gant Cen) Deoeeerine MiBNe ee 
Test drilling Hambaek coalfield__._.....______ se seababectetiticated 
Improvement overseas radio service__.._____-__.__-__--- 
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Korea—Continued 
Fiscal year 1957 defense support program—Continued 
[In thousands of dollars] 


Project assistance—Continued 
By project titles—Continued 
Industry and mining—Continued 

Rehabilitation of Yongwol___- ee ath ieee at 815 

Chongpyong Dam-_-_--_------_- ; 15 

Spare parts, power- 250 

Rehabilitation and improv ement of “Hwae hon Dam and 
powerplant ieee 1, 867 

Distribution maintenance vehicles 95 

Development of domestic building materials plant_____- 500 

Straw pulp plant 1, 100 

Steel plant 

Spun rayon plant 1, 000 

Handicrafts and cottage industry development 517 

Training and management, Chungju fertilizer plant____ 1, 000 

PO Te ERO ness wi chicnegsndh os Lats soccer a le en dat 12, 065 

Technical support_--_--~-_- 


Transportation 


Highway and bridge construction and rehabilitation 
City paving rehabilitation 
Streetcar oe rehabilitation 
19, 959 
6, 093 
1, 325 
240 
Diesel locomotives__-__-_ Downe ao es 5, 000 
Rolling stock : ve. 2, 000 
Port and harbor rehabilitation_____- ee a 910 
Inchon port rehabilitation_. bone e 1, 000 
Harbor dredging improvement aes 450 
Coastal shipping improvement Htnes 500 
Civil aviation operations improvement_____. en ace - 175 
eens Wee one Bci 331 


Health and sanitation a 5, 251 


Disease control______- ac ae a Aopen 2 1, 270 
Waterworks rehabilitation. — 9 Ce 
Construction of wells and sanitary facilities____- 520 
City drainage eon T72 
Public health facilities improvement coats eon A 661 


Education __. : aes bape Cree Seen le 3, 839 


Vocational education______- on 800 

Improvement Seoul National U Iniversity operating facili- 
Militscsasiiucceniingtelhcuabius ondunsexerecskbikensinecieicindee sate aire 1, 800 

Teacher training 230 


Classroom construction........................ ; 1, 009 


Public administration___ 1, 299 


Fire fighting equipment modernization________ sneeupegseamedeae 
National police modernization 
Meteorological laboratory__..._.__....____- 
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Korea—Continued 


Fiscal year 1957 defense support program—Continued 


[In thousands of dollars] 


Project assistance—Continued 
By project titles—Continued 
Community development, social welfare, and housing 


Welfare institutions rehabilitation 

Ocean freight and voluntary agencies 

Ocean freight supplemental nutrition 

Public health relief 

Housing construction materials_____..____----_____-.______ 
Housing research and development 

Resettlement 

AFAK 

ROK office building_____ 


General and miscellaneous 


Accessorial charges on aid cargoes__________ 
Technical support 


io a ca cistessan aca d ani sslesia abana wean ids ee _.... 198, 600 


purpius aesricuitural commoedities.__........-.....---.-----.- 


I es eet ds niecieeaien rain uae eeceeeai Si 
I ar wich ctw evenbbe te th ereeiieins ann npiée seas 
Raw cotton 

Es =n lacs capitan anduiniiae daar eben e ash saxon 
IS oe Tear inacinicaiaiicuacacartmaiinameestor te ceaeeckoxsle 
RINT cintiiiniihn tpantasesnien Attecen woe sitll alaiesieinduapgeraieiacaiak amacioeaigntuamicenmucantegimecey x tiGdn 


Ir ae he ett ns im ea en cgeenigl ea ee 


pa... senna Se eae ied Saleem aiacanes eee ade 
Sugar 


aS a cco vaca acto nsepoiceonsi usb os doesn 
Tee eee ee ee sesmechpneusk warmiecenariemalie 


Raw materials and semifinished products__.._.._____-_______- cgi 


pec ds doc intr erewncn ce on etic 
Se cena eranetnicderaserunm er emepeeusesedemae 
Cenc Ga fermen prowncis. 2 
Ra eS ST Se a ea 
Pulp and paper 

Ce nnn deseseseriam wis esas oman 
Nee eee nee ne ee ee ae 


a ciclandess daseven en ink navienenson one toed 


Electrical apparatus_____- i ade Sheath ta letedeais a tabnaiasoas ai wv ances t> asiah ans testy 
Generators and motors 

Machinery and equipment 

Motor vehicles, engines, and spare parts 
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KoreEa—Continued 
Fiscal year 1957 defense support program—Continued 


{In thousands of dollars] 


Nenproject assistance—Continued 
Miscellaneous and unclassified ___ bid &, 875 


Scientific and professional instruments_ ‘ 000 
Miscellaneous commodities for educational and scie ntific use__ 200 
Rubber and rubber products___-_- side: sates bree eh yet 700 
Other ules oe 975 


Total, defense-support program , .__. 296, 600 


FoREIGN CURRENCY HoLpINGs Not PurcHASED Wirth DoLLArRsS OF THE UNITED 
STATES TREASURY AND OTHER FEDERAL AGENCIES 


This statement is in response to the inquiry received from Senator Humphrey 
for an administration statement of the total foreign currencies now in the hands 
of United States Government or which the Government will possess in the near 
future as a result of foreign aid programs and the operation of Public Law 480 
with an indication of who decides how these currencies are to be used. 

The statistical information requested is summarized in three attached tables 
which are based on data supplied by Treasury, the ICA, and the Departments of 
Defense, State, and Agriculture. The first table shows the balances of foreign 
currencies held by the Treasury and other agencies on March 31, 1957, the latest 
date for which reasonably complete reports are available. The second table 
shows anticipated collections of local currencies by the Treasury in the near 
future after March 31, 1957 as a result of operations under existing mutual 
security and Public Law 480 authority. No provision is made in this table for 
reeeipts of local currencies under the extension of Public Law 480 now under 
consideration in the Congress nor as a result of sales under section 402 of the 
Mutual Security Act under the fiscal year 1958 and subsequent mutual security 
programs. The table is based on Public Law 480 sales agreements expected to be 
signed by June 30, 1957 and on section 402 sales through June 30, 1957. The 
third table shows by decades through the end of the century the anticipated 
repayments of interest and principal on foreign currency loans now outstanding 
and those expected to be made from the local currencies reported on the first 
two tables. 

The following table summarizes the data presented on attached tables I and 
II. Over $800 million equivalent of Public Law 480 proceeds are in Government 
accounts with more than $1 billion worth still to be received. In addition, the 
ICA and Defense Department are holding over $350 million worth of proceeds 
from the sale of surplus agricultural products under the mutual security pro- 
gram with another $300 million worth anticipated in the near future. Compared 
to these sums the balances of local currencies from other sources presently held 
by the Treasury are minor. The status of these funds and the authority for 
their use is discussed below. The legal requirements and organizational setup 
for Public Law 480 proceeds, section 402 proceeds and other Treasury accounts 
are quite different and they are discussed in that order. 
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Foreign currencies not purchased with dollars in U. 8. Government accounts on 
Mar. 31, 1957, and anticipated for collection under current mutual security and 
Public Law 480 authority 


{In millions of dollar equivalent] 


| 

| Onhand | Anticipated Total 
| Mar. 31, 1957 receipts 

Treasury: 

Public Law 480 collection accounts___- swaleceSiiinw 690. 0 | 


1, 063, 1 | 
Other accounts : 100, 3 


a 2) | 


Public Law 480 loan accounts. -_..._......._.__- 44.8 | (2) 

ES Ra nents Bites atte : 266.1 | 303. 3 | 

Defense: | | 
Secs. 402 and Public Law 480 ; ; | 126. 4 (2) 
Ps ncn. cahbew ch aknedes bdeigietcesbnevadede 3 23.9 

Other agencies__ Pita Seek oa . 4.3 


t 38 


4 


a 
= 
-_ 0 CoM 


38 
ove 


PTS Reh IR cece emcee 1, 255. 8 | 1, 356. 4 2, 612. 2 





! Receipts from miscellaneous sources are not predictable. 
? Subject to allocation from existing and anticipated collections of Publie Law 480 sales proceeds. 


PUBLIC LAW 480 


Title I of Public Law 480 authorizes the President to make agreements with 
friendly nations for the sale of surplus agricultural commodities for foreign 
currencies. These sales, which are carried out through private channels, result 
in the deposit to Treasury account in banks abroad of the foreign currency 
equivalent of the export value of the commodities. Section 104 of the act 
authorizes the use of these foreign currencies for eight designated purposes 
without regard to section 1415 of the Supplemental Appropriation Act of 1953. 
Section 1415 provides that foreign currencies held by United States may be used 
only as authorized in appropriation acts. Section 104 does provide that at 
least. 10 percent of the sales proceeds and any use of these proceeds for non- 
military grants shall be subject to section 1415, unless that requirement is 
waived by the President as inappropriate or inconsistent with the purposes of 
the title. Section 105 of the act provides that any payment for these funds 
by agencies from existing dollar appropriations shall be as a reimbursement 
to the Commodity Credit Corporation rather than a miscellaneous receipt to 
the Treasury. 

These authorizations to the President have been delegated by him to various 
agencies of the Government in Executive Order 10560 of September 9, 1954, as 
amended by Executive Order 10708 of May 6, 1957. Copy of the amended order 
is attached. 

Under the executive order responsibility for the negotiation of sales agree- 
ments is delegated to the Department of State in accordance with instructions 
provided by an interdepartmental committee chaired by Department of Agri- 
culture and that for the negotiation of loan agreements and the administration 
of loans to the ICA. Responsibility for allocating specific amounts of sales 
proceeds to the agencies responsible for purposes other than loans is delegated 
to the Director of the Bureau of the Budget. The waiver authority in section 
104 is also delegated to the Director of the Bureau. 

In practice, this complex set of legal authorities and responsibilities works by 
means of a system of close interagency coordination. Requests for a foreign 
currency sales agreement, which may originate in the recipient country, in the 
Department of Agriculture or the Department of State, are analyzed by staff of 
those Departments and the ICA, and presented for consideration to an inter- 
agency committee made up of representatives of the Departments of State, 
Treasury, Defense, and Commerce, the Budget Bureau, the ICA, the ODM, 
and the USIA, under the chairmanship of the Department of Agriculture. This 
committee reviews and agrees on the terms of the proposed agreement. These 
terms always include specification of the commodities to be sold by kind and 
value, usual marketings conditions, exchange rate, and currency deposit pro- 
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cedures and a basic division: of the curreney proceeds between those which 
will be used for the benefit of the purchasing country on a loan or grant basis 
and those which the United States is free to use for other purposes. While the 
texts of sales agreements vary in detail from case to case a copy of a typical 
recent agreement is attached for information. 

While the sales agreement always specifies the proportion of proceeds to be 
used for loan or grant to the receiving country, it normally does not specify 
the share of proceeds to be used for each of the “United States use” purposes. 
Instead these are normally grouped within the specified total with flexibility 
reserved for the subsequent allocation process. However, at the time of the 
sales agreement there is frequently an indication from participating agencies 
as to what their prospective needs for local currencies will be and a tentative 
and informal earmarking of proceeds among alternative claimants. This pro- 
posed pattern of use may or may not be communicated during the negotiation 
of the agreement to the recipient country. It is not regarded as binding by the 
Director of the Bureau of the Budget, although it has been given great weight 
in Bureau allocations. 

Control over the timing of withdrawal of Public Law 480 proceeds from the 
Treasury deposit accounts is exercised by the Budget Bureau through the 
apportionment process. In general, this control is used to insure that the 
amounts reserved by the sales agreement for United States use are protected 
in total and in timing of availability. Generally, the first priority is given to 
transfers to the Treasury for sale to agencies in accord with section 1415. 

Agencies which acquire foreign currencies, whether by purchase from the 
Treasury or by allocation and apportionment without regard to’ section 1415 
are responsible for their proper use as if they were appropriated funds. They 
are obligated, disbursed, and reported and audited under essentially the same 
tules as apply to the agencies’ regular appropriations. 

The decision-making process on Public Law 480 sales proceeds is a long and 
complex one, starting with the negotiation of the sales agreement and ending 
up with disbursement by responsible agencies. It is characterized throughout 
by a high degree of interagency consultation and coordination. This is necessary 
hecause of the interweaving of domestic and foreign policy considerations in- 
volved in Public Law 480 sales and is recognized in the law in that responsibility 
is placed on the President. 

The great bulk of Public Law 480 balances and anticipated deposits shown on 
the attached tables are already committed. They will be drawn in the near 
future for loans to the recipient countries and for other uses, in accordance with 
the terms of the sales agreements and allocations issued by the Bureau of the 
Budget. Allocations are normally in terms of the total amount designated for 
a use in a sales agreement and frequently are issued prior to the full deposit 
of the proceeds of the agreement. In fact, under the amended wording of the 
Executive order the the amounts for loans specified in the sales agreements 
are considered allocated automatically without need for formal action by the 
Bureau of the Budget. Therefore, the status of allocations cannot be related 
to the cash balances of any given date. They are best reviewed on a program 
basis rather than a cash account basis. The situation on this basis is summarized 
in the table attached to the June 5 letter of the Director of the Bureau to Senator 
Humphrey. 

MUTUAL SECURITY SALES PROCEEDS 


Section 402 of the Mutual Security Act directs the ICA to use at least $250 
million of the fiscal year 1957 appropriation available under that act for the sale 
for local currencies of surplus agricultural commodities. The proceeds of the sale 
are to be used for the same purposes as the dollars used to purchase the commodi- 
ties. This requirement is the latest of a series of similar provisions starting 
with section 550 of the Mutual Security Act of 1953 which provided that the 
sales proceeds be used for mutual security purposes. These local currencies 
are in effect purchased with current mutual security appropriations and are 
available only for mutual security purposes. The sale proceeds are deposited 
initially in Treasury account but are transferred simultaneously and automati- 
cally by the Treasury to ICA account. Control over their use lies entirely in 
the hands of the Director of the ICA subject to normal agency fiscal procedures 


and accountability. 
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OTHER TREASURY FOREIGN CURRENCY ACCOUNTS 


The third column on the attached table of local currency balances on hand 
on March 31, 1957, shows the Treasury balance of various accounts other than 
the Public Law 480 deposit accounts. While some of these accounts are subject 
to particular restrictions established by agreement with the host country they 
are virtually all characterized by the requirement that use of funds in them 
is subject to section 1415 of the Supplemental Appropriation Act of 1953 and 
must be paid for out of available agency appropriations. The largest com- 
ponent of the $100.3 million balances indicated in this column is $43.6 million 
equivalent which has been transferred from Public Law 480 deposit accounts 
to Treasury sale accounts in accordance with allocations from the Budget Bureau 
and in anticipation of agency needs, but which have not yet been purchased by 
agencies. The total also includes $27 million equivalent of 10-percent counter- 
part resulting from mutual security grant aid which is available for Treasury 
sale. The figures shown also include receipts from the sale of war surplus 
($9.5 million), reimbursements received under the mutual defense assistance 
program ($6.5 million), and balances resulting from the information mediums 
guaranty program ($6.8 million) and smaller amounts from other sources. 

Since these sums are all subject to section 1415, no decision regarding their 
uSe is needed in the same sense as applies to the Public Law 480 or section 402 
proceeds. They are subject to the normal fiscal management of the Treasury 
and their ultimate use is an automatic function of agency operations since 
Treasury Regulation 930 of October 1953 requires all agencies with obligations 
payable in foreign currencies to check with the Treasury concerning the avail- 
ability of Treasury-owned balances prior to purchasing needed currencies in the 
market. This regulation also requires agencies to purchase Treasury-held cur- 
rencies, if available, rather than resorting to open market purchases. Foreign 
currencies are sold by Treasury to agencies at the rate the agencies could have 
obtained in the market if none had been held by the Treasury, regardless of the 
rate at which they were deposited. Thus, any exchange loss falls on the Treas- 
ury, or on the Commodity Credit Corporation in the case of purchased Public 
Law 480 currencies, rather than on the using agency. The balances in the 
Treasury “other” accounts have been converted to dollar equivalents at the cur- 
rent sale rates, rather than at the deposit rates used for the other figures in the 
tables. 


——_—— 
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TaBLE I.—Foreign currencies acquired without purchase with dollars in U. S. 


Country 


SY 


Afghanistan - 
Argentina... ... 
Austria..... ~ 
Belgium 
Bolivia 

Brazil 

Burma 
Cambodia. - 
Ceylon 

Chile 

China 
Colombia 
Denmark 


Dominican Republic 


Ecuador 
Egypt 
Ethiopia------ 
Finland - - --.-.- 


France. - ete 


Germany, West 
Greece - 
Guatemala _ - 
Haiti 
Honduras 
Hungary 
Iceland 
India 
Indonesia 
Iran 

Iraq 

Israel 

Italy 

Japan 

Korea 

Laos 
Netherlands 
Nicaragua 
Norway 
Pakistan 
Paraguay 
Veru 
Philippines 
Poland 
Portugal 
Somalia 
Spain 
Switzerland 
Thailand 
Tunisia 
Turkey -_- 
United Kingdom 
Vietnam 
Yugoslavia 


Total 





Total 


COO 


OND ee wo 


RK Onwosl-p 


Treasury accounts 


{Millions of dollar equivalents at deposit exchange rates '] 


ICA accounts 


Government accounts on Mar. 31, 1957 


Defense accounts 





Public 
Law 480, 
sales col- 
leeted ac- 

counts 





60. 7 


50.9 


34.3 
44.3 


iz me 
to to 


j 690. 0 


TY 


1 Treasury accounts other than Public Law 


rates. 


2 All held by Department of Agriculture for market development 
for purchase of strategic materials have not yet been drawn from Treasury account. 


| 


11.0 | 
& 


Other ! 


Drmonwc 


Cre ee 
ow S> 





| 22.4] 


1100.3 


48) collection 


Public 
Secs. 550, Law 480 
402, 505, | funds al- 
sale located 
pro- | for loans 
ceeds and 
grants 
} | 
(4) | (5) | 
-=-| = 
1.3 | 
5.7 5.7 | 
3.3 | 
5.3 
a 
2.1 
2.2 
11.1 
1.6 
3 
9 
1.9 | 
(3) 
25 9 
12.5 4.6 
22. 1 
14.6 | 
8.9 1.4 | 
3) | 19.9 | 
17.4 
' ' 
6.9 
11.3 | 
' 
j 5 
19.3 
3.4 | 
| 
32.7 | 1.5 | 
| | 
9.9 
RA 
35.3 
266.1 | 


44.8 | 


3 « | 
Sees. 550, | 





402 and | Public 
Public | Law 480 
Law 480 | funds al- 
funds al- | located 
located for 
for mili- | military 
tary as- | housing 
sistance 
(6) | (7) 
_— 
5.6 
11.8 
17.7 9.0 
1.8 
10.7 
8. 1 1.3 
| 
13.7 8.0 
! 
62.6 | 
126. 4 | 23.9 | 


Other 
Public 
Law 480 
| funds al- 
located 
for other 
United 
States 
uses 2 


(8) 


(3) 
(3) 


won 


() 


(3) 


bho 


accounts are shown at current Treasury sale 


Apportionments available to GSA 
Amounts drawn by 


State for educational exchange have already been disbursed to binational educational exchange commissions. 


No 
3 Less than “S006 


funds have yet bee 


n apportioned to State for schools or to USIA for books or community centers 
114 60 , 
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TaBLle II.—2stimated local currency collections after Mar. 31, 1957, under current 
mutual security and Public Law 480 authority * 


[Millions of dollar equivalents at current deposit exchange rates] 





| 
Cumulative—| Public Law | Anticipated collections 
Total—sum | Public Law 480 sales : 


























Country of cols. 4 480 sales proceeds to 
and 5 agreements to} Mar. 31, 1957} Public Law See. 402 
June 30, 1957 480 
} 
(1) (2) (3) | (4) (5) 
Afghanistan. --_- eo theRicaln » RS RAGES <aie oo nem the. ye 
Argentinas. .......- dss aS Oy ae 3.0 31.1 28.1 RO kis2oo 
Austria... .......--.------------- 23.8 40.9 22. 2 18.7 6.1 
IIS cn tSawes ste pe ene ee 23.6 6.8 |- ; 6.8 16.8 
Brasil. ......-. 140. 2 179.9 39.7 140.2 s 
one cna sank veuecouacaened 14.9 22.7 7.8 | ae a 
is nae odbc diminhela tein |acondeuetewas Si en endo Skee ~6 Jone nb Pe nenieeaniinees ok ene 
Ns teodats anaes Sin ashen iE Badin Oidnnd hath se ec ae es 2.2 
Re et dae 14.4 39. 6 25.2 14. 4 ae 
eee 30.7 9.8 7.3 2.5 8? 
DR ie cccn addamawe 21.3 37.3 16,0 91.3 Loca 
Denmark... _._- ie A oh aden hae ss caetnetiie Bisnis sak eer acces ne 
Dominican Republic. .. S cenastinara aise . mene ‘ ane sia awaennl 
Ecuador..........- ahhinide eee 4.7 8.1 3.4 4 2 haces dae 
SEE a Aiea sttlaidl nit . 19.6 19,2 .4 (2) 
of cteadineenwvnnenaetnklos clades po ase 5 5 aa 
Finland... - 2.2 23.9 21.7 2. 2 4c. cscaeee 
PN tn Cote Nhennuccanaman’ 37.9 2.1 6 | 1.5 38,4 
RD lads sb cctaieatnnsidteve 20.0 1.2 BT Sl Sac csieace tea 20.0 
elles 9.4 46.2 36.8 B41... oe e 
oi einiet Sree 4.3 ton RG Jel Spi was pienee acetone 4.3 
BE hie kings dbhsnbaeneadtcace Sices dclidiewetlo bs Gude ch atebtlias ababudestas) dapewbensuescsstekconnn 
I hs 5. Scibivbtiaitn = he +tadads hemes ~-|-- ; sonia opis a<bdkeaapaiepnwsteedide cua 3 
Hungary..........- ‘ ; Bl tan aan ca Rvs nother sees bea eee j 
Iceland. 2.8 2.8 2.81: 
DN bate cewinaow ° 318.8 360. 1 73.2 | 286.9 31.9 
Indonesia... --. i . és 43.9 96. 7 52.8 43.9 
TR sn 6.9 | 12. 4 5.7 6.7 2 
BR p= - , goaeshlesceblyo~ncbehiioncewone ai 
LS S6io witenniraweh 18. 6 51.6 50. 2 1.4 15.2 
ee ap sigan amanhndanis 83.4 127.9 50.3 | 77.6 5.8 
=e | 21.1 150.8 129.7 21.1 
i ine cai 91.5 | 81.6 34.7 46.9 | 4.6 
Laos....- - acne aateael 3 | 3 
Netherlands... de asad wpeel | 3 8 he : 
Nicaragua - acer am ; | : 
Norway. ---..---- buna | i 
Reis cine ainntcthndaina'e 56.0 120.7 65. 6 55.1 29 
Paraguay... -- 2.3 3.0 oe 2.3 
Peru. .-.-- nie pioaleas is ad 8.7 17.4 8.7 | 8.7 7 
i aa ssc Retina 32.4 | 13.5 13.5 18.9 
Poland ......-. ee ot 19.0 19.0 ae 10,0 |. _.<..-0teee 
iin snaedonarcanventaees s ee 7.1 7a I ee 
Ne pits adie Dteoeiands ihe BAe Aah < sinc auunsen i boc innceadioae 1.0 
eth eth can gues 60. 2 186.3 135. 2 | 61.1 9.1 
i Rial ier dein 2.6 4.6 | 2.0 2.6 aaa 
Tunisia 1.0 |-.- st dihlaie dasa hale caeiaabaRw > ne a oracle 1.0 
Turkey « aii atat 72.9 115.8 51.6 64.2 8.7 
United. Kingdom _- a eta 28.0 35. 4 27.4 8.0 20.0 
Ce ince de onnenrennibabe’ +} | ae peak 16,2 
ET ccrescnccatnsacnheers! 117.5 221. 5 120. 5 101.0 16.5 
| ES Ree bake 1, 356. 4 2, 097.7 1,044.6 | “1,053.1 303.3 




















1 Does not include proceeds from Public Law 480 sales under the $1 billion extension now before the Con- 
gress, nor sec. 402 sales under fiscal year 1958 or subsequent mutual security program appropriations, 
2 Less than $50,000. 
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TABLE III.—EHstimated collections of principal and interest on foreign currency 
loans issued or to be issued by ICA under authorizations available under Public 
Law 665 and Public Law 480 through June 30, 1957 


{In millions of dollars equivalents] 


Loan 


Estimated collections of principal and interest 
Source of loan amounts 


Apr. 1, 1957| 1961-70 | 1971-80 | 1981-90 | 1991 -99 
to 1960 


(3) (4) | (5) 
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JUNE 5, 1957. 


EXECUTIVE OrDER No. 10560, Darep SEPTEMBER 9, 1954, AS AMENDED BY EXECUTIVE 
OrvER No. 10708, DaTtep May 6, 1957 


ADMINISTRATION OF THE AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE ACT 
OF 1954 


By virtue of the authority vested in me by section 301 of title 3 of the United 
States Code (65 Stat. 713) and as President of the United States, it is ordered as 
follows: 

Section 1. Department of Agricultwre—Except as otherwise provided in this 
order, the functions conferred upon the President by title I of the Agricultural 
Trade Development and Assistance Act of 1954 are hereby delegated to the Secre- 
tary of Agriculture. 

Seo. 2. Foreign Operations Administration.—The functions conferred upon the 
President by title II of the act are hereby delegated to the Director of the Foreign 
Operations Administration. 

Sec. 3. Department of State——(a) The functions of negotiating and entering 
into agreements with friendly nations or organizations of friendly nations. con- 
ferred upon the President by the act are hereby delegated to the Secretary of 
State. 

(b) All functions under the act, however vested, delegated, or assigned, shall 
be subject to the responsibilities of the Secretary of State with respect to the for- 
eign policy of the United States as such policy relates to the said functions, 

(c) The provisions of part III of Executive Order No. 10476 of August 1, 1953 
(18 F. R. 4537 ff.), are hereby extended and made applicable to functions provided 
for in the act and to United States agencies and personnel concerned with the 
administration abroad of the said functions. 

Sec. 4. Foreign currencies.—(a) There are hereby delegated to the Director of 
the Bureau of the Budget (1) so much of the functions conferred upon the Presi- 
dent by the act as consists of fixing from time to time the amounts of foreign 
currencies which accrue under title I of the act to be used for each of the several 
purposes described in paragraphs (a) to (f), inclusive, and (h) to (j), inclusive, 
of section 104 of the act, and (2) the function conferred upon the President by the 
last proviso in section 104 of the act of waiving the applicability of section 1415 
of the Supplemental Appropriation Act, 1953. 

(b) The Secretary of the Treasury is hereby authorized to prescribe regulations 
governing the purchase, custody, deposit, transfer, and sale of foreign currencies 
received under the act. 

(c) The foregoing provisions of this section shall not limit section 3 of this 
order and the foregoing subsection (b) shall not limit subsection (a) above. 

(d) Purposes described in the lettered paragraphs of section 104 of the act 
shall be carried out, with foreign currencies made available pursuant to section 
4 (a) of this order, as follows: 

(1) Those under section 104 (a) of the act by the Department of Agriculture. 

(2) Those under section 104 (b) of the act by the Office of Defense Mobiliza- 
tion. The function, conferred upon the President by that section, of determin- 
ing from time to time materials to be purchased or contracted for a supple- 
mental stockpile is hereby delegated to the Director of the Office of Defense 
Mobilization. 

(3) Those under section 104 (c) of the act by the Department of Defense or 
the Department of State, as those agencies shall agree, or in the absence of 
agreement, as the Director of the Bureau of the Budget shall determine. 

(4) Those under sections 104 (d), (e), and (g) of the act by the Foreign 
Operations Administration. The function, conferred upon the President by 
section 104 (g) of the act, of determining the manner in which the loans pro- 
vided for in the said section 104 (g) shall be made, is hereby delegated to the 
Director of the Foreign Operations Administration. The amounts of foreign 
currencies which accrue under title I of the act to be used for loans described 
in paragraph (g) of section 104 of the act shall be the amounts thereof specified, 
or Shall be the amounts thereof corresponding to the dollar amounts specified, 
for such loans as sales agreements entered into pursuant to section 3 (a) of 
this order. 

(5) Those under section 104 (f) of the act by the respective agencies of the 
Government having authority to pay United States obligations abroad. 
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(6) Those under section 104 (hb) of the act by the Department of State. 

(7) Those under section 104 (i) of the act by the United States Information 
Agency. 

(S$) Those under section 104 (j) of the act by the Department of State and 
by the United States Information Agency in accordance with the division of 
responsibilities for the administration of section 203 of the United States Infor- 
mation and Educational Exchange Act of 1948 (62 Stat. 6) provided by Reor- 
ganization Plan No. 8 of 1953 (67 Stat. 642) and Executive Order No. 10477 
of August 1, 1958, and by subsequent agreement between the Department of 
State and the United States Information Agency. 

Sec. 5. Reports to Congress.—The functions under section 108 of the act, with 
respect to making reports to Congress, are reserved to the President. 

See. 6. Definition.—As used in this order the term “the act’ means the Agri- 
eultural Trade Development and Assistance Act of 1954 (Public Law 480, 
approved July 10, 1954, 68 Stat. 454) and includes, except as may be inappropri- 
ate, the provisions thereof amending other laws. 

Dwichtr D. KaSENHOWER. 

THe WHITE House. 


AGRICULTURAL COMMODITIES AGREEMENT BETWEEN THE GOVERN MENT OF THE UNITED 
STATES OF AMERICA AND THE GOVERNMENT OF PERU UNDER TITLE I OF THE 
AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE ACT 


The Government of the United States of America and the Government of Peru: 

Recognizing the desirability of expanding trade in agricultural commodities 
between their two countries and with other friendly nations in a manner which 
would not displace usual marketings of the United States of America in these 
commodities, or unduly disrupt world prices of agricultural commodities ; 

Considering that the purchase for soles of surplus agricultural commodities 
produced in the United States of America will assist in achieving such an 
expansion of trade; 

Considering that the soles accruing from such purchases will be utilized in a 
manner beneficial to both countries ; 

Desiring to set forth the understanding which will govern the sales of surplus 
agricultural commodities to the Government of Peru pursuant to title I of the 
Agricultural trade Development and Assistance Act, as amended, and the meas- 
ures which the two Governments will take individually and collectively in further- 
ing the expansion of trade in such commodities ; 

Have agreed as follows: 


ARTICLE I SALES FOR SOLES 


Subject to the issuance by the Government of the United States of America and 
acceptance by the Government of Peru during the period ending June 30, 1957, 
of purchase authorizations, the Government of the United States of America 
undertakes to finance the sale to purchasers authorized by the Government of 
Peru, for soles, of the following agricultural commodities determined to be surplus 
pursuant to title I of the Agricultural Trade Development and Assistance Act in 
the amount indicated : 

Value in 

Commodity : millions 
NO iB, sea acitatuaty ain atid tate Bes cpio i _ $8.5 
Ocean transportation (estimated) sia iat .4 


Total__ rs ca remane mene e ttl abeada dal 2 3.9 


Purchase authorizations issued pursuant to the above will include provisions 
relating to the sale and delivery of commodities, the time and circumstances of 
deposit of the soles accruing from such sale and other relevant matters. 


ARTICLE II USES OF SOLES 
1. The two Governinents agree that the soles accruing to the Government of 


the United States of America as a consequence of the sales made pursuant to this 
agreement will be used by the Government of the United States of America, in 
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such manner and order of priority as the Government of the United States of 
America shall determine, for the following purposes, in the amounts shown: 

(a) To help develop new markets for United States agricultural com- 
modities, for international educational exchange, for financing the transla- 
tion, publication and distribution of books and periodicals, and for other 
expenditures by the Government of the United States of America under sub- 
sections 104 (a), (f), (h), and (i) of the act, the sol equivalent of $780,000; 

(b) To provide assistance of the types provided for under subsection 104 
(j) of the act, the sol equivalent of not to exceed $320,000; 

(c) For a loan to the Government of Peru to promote the economic de- 
velopment of Peru under subsection 104 (g) of the act, the sol equivalent of 
$2.8 million, the terms and conditions of which will be included in a supple- 
mental agreement between the two governments. Not less than the sol 
deposit equivalent of $1.4 million of this sum will be reserved for relending 
to private enterprise through established banking facilities under procedures 
to be agreed upon by the two governments. It is understood that the loan 
will be denominated in dollars, with payment of principal and interest to be 
made in United States dollars, or, at the option of the Government of Peru 
in soles, such payments in soles to be made at the applicable exchange rate 
as defined in the loan agreement, in effect on the date of each payment. It 
is further understood that loan funds shall be disbursed only after prior 
agreement as to the uses of such loan funds. These and other provisions 
will be set forth in the loan agreement and any agreement supplemental 
thereto. In the event the soles set aside for loans to the Government of 
Peru are not advanced within 3 years from the date of this agreement as a 
result of failure of the two governments to reach agreement on the use of the 
soles for loan purposes, the Government of the United States of America 
may use the soles for any other purpose authorized by section 104 of the act. 

2. In the event the total of soles accruing to the Government of the United 
States of America as a consequence of sales made pursuant to this agreement 
is less than the sol equivalent of $3.9 million the amount available for a loan to 
the Government of Peru under subsection 104 (g) would be reduced by the amount 
of such difference; in the event the total sol deposit exceeds the equivalent of $3.9 
million, 28 percent of the excess would be available for the use of the Government 
of the United States of America under subsection 104 (f) and 72 percent would be 
available for the loan. 

ARTICLE III—DEPOSIT OF SOLES 


The deposit of soles for the account of the Government of the United States 
of America in payment for the commodities and for ocean transportation costs 
financed by the Government of the United States of America (except excess costs 
resulting from the requirement that United States flag vessels be used) shall 
be made at the rate of exchange for United States dollars generally applicable 
to import transactions (excluding imports granted a preferential rate) in effect 
on the dates of dollar disbursement by United States banks, or by the Government 
of the United States of America, as provided in the purchase authorizations. 


ARTICLE IV—-GENERAL UNDERTAKINGS 


1. The Government of Peru agrees that it will take all possible measures to 
prevent the resale or transshipment to other countries, or the use for other 
than domestic purposes (except where such resale, transshipment or use is 
specifically approved by the Government of the United States of America), of 
the surplus agricultural commodities purchased pursuant to the provisions of 
this agreement, and to assure that the purchase of such commodities does not 
result in increased availability of these or like commodities to nations unfriendly 
to the United States of America. 

2. The two Governments agree that they will take reasonable precaution to 
assure that sales or purchases of surplus agricultural commodities pursuant to 
this agreement will not unduly disrupt world prices of agricultural commodities, 
displace usual marketings of the United States of America in these commodities, 
or materially impair trade relations among the countries of the free world. 
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3. In carrying out this agreement the two Governments will seek to assure con- 
ditions of commerce permitting private traders to function effectively and will 
use their best endeavors to develop and expand continuous market demand for 
agricultural commodities. 

4. The Government of Peru agrees to furnish, upon request of the Govern- 
ment of the United States of America, information on the progress of the pro- 
gram, particularly with respect to arrivals and conditions of commedities and 
the provisions for the maintenance of usual marketings and information relating 
to exports of the same or like commodities. 


ARTICLE V——-CONSULTATION 


The two Governments will, upon the request of either of them, consult regard- 
ing any matter relating to the application of this agreement or to the operation 
of arrangements carried out pursuant to this agreement. 


ARTICLE VI—ENTRY INTO FORCE 


This agreement shall enter into force upon signature. IN WITNESS WHEREOF, 
the respective representatives, duly authorized for the purpose, have signed the 
present agreement. Done at Lima, in duplicate, in the English and Spanish 
languages, this 2d day of May 1957. 

/8/ 'THEopoRE C. ACHILLES 
(For the Government of the United States of America). 
/8/ MANUEL CISNEROS 
(For the Government of Peru). 


EMBASSY OF THE UNITED STATES OF AMERICA, 
Lima, Peru, May 2, 1957. 
No. 276 

EXCELLENCY : I have the honor to refer to the agricultural commodities agree- 
ment between the Government of the United States of America and the Gov- 
ernment of Peru signed today and in particular to article II, paragraph 1 (a), 
concerning the development of new markets for United States agricultural 
commodities. 

I wish to confirm my Government’s understanding of the agreement reached 
in conversations which have taken place between this Embassy and the Min- 
istry of Foreign Affairs with reference to the conversion of an amount not to 
exceed the sole equivalent of $100,000 into other currencies upon request by 
the Government of the United States of America. This facility is requested for 
the purpose of having funds to pay for international transportation of United 
States and other personnel engaged in agricultural marketing development activ- 
ities and supplies and equipment for such purposes. Such conversion as would 
be made for these purposes would be at the free rate of exchange. 

I shall appreciate receiving your excellency’s confirmation of the above under- 
standing. 

Accept, Excellency, the renewed assurances of my highest consideration. 

THEODORE ACHILLES. 
His Excellency Dr. MANUEL CISNEROS SANCHEZ, 
Minister of Foreign Affairs of Peru. 


Lima, May 2, 1957. 

Mr. AMBASSADOR: I have the honor to acknowledge the receipt of Your Ex- 
cellency’s courteous note No. 276, of today’s date, regarding the agricultural 
commodities agreement signed today by the Governments of Peru and the 
United States of America and, in particular, the interpretation of article II, 
paragraph 1 (a) concerning the development of new markets for agricultural 
commodities of the United States. 

In this connection, Your Excellency desires to obtain confirmation of the 
agreement between the national authorities and the Embassy in your charge 
concerning the conversion, at the free rate of exchange, of an amount not to 
exceed the sole equivalent of $100,000 into other currencies at the request of 
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the Government of the United States. Your Excellency adds that this facility 
is requested for the purpose of having funds to pay for the International trans- 
portation of United States and other personnel engaged in the development of 
agricultural commodity markets and in the transportation of supplies and 
equipment for such purposes. 

In reply, I take pleasure in confirming to Your Excellency that the Govern- 
ment of Peru approves the foregoing interpretation. 

I avail myself of the opportunity to renew to you, Mr. Ambassador, the assur- 
ances of my highest and most distinguished consideration. 

/8/ MANUEL CISNEROS. 
His Excellency THEODORE C. ACHILLES, 
Ambassador Extraordinary and Plenipotentiary, 
of the United States of America, City. 


MEMORANDUM ON CONGRESSIONAL CONTROL OVER PROPOSED DEVELOPMENT LOAN FUND 


This memorandum is in reply to the question asked by Senator Humphrey as 
to the views of the executive branch concerning how the Congress might exercise 
control over the proposed development loan fund. 


I. Proposed methods of control . 

The proposed change from the present form of annual allocations to a develop- 
ment loan fund would not result in a removal of congressional control, but in a 
change to the forms of control now applied to other governmental lending agen- 
cies, both international and domestic; for example, the International Bank for 
Reconstruction and Development and the Export-Import Bank, in the interna- 
tional field, and the Commodity Credit Corporation and Farm Credit Adminis- 
tration in the domestic field. Congressional control would be exercised essen- 
tially in three ways: (1) By establishing the terms of the initial legislation, 
particularly the availability of funds and the criteria for their use; (2) by 
approval of the Administrator and close working relations with him: and (3) by 
continuing examination of the operations of the fund through periodic auditing, 
reporting, and review. 

Through these means, the control which the Congress will have over the pro- 
posed fund will be no less than that over any of these comparable loan activities 
and more than that over some of them. 

1. The Congress would establish controls in the initial legislation ——At the 
time that the Congress established the fund, it would determine its essential 
characteristics and limitations. 

(a) The Congress would determine the resources of the fund: The executive 
branch proposal is for a specified appropriation for the fund for fiscal year 1958 
and for authority to borrow specified amounts from the Treasury in each of the 
fiscal years 1959 and 1960. This entire capitalization would be passed upon by 
the Congress in the authorizing legislation. Under the executive branch pro- 
posal it would also be passed upon by the Congress a second time in the appro- 
priating bill since the fiscal year 1958 portion requires an appropriation act, 
and since the borrowing authority for the second and third years would be avail- 
able only if not disapproved in that appropriation act. 

This proposal provides for greater initial congressional control over the fund’s 
resources than was exercised over similar loan funds, which have been capi- 
talized wholly by issuance of stock or notes to the Treasury upon the basis 
of a single action by the authorizing committees and the Congress. The execn- 
tive branch’s proposal for consideration of the fund in an appropriation act is 
made in recognition of the major part played by the appropriating committees 
of the Congress in the mutual security program in past years and of their con- 
tinning interest in that program. 

The proposal for capital to be available only in yearly increments and for 
only 3 years is made in recognition of the views expressed by the Senate special 
committee that the financing of such a loan fund should not be provided in a 
lump sum, but should be built up in an orderly fashion over a period of years. 
Under the executive branch proposal, it would be possible for the Congress to 
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cancel the borrowing authority of the fund at any time and legislate its further 
activities out of existence. 

(b) The Congress will determine the criteria under which the fund’s resources 
might be used: Although there must be flexibility in using the fund in order to 
deal with the almost infinite variety of situations which will confront it, the 
proposed legislation lays down several important criteria which must be taken 
into account before using it to finance any particular proposal : 

First, whether financing can be obtained in whole or in part from other free- 
world sources on reasonable terms. This is to make certain that the fund does 
not supplant but supplements private financing and such public institutions as 
the IBRD and the Export-Import Bank ; 

Second, whether the proposed activity or transaction is economically and 
technically sound. The administrator of the fund must make certain that the 
intended use is sensible and practical. 

Third, whether the proposed activity or transaction gives reasonable promise 
of contributing to the development of economic resources, to an increase of 
productive capacities, or to improvements of standards of living in furtherance 
of the purposes for which the fund is established. In short, whether that in- 
tended use will contribute to economic growth as a sound investment should. 

It is also required in the proposed bill that the fund be administered so as 
to support and encourage private investment and other private participation 
furthering the purposes laid down by the Congress. 

2. The Congress would pass upon, and would maintain close relations awith 
the officials in charge of the fund.—(a) Although the executive branch proposal 
places responsibility for administration of the fund in the President, it is the 
intention of the executive branch that the official having general responsibility 
for the administration of the fund would be the Director of the International 
Cooperation Administration, who is appointed with the advice and consent of 
the Senate. It is the further intention of the executive branch that the person 
with immediate responsibility for the management of the fund would be a top 
level official reporting directly to the director of the ICA. 

(b) Both the Director and the active manager of the fund would be available 
to the committees of the Congress or appropriate consultative subcommittees 
of the authorizing committees at any time to review the status of fund activities 
with them and receive their advice. 

3. The Congress would exercise continuing scrutiny of the operations of the 
fund.—This examination would be of the same nature as that exercised over 
similar financing agencies and would be greater in some respects: 

(a) The initial legislation would provide for the kind of accounts to be kept 
by the agency and for their regular auditing by the General Accounting Office 
in accordance with the principles and procedures applicable to commercial 
corporate transactions, as provided by the Government Corporation Control 
Act. 

(b) The initial legislation would also provide that the fund should submit 
to the Congress each year a business-type budget in accordance with the 
provisions of the Government Corporation Control Act. Such a budget would 
project the fund’s income and financing and its proposed activities for the coming 
year. This budget is referred under the rules of the Congress to the appropria- 
tion committees for examination. 

(¢) The fund would submit periodic reports to the Congress. It is the in- 
tention of the executive branch that such reports should be semiannual. 

(7) Each year during the annual review of the mutual security program by 
the authorizing committees the executive branch would make a presentation to 
them concerning: 

(i) Fund’s activities in each country it had aided during the past year: 
and 

(ii) the plans or anticipated prospects for future financing activities under 
the fund. , 


pee ETL 











800 MUTUAL SECURITY ACT OF 1957 






































Although it is not contemplated that it would be necessary to call upon the 
authorizing committees for specific action for the next 2 years, they would, of 
course, retain the power to recommend to the Congress any changes in criterig 
or other modifications of the legislation which they might believe appropriate, 
They would also have the power to call for the curtailment of the fund’s ay. 
thority to borrow from the Treasury, or in fact, to end the fund’s activities com- 
pletely after the first or second year, before the capital for the second or third Hon. ] 
year was drawn upon, since the fund would not have made any obligations not 
covered by its current annual borrowing authority. 


(e) Since the capital requested in the initial legislation is limited to antici- Dra 
pated needs for 3 years’ financing, the executive branch would have to return to sient, 
the Congress at the end of that period to request additional authority to borrow letin 5 
any needed additional sums. This would of course be the occasion for a major planne 
review of the fund’s past activities and for a determination as to any needed Sucl 
changes in the authorizing legislation as well as to future resources. indica: 


Il, Major differences from present practice is cur 


The methods of control described above approximate or exceed those employed towar« 
in regard to the Export-Import Bank. They differ in two major respects from is bein 
the methods of control now employed by the Congress in regard to development or r 
financing under the Mutual Security Act. We 

1. The provision of resources.—The Congress would be asked to provide new prcsra 
resources for the fund periodically rather than annually. This change is essen- this a; 
tial to the business-like functioning of the fund, as it is of the Export-Import 
Bank and the IBRD. If it were dependent on annual appropriations, the fund 
would be no more than a new name for a continuation of existing practices, 
Neither our own Government nor those of countries we wished to help could have Project 
any clear idea as to whether funds would be available beyond 1 year or not. a 
It would be very difficult to plan ahead effectively. It would be even more diffi- No. 
cult to persuade other potential sources of financing such as the IBRD, Export- No. 
Bank, and private investors that they should increase their activity—relying No. 
on our assistance to complement their own. 

2. Presentation of programs.—It would not be possible to furnish the Congress 
with annual illustrative country programs, as in the past. Like any bank, 
including the Export-Import Bank, the fund would make loans as sound projects 
were forthcoming, and not otherwise. The fund would not know in advance, 
any more than the Export-Import Bank now does, what particular projects 
would qualify for loans under its criteria during the next fiscal year. One of the 
primary objectives of the fund, in fact, would be to get away from the present 
practice of illustrative proposals and advance allocations, which prevents us 
from gearing our aid directly to current opportunities for most effective use. 

The administrator of the fund could, however, indicate periodically to the 
Congress what requests were under consideration, and he could estimate how 
application of the criteria specified in the authorizing legislation would affect 
the overall future distribution of the fund’s financing activities. 


IIT, Conclusions 


1. The Congress would exercise effective and continuing control over the 
development loan fund appropriate to Government lending agencies. 
2. The methods of control would call for more detailed and frequent exami- 
nation, reporting, and consultation than now obtains with respect to the Export- 
Import Bank and other public lending institutions. 
3. The difference between present methods of congressional control over de- 
velopment assistance and the proposed methods of control over the fund are The I 
essential to businesslike functioning of the fund. ecessor 
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PLANNED PROGRAM FOR IMPROVEMENTS IN FINANCIAL MANAGE- 
MENT AS OF DECEMBER 31, 1956 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DrIRECTOR, 
Washington, D. C., February 9, 1957. 
Hon. PercivaL F. BruNnpbaAGE, 
Director, Bureau of the Budget, 
Washington, D. C. 


Dear Mr. Brunpace: On October 26, 1956, my Deputy Director for Manage- 
ment, Mr. W. K. Scott, acknowledged receipt of the Bureau of the Budget Bul- 
jJetin 57-5, and stated that we would be happy to develop and submit the formal 
planned program contemplated by the bulletin. 

Such a program has been developed by my staff and is submitted herewith. It 
indicates that much has been accomplished in the past, that an intensive study 
is currently underway, and that we plan to work continuously in the future 
toward further improvement in our financial management techniques. The report 
is being reproduced in booklet form, copies of which will be made available to 
your office upon request, 

We appreciate the leadership undertaken by the Bureau of the Budget in this 
program. You have our assurance of the continued wholehearted cooperation of 
this agency. 

Yours very sincerely, 
JOHN B. HOLuiistTer. 


CONTENTS 


Project 
Introduction and background. 
No. 1. Maintenance of accounts on the accrual basis, including the use of adequate 
inventory and property records. 
No. 2. Development of cost-based budgeting practices. 
No. 3. Review and appropriate revision of budget and accounting classifications for 
consistency and synchronization with organization units to the extent possible. 
4. Development of supporting information by organizational unit where budget 
classifications do not coincide with the organization of the agency. 
No. 5. Simplification of allotment structure. 
No. 6. Review and improvement of the International Cooperation Administration pro- 
graming process. 
No. 7. Improvement of the system used for counterpart program development, approval, 
and implementation, 
No. 8. Improvement of the International Cooperation Administration internal audit 
program. 
o. 9. Development of policies and procedures for mission audit activities. 
0.10, Utilization of electrical accounting and tabulating equipment for financial ac- 
counting and reporting. 
No. 11. Review and development of new or amended financial concepts, policies, pro- 
cedures, and guidelines for ICA contracts. 
No. 12. Establishing and issuing basic financial management principles and standards 
for cooperative services. 
No. 13. Establishment of a single system of mission allotment accounting and reporting 
for all United States-owned foreign currencies administered by ICA. 
No. 14. Installation of general ledger accounts relative to United States-owned foreign 
currencies administered by ICA, 
No. 15. Uniform billing and collection procedure. 
No. 16. Development of more effective procurement authorization procedures. 
No. 17. Review functions of ICA and cooperating countries in the contract process. 
No. 18. Improvement of subauthorization procedures. 
No. 19. Improvement in evaluation of contractor performance. 


I. INTRODUCTION 


The International Cooperation Administration (ICA) together with its pred- 
ecessor agency the Foreign Operations Administration (FOA) has faced many 
program and operational problems during its approximately 3 years of existence. 
Being primarily a financing agency administering a global program with com- 
plex financial implications, its management has continuously been highly con- 
scious of the needs for effective internal control and up-to-date financial pro- 
cedures and processes necessary to assure an effective operating program. It 
has from inception vigorously pursued a program for improvement of its finan- 
cial management. 


II. ESTABLISHMENT OF FOA/ICA 


Pursuant to the President’s Reorganization Plan No. 7 of 19538, there was 
established, effective August 1, 1953, a new agency known as the Foreign Opera- 
tions Administration. 
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In effect this plan established in FOA authority and responsibility for ad- 
ministration of the mutual-security program including integration of activities 
formerly administered by the Director for Mutual Security, the Mutual Security 
Agency, the Technical Cooperation Administration, and the Institute of Inter. 
American Affairs. This sudden and extensive merger and consolidation of a 
considerable number of programs which were being administered by different 
agencies under separate regulations and procedures immediately occasioned the 
need for an extensive program designed to pull together the various functions 
and operations involved and to produce an integrated operating activity ad. 
ministered on a sound businesslike basis. 

FOA was organized as of August 1, 1953, the date the reorganization plan 
went into effect, and remained in operation through June 30, 1955. At that 
time Executive Order 10610 took effect, resulting in the abolition of FOA and the 
transfer of mutual security and related functions to the International Coopera.- 
tion Administration, a new semiautonomous organization established within 
the Department of State. While the period immediately preceding abolish- 
ment of FOA occasioned operating problems due to the uncertainty of future 
organizational arrangements, the actual establishment of ICA did not ma- 
terially change the operating arrangements that existed under FOA. For the 
purposes of this paper, we have referred to FOA and ICA interchangeably 
inasmuch as the management-improvement plans that were developed and placed 
into effect during the existence of FOA have been continued without interruption 
and are being further developed and expanded under ICA. 


IIT. SUMMARY OF FINANCIAL MANAGEMENT ACTIVITIES SINCE ESTABLISH MENT OF 
FOA 


The consolidation into one administration of the various agencies which had 
previously been responsible for the administration of the mutual security pro- 
gram required, in the fall of 1953, an immediate program of extensive improve- 
ments in the area of financial management in order to get the new agency operat- 
ing effectively. As soon as the Director of the Agency established initial organ- 
izational arrangements, agency management initiated a program for developing 
and installing improvements in the area of financial operations. This program, 
in summary, has covered the following major activities : 


A. Establishment of interim procedures 


The integration of the several systems used by the predecessor agencies posed 
many problems and operating difficulties in the early stages of consolidation. A 
major effort was mobilized which brought backlogs under control and provided 
interim accounting and related procedures pending a complete study of organiza- 
tion and operating problems and development of uniform standards, systems 
policies, and procedures for use by the new agency. 


B. Revision of programing processes 

The several agencies consolidated into FOA had at the time of their incorpora- 
tion significant differences in administrative, financial management, and pro- 
graming processes which affected nearly every phase of operations. As one ma- 
jor remedy to this situation, the Agency focused on the development of an over- 
all plan (generally referred to as Operation Blueprint) for the integration of 
the existing systems into a comprehensive procedure for program planning, 
approval, and execution. 


C. Development of uniform accounting and reporting 


Closely related to the need for improved programing processes was the neces- 
sity for the concurrent development of a uniform system of accounting and report- 
ing for the Agency. A new uniform system was essential to assure proper man- 
agement control and to coordinate the Washington and overseas missions’ 
financial activity. To meet this objective, a comprehensive study of accounting 
and related problems was undertaken by the Agency with the assistance of several 
senior systems accountants assigned by the General Accounting Office for the 
purpose of developing an effective global system of accounting and reporting 
for the Agency. 


D. Other financial management activities 

In addition to the developments referred to in paragraphs A, B, and C, above, 
improvements have been effected in other areas of financial management. These 
cover a wide range of management improvements relating to the operations of 
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the Agency’s Washington office. its field missions overseas and the cooperating 
governments. 

More detailed treatment of the above activities is set forth in paragraphs 
IV through VII, below. 


IV. EstrABLISHMENT OF INTERIM PROCEDURES 


Upon the creation of FOA in the fall of 1953 steps were immediately taken 
to stabilize the new organization, to eliminate backlogs that had accrued dur- 
ing the transition period and to effect orderly work flow arrangements. These 
steps included the development of orderly interim procedures which would pro- 
vide effective internal control including a proper basis for budgeting, ac- 
counting, auditing, and related financial activities. During fiscal year 1954 
an improved budget presentation was developed and an interim accounting 
and reporting system installed. The Accounting Systems Division of the GAO 
participated in many of: the financial improvements realized during fiscal year 
1954. The GAO staff cooperated actively with Agency personnel in the de- 
velopment, manualization, and installation of the interim accounting and re- 
porting system which was released shortly before the close of the fiscal year. 

Due to the decentralized nature of the widely dispersed financial activities of 
ICA, extensive steps had to be taken to assure that the interim financial pro- 
cedures were promptly and effectively installed without loss of financial control 
during the transition period. Accordingly, a number of internal conferences 
were held in Washington and, in addition, regional conferences were held in 
Cairo, New Delhi, Manila, Managua, and Rio de Janerio in which the ac- 
counting and reporting system was explained in detail to responsible field 
personnel. A senior GAO representatives particiapted in two of these overseas 
conferences. 

Concurrently, the Agency established a comprehensive audit activity to pro- 
vide independent internal audits of approximately 60 overseas missions and the 
various ICA/W organizational units. Organizational, recruitment, and pro- 
cedural problems hampered the progress of this activity during the first year 
but despite these unfavorable conditions a number of audits was completed and 
significant audit recommendations made and adopted by the Agency. Problems 
encountered by the audit staff during this initial period highlighted the need for 
an effective overall program of self-evaluation. Additional provision for man- 
agement appraisals was initiated during this period throughout the establishment 
of an evaluation staff charged with the responsibility for evaluation of program 
objectives and the content and effectiveness of the country programs. This 
evaluation program under an assistant to the director is currently being carried 
on in addition to an expanded internal audit program. 


V. REVISION OF PROGRAMING PROCESSES 


Many problems arose out of the fact that the new Agency had absorbed several 
divergent systems for the initiation, approval, and implementation of operating 
programs. The basic difficulties were recognized almost immediately. A group 
of senior management officials undertook a searching appraisal of the problem 
and developed a framework of constructive suggestions designed to alleviate the 
difficult situation at hand. This Operation Blueprint plan provided for basic 
classifications as to types of assistance, determination as to which programs 
should be administered on a centralized versus a decentralized basis, and uni- 
form principles with respect to program planning, approval, and execution. 

The basic principles embodied in Operation Blueprint were circulated to the 
top program and management officials of the Agency early in calendar year 1954. 
The entire plan was approved as submitted and directions were issued to take 
immediate steps to develop the necessary procedural measures to permit its 
implementation. These steps included the establishment of necessary task forces 
of technical experts representing all significant elements of the Agency. This 
management-improvement program was closely coordinated with the simultane- 
ous development of a permanent uniform accounting and reporting system. It 
resulted in a series of manual orders which provided complete, detailed, uniform 
implementation procedures which have elicited favorable comments from both 
within and without the Agency. 

The total Operation Blueprint process, including initial installation of the new 
procedures, covered the better part of 1 year. Here again it was necessary to 
insure that the new program would be properly installed on a coordinated basis 
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simultaneously in Washington and in all of the overseas missions. A consider. 
able number of training sessions was held at the Washington level. In addition, 
indoctrination conferences were held in Manila, Paris, Ankara, Rio de Janeiro, 
and Managua in order to assure that mission management and program officials 
would fully comprehend and effectively install the new procedures. Difficulties 
were encountered, but, on the whole, the entire venture met with success. 

The first year of operation under this new uniform system highlighted some 
operating problems and procedural difficulties which warranted reexamination 
of certain phases of the new system. Constructive suggestions were received 
from several areas and it was decided that there should be established a special 
group of overseas mission and ICA/W personnel whose task would be to re- 
evaluate the blueprint procedures in the light of practical operating problems 
currently being encountered. This special group, which consisted of personnel 
not intimately connected with the development of the original system, recom- 
mended a number of significant revisions or refinements. Most of these have to 
do with the simplification and streamlining of processes which had proved too 
cumbersome in operation. Virtually all of these recommendations were accepted 
and have been established in new written procedures. It is recognized, however, 
that similar reevaluations will have to be made on a more or less continuous 
basis and we have projects included in this report which provide for a further 
study of the program process. Emphasis is now being directed toward develop- 
ing improvements and more extensive coverage with respect to (@) improved 
scheduling of the program cycle, (b) further standardization of program planning 
documentation, (¢c) improved budget presentation at mission and ICA/W levels 
and (d) revised standards for development and analyses of country-assistance 
programs. 


VI. DEVELOPMENT OF UNIFORM ACCOUNTING AND REPORTING 


Immediately after installing an interim accounting and reporting system, the 
agency undertook the development of a permanent accounting and financial re- 
porting system which would provide (a) effective control over, and account- 
ability for, all of the agency’s resources, (b) full disclosure of all financial 
activity, and (c) adequate financial information for management activities and 
budget presentation. A kork project was instituted under which agency per- 
sonnel working cooperatively with systems accountants from the General Ac- 
counting Office jointly developed an overall ICA accounting manual which has 
provided a major cornerstone with respect to financial management of the agency. 

This accounting manual prescribed a system of accounting and financial re- 
porting which embodied the basic principles outlined in the preceding paragraph. 
It covered all major phases of accounting and related financial activity includ- 
ing revised obligation concepts developed under the principles established by sec- 
tion 1311 of the Supplemental Appropriation Act of 1955, general-ledger account- 
ing, allotment accounting, interoffice transfer procedures, accounting for special 
programs, accounting for foreign-currency operations, financial reporting and 
miscellaneous accounting procedures. Considerable attention was directed to 
integration of this system with the central accounting and reporting responsi- 
bilities of the Treasury Department. 

Pursuant to the provisions of the Budget and Accounting Procedures Act of 
1950 the ICA accounting manual was submitted to the General Accounting Office 
for review and approval. After appropriate study the system provided for in 
the accounting manual was approved by the Comptroller General by letter dated 
July 26, 1955, to Secretary Dulles in which Mr. Campbell indicated: ‘* * * itisa 
fine tribute to your staff that through their determination and hard work ex- 
tending over long periods that not only were these problems overcome but a new 
basic accounting system has been developed and installed on a worldwide 
basis * * *. The system, as outlined in the manual, is consistent with the 
principles, standards and related accounting requirements of this office and I am 
pleased to give it my formal approval * * *,” 

While the approved accounting system is of comparatively recent development, 
the Agency has been conscious of the need to monitor continually its operating 
effectiveness. Further, there are several areas where it is apparent that more 
extensive coverage must be provided. A major change in project accounting has 
already been installed and significant changes in financial reporting were de- 
veloped during the fall of this year. Projects involving additional constructive 
work in other areas, including the requirements of Public Law 863, have been 
started. The most significant of these projects are included in this report. 
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VII. OTHER FINANCIAL MANAGEMENT ACTIVITIES 


Concurrent with the developments outlined above, improvements in financial 
management were installed on many other fronts. Improvements have been 
made in (a) the country program approval process, (0) mission and ICA/W 
pudget presentation, review and approval processes, (c) revisions in organiza- 
tional arrangements, (d) issuance of a comprehensive body of procedures for all 
phases of agency operations, (¢) statistical and analytical reporting, (f) coordi- 
nation between mission and Washington management activities, and (g) cooper- 
ating governments’ control procedures for the receipt and distribution of com- 
modities. This is not intended to be an exhaustive list, but merely an indication 
of the Agency’s continuing emphasis on the improvement of its financial manage- 
ment. in this connection, it will be noted that this report includes projects for 
the improvement of (a) counterpart programing, (0) auditing practices, (c) 
contracting policies and procedures, (d) management of cooperative services, and 
(e) cooperating government procurement practices. 


VIII. ConcLusIon 


As indicated above, many improvements in internal control and advancements 
in financial management has been accomplished during the 3 years of the 
operations of the agency. In view of operating pressures, staffing and other 
considerations, emphasis has been placed on major projects of significant impact. 
Recognition of many of the agency improvements has already been given in the 
sixth and seventh annual progress reports issued by the GAO under the joint 
program to improve accounting in the Federal Government. The Hoover Task 
Force Report on Overseas Economic Operations of June 1955 indicated that 
“* * * those responsible for the development of budgeting, auditing, fiscal and 
accounting procedures of FOA have done an excellent job despite the magnitude 
and complexity of the task.”” Further, in a letter dated August 24, 1955, from 
the Assistant Director of the Bureau of the Budget, to Mr. Hollister, enclosing a 
report of a survey on the agency’s financial activities, it was indicated that the 
agency had made commendable progress during the past year. 

The agency recognizes, however, that it is still faced with many problems 
and that new and different problems are constantly arising in an ever-changing 
program. Further, it is aware of the necessity to review constantly and evaluate 
its procedures to insure the adequacy thereof and to effect such constructive 
improvements as are considered appropriate. In those cases where a planned 
improvement in financial management has been brought sufficiently into focus 
to constitute a definable project, it has been included in this report even though 
the ultimate disposition is subject to further study or otherwise undetermined. 
As operations proceed, projects may be completed, eliminated, revised, or aug- 
mented by new projects . It is, however, considered that the projects included 
herein constitute the major items upon which the agency will focus attention 
during the coming calendar year. 


Prosect No. 1, MAINTENANCE OF ACCOUNTS ON THE ACCRUAL BASIS, INCLUDING 
THE USE OF ADEQUATE INVENTORY AND PROPERTY RECORDS 


Background 


The agency’s present accounting system is the result of continual review and 
analysis of its fiscal activities and is primarily designed to assure effective 
internal control and to supply financial information needed for day-to-day 
operating decisions by the Director, deputy directors, and operating personnel. 

Action was taken immediately upon the creation of FOA to establish a uni- 
form accounting system to control and account for the entire financial opera- 
tion of the new agency, as brought out in the introduction to this report. This 
system was developed jointly by representatives of the Foreign Operations 
Administration and the General Accounting Office, Accounting Systems Division, 
working together on the joint project. The new accounting system was ap- 
proved by the Comptroller General in July 1955. 

The purpose of the mutual security program is to promote United States 
objectives, particularly the strengthening of the free world by giving assistance 
to friendly nations. This assistance, pursuant to the Mutual Security Act of 
1954, as amended, is in the form of grants and loans. Because the United 
States recognizes that effective accomplishment of its objectives can only be 
achieved by cooperative effort, ICA conceived its program as a joint responsi- 
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bility of the United States and the cooperating country governments. While 
ICA provides dollars needed to finance certain specified measures of assistance, 
the measures themselves are mutually agreed upon by the United States and 
the cooperating country government, with the initiative generally coming from 
the latter. ICA is a financing, rather than a procurement, agency. As such, 
it works on the assumption that the foreign governmental or commercial entities, 
as appropriate, should be able to conduct the procurement of goods, services, 
and equipment which it finances. Should this not be the case, ICA is prepared 
to provide some assistance to these foreign entities, but such assistance is for 
the account of these entities and not for ICA’s own account. 

Since the ICA program is a financing program consisting of grants and loans, 
the cash expenditures of program funds represent accrued expenditures as 
defined by Budget-Treasury Regulation 1, because the time the grants and loans 
are approved for payment is essentially synonymous with the time that the 
cash payment is effected. Therefore, the accounting system approved in July 
1955 reflects ICA resources consumed, i. e., dollar assistance furnished, and thus 
provides for the accounting and reporting of program fund activities on an 
accrual basis. 

In developing the accounting system approved in 1955 consideration was given 
to the establishment of a system on an accrual basis for our administrative 
type appropriations, i. e., administrative expenses and Control Act expenses. 
This consideration included a review of the experience of the Economic Co- 
operation Administration-Mutual Security Agency, the largest predecessor 
agency of FOA, with the accrual system which it operated from 1948 to 1952 
and to the recommendation of a management consultant firm, McKinsey & Co., 
which in 1951 had been employed to make a survey and report on improving 
fiscal and managerial controls. As a result of this report, the accrual system 
had been abandoned by the Mutual Security Agency (see annex No. 1). 

Our own analysis at that time indicated that the difference between obliga- 
tions and accrued expenditures would be relatively insignificant. It was there- 
fore decided not to attempt to account for administrative type expenses on an 
accrual basis. 

Although we believe the present accounting system for program funds meets 
the criteria for accrual accounting if the mutual security program is recognized 
as a financial assistance program furnished in the form of dollar grants and 
loans, we have, nevertheless, made a further study to determine the extent of 
differences between net expenditures and accrued expenditures if the program 
were to be treated as one of providing commodities and services to friendly 
nations rather than the financing of such commodities and services through 
cash grants and loans. 

This study showed that ICA’s fiscal year 1956 net expenditures could be clas- 
sified as follows: 


Type of expenditure 


1 | Cash grants___.___- ates Fe casei wade pi educshaneavokwade $278, 363, 066 17.0 
2 | Commodities financed by letters of commitment ix ...--| 816, 994,003 50.0 
3 | Direct reimbursements for commodities #0 i 162, 954, 625 10.0 
4 | Commodities and services financed through other agencies _. 5 234, 966, 696 14.0 
5 | Administrative salaries. _..___-_- ‘ so ; ‘ te , 19, 245, 000 1.3 
6 | Other expenditures __ _-_-_- ' oa : 128, 491, 737 7.7 


WOON s sa) Redd eit cl be “ti d }1, 641, 015, 127 | 100.0 


Study further revealed that net expenditures and accrued expenditures are the 
same in the case of cash grants. In the case of items 2 and 3, the accrued expen- 
ditures would be the amount of net expenditures less unpaid invoices at the 
beginning of the accounting period plus unpaid invoices at the end of the 
accounting period. Since these types of payments are usually made on an aver- 
age of 48 hours after presentation of documentation, any difference between net 
expenditures and accrued expenditures would be insignificant. With regard to 
item 4, ICA is dependent upon other participating agencies to report the expendi- 
tures, therefore, whether this amount represents net expenditures or accrued 
expenditures would depend on whether the participating agency is on an accrual 
basis or not. The accrued expenditures for item 5, “Administrative salaries,” 
would be net expenditures less unliquidated obligations at the beginning of the 
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period plus unliquidated obligations at the end of the period. Other expenditures 
consist of technicians’ salaries, travel, participant costs, university contracts, 
contributions to servicios, rents and utilities and administrative supplies and 
equipment. It has been found that considerable analysis would be required to 
convert these net expenditures to accrued expenditures. The difference would, 
in all probability, be inconsequential. 

With regard to inventory and property records, it is of importance to realize 
that title to commodities and equipment procured as assistance under the mutual- 
security program does not rest with the United States; therefore, property and 
inventory records are not maintained for these commodities and equipment. 
The agency does, however, employ the techniques of an arrival accounting and 
end-use investigation system to insure that commodities and equipment financed 
by United States dollar assistance are received and used by the cooperating 
country in accordance with approved programs. 

ICA personal property, i. e. Government-owned expendable and nonexpendable 
property under the custody and control of ICA, is administered and controlled 
by periodic physical inventories and checked against property and equipment 
record cards maintained in Washington and the various overseas missions in 
accordance with prescribed manual orders on personal property management 
and control. To date, the monetary value of this property has not been reflected 
in the financial accounting system of the agency. 


Plans for improvement 

(a) A further study will be made of the ICA program operation and the need 
and use of financial information in the various operating and management seg- 
ments of ICA to see if there would be any benefits to management in the con- 
version from an accrual accounting system which gives recognition to dollar 
assistance furnished friendly nations to an accrual accounting system which 
would reflect the commodities, services and equipment received by the cooperating 
country from ICA-financed assistance. 

(b) Recognizing the new techniques introduced and developed in the Govern- 
ment over the past 5 years with respect to accrual accounting, a further review 
will be made of the administrative type funds appropriated to ICA and the eur- 
rent requirements of management. Depending upon the results of this study 
and working with the representatives of the Bureau of the Budget and the 
yeneral Accounting Office, the degree to which the accrual basis will be applied 
to administrative type activities of ICA will be determined. 

(c) The present accounting system will be expanded to reflect financial infor- 
mation relative to property under the custody and control of ICA. Depending 
upon the size, type and dollar value of property maintained at various ICA 
locations, the fiscal control will either be maintained by use of perpetual inven- 
tory records and property record cards under accounting control or by the 
adjustment of the property accounts by a charge or credit to expense based on 
the pricing of beginning and ending physical inventories. 


Benefits 

The benefit, if any, to be derived by management in converting from an accrual 
system which gives recognition to dollar assistance furnished to one which would 
reflect commodities, services, and equipment furnished, can only be determined 
after the further study has been made to weigh the needs and uses that would 
be made of the information furnished by the respective systems. Several factors 
must be considered in evaluating the two systems such as the level to which 
the accrual would be applied, the accounting period covered, the cooperation 
given by other Government agencies participating in the program and the 
decentralization of the Agency’s accounting and fiscal records to approximately 
60 overseas missions where, in the most part, the records are maintained by 
locally recruited employees. 

In determining the degree to which the accrual basis will be applied in ac- 
counting and reporting for the administrative type funds, consideration must be 
given to the practicability of the strict application of accrual-accounting and 
applied-costs concepts which provide for entry in the cost accounting records 
covering all goc ds and services placed in use or consumed during a given period 
and excludes any goods or services placed in use or consumed in a previous or 
later period. Since it is not always practical to apply these principles rigidly, 
Some modification of the concepts must be considered and the benefits and ad- 
vantages for management weighed against the extra cost of obtaining the infor- 
mation. 
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Timing Plans 


Some preliminary studies have been made as to the utility of converting from We 
our present accrual system to a system which would show commodities, services Bure 
and equipment received by the cooperating countries which have been or will progr 
be financed with United States dollars. Further consideration must be given basis. 
to this proposal as it relates to the need for financial information in the various expen 
program and technical services offices as well as financial data and statistics proje 
for budgetary and congressional presentations. It is anticipated that these activi 
studies, as well as those contemplated for administrative type funds, will be oblige 
completed by June 30, 1957. oblige 

It is planned that financial information with regard to United States-owned istere 
property in the custody or control of ICA, will be included in the official accounts Bene} 
in fiscal year 1958. The 
Anner No. 1. Report of Examination on Accrual Accounting by McKinsey & Co. after 

The accounting system originally established to account for the administrative t mh 
expenses of ECA and MSA, did provide for reporting by activity on an accrual Pre 
basis. This system was in operation from 1948 to 1952. In the fall of 1951, ensuil 
ECA contracted with the management consultant firm of McKinsey & Co. to 30, 19 
make a survey and report on improving fiscal and managerial controls of the ‘ 
Economic Cooperation Administration. In conducting their study the consultant PROJ x 
firm interviewed appropriate officials of ECA, GAO and the Bureau of the CLA 
Budget, and explored the nature of fiscal activities and the needs for financial UNI 
information in 13 operating divisions of ECA. In their report, submitted Backs 
on January 8, 1952, McKinsey & Co. made the following recommendations: The 
“Changes in Procedures budge 

“(a) Administrative erpenses.—The original control methods established in Funct 
ECA provided for reporting administrative expenses by activity on an accrual port, 
basis. Supervision of the administrative budget is exercised by the Director of functi 
Administration and, more particularly, the Budget Division. and @ 

“Reporting administrative expenses by activity on an accrual basis has assists 
served no useful purpose to this group. The Budget Division’s needs, which are major 
influenced in considerable part by the Bureau of the Budget, require information servic 
on an obligation by allotment basis. We recognize that activity and accrual ther « 
accounting is strongly recommended in many quarters both inside and outside classi! 
the Government. We recognize the simplicity, in many situations, with which accoul 
activity and accrual accounting can provide reliable data essential to informed needec 
management. ‘the M 

“But in ECA, reporting on an accrual basis has handicapped, rather than presen 
aided, the officials charged with supervising administrative expenses. There- ICA 
fore, we recommend that reports showing administrative expenses by activity ington 
on an accrual basis be discontinued.” units. 

Acting on the above recommendation, ECA (subsequently MSA) took action nical 
in 1952 to discontinue reporting of administrative expenses by activity on an This | 
accrual basis. sponsi 

cial n 

Progect No. 2. DEVELOPMENT OF CosT-BASED BUDGETING PRACTICES and d 

Both 

Background of ope 

The budget of the International Cooperation Administration (ICA) has been by fur 
presented and administered to date on an obligation basis. rhe 

The nature of ICA financial operations is such that a cost-based budget would budget 
for all practical purposes be equivalent to budgeting ICA activities on an accrual Phus, 
expenditure basis. As to the bulk of our funds, i. e., foreign-assistance appro- ICA a 
priations, it has been pointed out under project No. 1 that ICA does not hold Plans 
title to commodities and equipment. Furthermore, ICA does not receive back Whi 
to its own appropriations repayments of loans. We do receive in United States jective 
accounts administered by ICA some local currencies under the provisions of gram 
section 402 of the Mutual Security Act of 1954, as amended. However, it is which 
not clear as to the proper method of treating these in a cost-based budget. classifi 
Since, as pointed out in project No. 1, our expenditures are substantially equiva- and fi 
lent to accrued expenditures, the difference between costs and obligations would aid pr 
appear to be almost entirely represented by unliquidated obligations. (a) 

In our detailed budget justifications as submitted to the Bureau of the Budget tions i 


and the Congress, expenditures are shown on an actual and estimated basis 
for all ICA activities. 
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Plans for improvement 

We plan to explore with program and operating officials in the Agency, the 
Bureau of the Budget, and possibly congressional committees handling our 
program, the feasibility and desirability of presenting ICA activities on a cost 
pasis. This could not be done completely, of course, until such time as accrued 
expenditures were developed for all ICA activities. We have pointed out in 
project No. 1 that accrued expenditures are not now developed for certain 
activities. We would presume that as long as appropriations are made on an 
obligation basis that our detailed justifications would need to include data on 
obligations by activity. Furthermore, the ICA budget would need to be admin- 
istered on an obligation basis. 


Benefits 
The benefits of a cost-based budget presentation can best be determined only 
after a further review of its implications and uses. 


Timing 

Preliminary work is underway on this project and will be continued over the 
ensuing months with a view to reaching preliminary conclusions by September 
80, 1957. 


Project No. 3. REVIEW AND APPROPRIATE REVISION OF BUDGET AND ACCOUNTING 
CLASSIFICATIONS FOR CONSISTENCY AND SYNCHRONIZATION WITH ORGANIZATION 
UNITS TO THE EXTENT POSSIBLE 


Background 

The International Cooperation Administration classifies its activities for 
budget and accounting purposes on both a functional and a geographic basis. 
Functionally, its activities are classified as development assistance, defense sup- 
port, technical cooperation, and other programs. Geographically, these major 
functions are classified on a country and area basis. Internally, the functional 
and area classifications are broadly segregated into project and nonproject 
assistance activities. Project assistance is classified both by projects and by 
major project components of each project (technicians, participants, contractual 
services, and commodities), and field of activity. Nonproject assistance is fur- 
ther classified by standard commodity classification. The application of this 
classification system is applied in the budget process, is fully supported by 
accounting records, and makes provision for meaningful classification of data 
needed for statements in the budget document. Other programs authorized by 
‘the Mutual Security Act are expressed in functional terms and the budget 
presentation for these programs is supported by accounting classifications. 

ICA is organized on a geographic basis with the exception of certain Wash- 
ington central supporting management, accounting, and administrative staff 
units. The Office for Technical Services has central responsibility for the tech- 
nical support and implementation of certain aspects of program operations. 
This organizational arrangement reflects the basic focus and operational re- 
sponsibilties for the mutual security program. Any analysis of the ICA finan- 
cial management system will reveal that foreign aid objectives are expressed 
and directed in terms of United States objectives in participating countries. 
Both congressional and administrative objectives, limitations, and evaluations 
of operations are made primarily in respect to country aid levels and secondarily 
by functional activities. 

The ICA total financial management system reflects this relationship in 
budget, accounting, operational, and organizational terms on a consistent basis. 
Thus, the budget presentation, accounting classification, and the organization of 
ICA are now substantially systematically related one to the other. 


Plans for improvement 

While ICA budget and accounting classifications meet the standards and ob- 
jectives outlined in this phase of the financial management improvement pro- 
gram for substantially all of ICA’s annual appropriations, there are some areas 
which should be studied with a view to standardizing budget and accounting 
classifications. These are interregional program expense, administrative expense 
and financial operations of other Federal agencies participating in the foreign 
aid program and the following studies are therefore contemplated : 

(a) Consolidation of administrative and program operating expense classifica- 
tions into a single program support classification. 
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(b) Reduction or elimination of the interregional expense account to the ex- 
tent that these activities can be applied on a country or regional basis. This 
should include a study of the desirability of establishing a working fund for 
funding certain of these activities. 

(c) Standardization of budget and accounting classifications for ICA and 
participating agencies. 

(ad) Study the desirability of funding participating agencies through reim- 
bursements to agency working funds rather than by allocations of funds to 
eliminate accounts and budget classifications. 


Benefits 


This project includes areas where there is a large amount of administrative 
and accounting workload. The objectives of these studies would be to (1) 
eliminate administrative and accounting workloads which will result in sub- 
stantially reduced costs; (2) standardize and reduce the number of budget and 
accounting classifications; and (3) develop more meaningful reporting by more 
closely relating activities and costs in these areas to ICA organization and bud- 
get and accounting activity classifications. 


Timing 
The development of plans and studies in this area should be completed before 


December 31, 1957. To the extent that the decisions are made to implement any 
proposed improvements they should be implemented for fiscal year 1959. 


Prosect No. 4. DEVELOPMENT OF SupPPORTING INFORMATION BY ORGANIZATIONAL 
Unit WHERE BUDGET CLASSIFICATIONS Do Nor CoIncipE WITH THE ORGANIZzA- 
TION OF THE AGENCY 


Background 


The project is closely related to Project No. 3—Review and Appropriate Re- 
vision of Budget and Accounting Classifications for Consistency and Synchroniza- 
tion With Organization Units to the Extent Possible. As indicated in the 
background statement for that project, ICA has substantially accomplished the 
objective of relating budget classifications to agency organization and has pro- 
posed studies for certain areas where improvements might be made. Any activity 
under this project is necessarily dependent on any proposals developed under 
project No. 3. 


Plans for improvement 

Upon completion of the studies made under project No. 3, a review will be 
made of ICA’s presentation included in the President’s budget either to reaffirm 
that ICA’s submission meets the criteria established under the improvement 
program or to develop an improved presentation. 

This review will, to the extent appropriate, include consideration of the results 
of project studies that are being undertaken in the areas of cost-based budgeting 
and accrual accounting. 


Benefits 


Any proposals made as a result of this project should result in improved 
budgetary treatment of the mutual security program to permit a better evaluation 
of ICA’s budgetary plans in meeting the objectives of the foreign aid program. 


Timing 
It 's anticipated that the review contemplated by this project will be completed 
by March 31, 1958. 


PROJECT No. 5. SIMPLIFICATION OF ALLOTMENT STRUCTURE 


Background 


We regularly review our allotment structure and take action to reduce the 
number by consolidation or elimination, improve the pattern, and raise the 
level of allotments to the highest practicable level. For example, at the close 
of fiscal year 1956, we effected consolidations which resulted in a reduction of 
228 active allotment accounts. 
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As of September 30, 1956, there were 1,147 active allotment accounts as 
follows: 








Allotments [Reatlotments Total 
Fiseal year 1957 accounts | 232 1 233 
Fiseal year 1956 accounts. --- . sscuh doctuott 366 113 479 
Fiscal year 1955 and prior year ORDO a5 4s 5 = Bia ckdsas eee 435 |.......- ; 435 
ty cmmae ot ae iets arp ek net tind naiadeeiiemieiaaall | 1, 033 | 114 1, 147 


The allotment pattern used by ICA is essentially as set forth below: 


Number of allotments issued 


Per fiscal | Per appro- | Per country 


year ! priation 
Program expenses for each major function: 
Project assistance -_-_-.- wanes ab himvniue dea wie 1 1 1 
Nonproject assistance: 
es nr rn nny ammmmdaeedl = 1 1 1 
SR a Es ey 1 1 1 
Administrative-type expenses: 
ICA Washington expenses 
Administrative er ere. asieeicacieiccabiaiainile —— 31 Se biebiniclodedinden 
Domestic program i wascrat hanna deh mae 18 ein denne aetna 
SERGE AOE cee cscsedsnambsdeda beeen bodkditdededban 3 OF Nghe bcidane. Te 
CIO iain inn 45 Red Aadinh in cndeie onbpnceesbe se j j l l 





For program funds generally separate allotments are maintained for current fiseal year and immediately 
preceding fiseal year activities. All other prior year activities are consolidated into 1 allotment account 
For administrative funds generally separate allotments are maintained for current year activity and all 
prior year activity. 


Plans for improvement 

As mentioned above, this project is a continuing one in ICA. In addition to 
this recurring review, this project contemplates a study of the feasibility and 
aesirability of the following: 

(a) Simplification of the deobligation-reobligation procedure to avoid estab- 
lishment of new accounts for reallotments. 

(bd) Consolidation of participating agency program support allotments into one 
covering all agencies. 

(¢c) Simplification of administrative expense allotments through consolidation 
of travel allotments and elimination of special expense allotments. 


Benefits 


Benefits which may result from these studies will be a reduction in workload 
and simplification of procedures on reuse of prior year funds. 


Timing 
The target date for the completion of the above studies is June 30, 1957. 


Prosect No. 6. REVIEW AND IMPROVEMENT OF THE INTERNATIONAL COOPERATION 
ADMINISTRATION PROGRAMING PROCESS 
Background 


This project deals with the development and approval of mutual security pro- 
grams for purposes of planning and justifying mutual security appropriation 
requirements and determining the programs to be carried out within existing 
appropriations. 

Continuous efforts have been made to improve and refine the programing proc- 
ess of ICA. The improvements introduced have taken many forms and have 
covered a wide variety of the program problems. Actions were taken immedi- 
ately following the consolidation into FOA/ICA of the previously separate aven- 
cies administering the foreign economic aid programs to develop uniform pro- 
cedures and to clarify organizational responsibilities relating to the development 
and approval of proposed programs. Following these initial actions, continuous 
efforts have been made to improve and refine this process. 
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These efforts have resulted in: so 

(a) The standardization of program terminology and definitions and imple- 
mentation techniques. 

(b) The adoption of uniform formats for the presentation of proposed pro- 
grams. 

(c) Clarification of organizational responsibilities and procedural and docn- 
mentation requirements in the review and approval of proposed programs. 

(d) Decentralization to field missions of increased authority and responsi- 
bility. 

(e) Acceleration of program implementation. 


Plans for improvement 

Further studies are planned with a view to improving present procedures in 
connection with the following: 

(a) Program cycle.—It is planned to analyze thoroughly the steps and the 
timing involved in the preparation, review, and approval of mutual-security 
programs. This will include those steps utilized in developing mutual-security 
appropriation requirements for submission to the Bureau of the Budget and the 
Congress and those utilized to approve programs for implementation following 
actual appropriations. The objectives are (1) to relate more closely the work 
undertaken in connection with submission of our appropriation requirements 
to those which are needed to approve finally a program for implementation and 
(2) to insure that adequate opportunity is provided to review effectively and 
consider program proposals. ; 

(b) Current year program approval process.—It is planned to review the 
documentation and steps which are utilized in approving a program for imple- 
mentation with the objective of formalizing and clarifying agency policies and 
procedures. Attention will be given to refining program justification require- 
ments to provide a more extensive analysis of the relationship of proposed pro- 
grams to United States objectives, prior year experience, congressional presen- 
tations, agency policies, and the feasibility of effective implementation. 

(c) Standardization of program justification requirements.—Further reviews 
are planned to determine whether further standardization can be achieved in 
the nature and format of program justification material required for use in 
Bureau of the Budget submissions, congressional presentations and the review 
of proposed operational programs. 

(d) Congressional presentations.—Continuous efforts are being made to im- 
prove the form and content of the presentation to Congress of proposed pro- 
grams for which new authorizations and appropriations are requested. Particu- 
lar attention will be given to clarifying further (1) the objectives and purposes 
of the proposed programs; (2) the specific uses which are proposed to be made 
of the funds requested; (3) the past accomplishments and uses made of funds 
previously appropriated; and (4) the relationship of the funds requested to 
other resources (dollar and local currency) which may be available for related 
purposes. 


Benefits 


It is expected that the above studies will provide the basis for improving the 
agency review and analysis of proposed programs and clarifying and improving 
the presentation of programs before the Bureau of the Budget and the Congress. 
Timing 

Kach of the above projects is of a continuing nature. However, a target date 
of June 30, 1957, has been established for reaching preliminary conclusions on 
the studies referred to in (a), (0), and (c) above. The project outlined in (@) 
above is receiving specific attention in connection with determining the nature 
of the fiscal year 1958 presentation to be made to the Congress. 


PROJECT No. 7. IMPROVEMENT OF THE SYSTEM USED FoR COUNTERPART PROGRAM 
DEVELOPMENT, APPROVAL, AND IMPLEMENTATION 


Background 


Section 142 (b) of the Mutual Security Act of 1954, as amended, provides that 
in cases where any commodity is to be furnished on a grant basis under arrange- 
ments which will result in the accrual of proceeds to the recipient nation from 
the import or sale thereof, such assistance shall not be furnished unless the 
recipient nation shall have agreed to establish a special account, and deposit 
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in the special account, under such terms and conditions as may be agreed upon, 
currency of the recipient nation in amounts equal to such proceeds. The section 
further provides that, except for such portion of the special account as is made 
available to the United States for its own use, the recipient nation shall utilize 
the special account for programs agreed to by the United States to carry out 
the purposes for which new funds authorized by the Mutual Security Act would 
themselves be available. 

For purposes of this project, “counterpart” refers to funds deposited in 
such special accounts. It should be noted that although counterpart cannot be 
used without United States agreement, it is deposited to an account in the name of 
the cooperating country, and is therefore not United States-owned currency. 

From the beginning of the Economic Cooperation Administration (ECA) in 
1948, the requirement for counterpart deposits has existed, and in the early days 
of operation under ECA a system for the programing and management of coun- 
terpart was worked out although this system was never formally covered in 
manual order form. However, the European countries (and later, certain Far 
East countries) became familiar with the operation of this system. 

In recent years commodity aid programs requiring counterpart deposits have 
heen instituted in a number of countries, notably in the Near East and Latin 
American regions, which have had no previous experience with the management 
of counterpart. It is, therefore, desirable at this time to redefine our policies 
and procedures with respect to counterpart and to publish in manual order form 
the system to be used consistently in all regions with respect to the administra- 
tion of counterpart. 


” 


Plans for implementation 

The Office of the Controller in consultation with other interested offices of 
ICA is in the process of developing in the form of a manual order general 
guidelines for program development and approval for the use of counterpart as 
well as implementation methods for carrying out such approved programs. 


Benefits 

It is anticipated that this project will result in (@) the establishment of a 
uniform procedure for ICA review and approval of the usage of counterpart, 
(b) the annual review of counterpart programs in the broader framework of 
a long-term country plan considered in conjunction with other types of financing 
to be provided either by ICA or the cooperating country, (c) more effective use 
of counterpart funds and (d) more complete information concerning the uses 
of these funds. 


Timing 
It is anticipated that the proposed manual order will be issued by September 
30, 1957. 


PROJECT NO. 8. IMPROVEMENT OF THE INTERNATIONAL COOPERATION ADMINISTRATION 
INTERN AL AUDIT PROGRAM 
Background 

A comprehensive internal audit activity was established by FOA early in 
calendar year 1954. As brought out in paragraph IV of the introduction, or- 
ganizational, recruitment, and procedural difficulties hampered the progress of 
this activity in its formative years. There were problems with respect to the 
focus and direction of audits, and difficulties were encountered in obtaining 
qualified staff, training of personnel, development of an audit program and 
the writing of reports. In addition, there was a continual need to obtain a 
fuller understanding and acceptance of the program from Agency management 
and program Officials. Despite these difficulties, the internal audit program 
got well under way, and a number of significant findings and recommendations 
were accepted and implemented. 

Recognition of the deficiencies that existed led to a determination on the 
part of agency management to revitalize and push forward on an improved 
internal audit program. 

New impetus was given to the program by changes in key personnel assign- 
ments, intensified recruiting, improved supervision, redefinition and clarification 
of the objectives and scope of internal audits, improvements in reporting, and 
generally developing the program to apply the latest accepted audit concepts 
and practices. These developments have resulted in major improvements in 
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the quality of the work and an increasing acceptance of the internal audit 


function as reflected in the verbal and written commendations received from 
top management officials. 


Plans for improvement 


The improvement of the ICA internal audit program is a continuing project. 
Despite the gains made in past months, ICA objectives will be to improve the 
quality and scope of each audit and to extend the coverage of the audit pro- 
gram to all major phases of agency activity on an annual basis. This project 
includes : 

(a@) Development of an improved ICA Internal Audit Manual and supple- 
mentary comprehensive audit guides and checklists which will establish the 
scope, coverage, and objectives of internal audits, principles for the conduct of 
audits, organization of work papers, development of audit reports, review of 
recommendations with management, and the implementation and followup in 
respect to approved recommendations. 

(b) Development of and presentation to management of an expanded audit 
program based on the general objective of making annual audits for each mission 
and major Washington activity. Staffing requirements for the expanded audit 
program will be reflected in the presentation. 


Benefits 


ICA administers a multimillion-dollar program involving unusual and complex 
financial management and operational problems. In addition, it administers an 
extensive foreign currency program of equal complexity. These operations 
involve coordination, direction, and control of highly decentralized activities 
involving mission operations in over 50 countries, supporting activities of major 
United States departments and agencies in Washington, and extensive contractual 
services with universities, other nonprofit institutions, and commercial concerns. 

In view of the complex global financial operations described above, an effective 
internal audit program is vital to ICA and the benefits self-evident. As a result 
of this project, it is anticipated that the existing internal audit program will be 
made more effective and a current, reasoned judgment reached by top manage- 
ment as to the proportion of agency resources which should be devoted to this 
activity. 

Timing 

Time schedules cannot be established for the continuing elements of this 
project on any definitive basis. Present staffing and audit schedules place the 
agency in the difficult position of making a choice between the urgency of 
performing actual audits and the need for applying available staff time for the 
plan and development of an improved, comprehensive internal audit program. 
Nevertheless, initial target dates have been established as follows: 

(a) A preliminary draft of an improved ICA audit manual and supplementary 
audit guides and checklist is planned for completion by June 30, 1957. 

(b) An initial target of June 30, 1957, has also been established for the 
presentation to management of the expanded internal audit program. 

Full implementation of the planned program is somewhat dependent upon 
problems of staff turnover, recruitment, and training of qualified professional 
auditors. Further, implementation of any considerably expanded program is 
dependent upon management’s decision with respect to the amount of resources 
which will be applied to this activity. 


Progect No. 9. DEVELOPMENT OF POLICIES AND PROCEDURES FOR MISSION AUDIT 
ACTIVITIES 
Background 

During the past several months there has been a continuing program for the 
development and improvement of mission audit activities. The role of the mis- 
sion in the total audit process is of primary importance. Foreign aid opera- 
tions are largely decentralized. The audit of financial transactions and opera- 
tions should be decentralized to the maximum extent possible to the country 
level. 

The various reorganizations of the administration of the mutual security 
program involving operational, organizational, and personnel adjustments have 
impeded the implementation of a comprehensive mission audit program. Dur- 
ing the past few years the mutual security program itself has been undergoing 
considerable change. Increasing emphasis has been placed on programs for 
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defense support and development assistance to underdeveloped countries ill 
equipped to cope adequately with financial procedures required to assure effec- 
tive utilization of United States aid. In addition, the focus of the program has 
shifted from the financially experienced countries in Europe to the underdevel- 
oped countries in the Far East, Near East, and Africa, and Latin America with 
consequent loss of experienced American and local personnel. All of these 
changes substantially complicated the development of an adequate mission audit 
program. In spite of these difficulties, substantial progress has been made in 
improving audit activities carried on by the overseas missions. 

The audit activities of an overseas mission include the following major func- 
tions and responsibilities : 

(a) Audits with respect to the arrival and end use of ICA-financed aid. 

(vb) Self-audits of all phases of mission internal operations including con- 
tractor operations. 

(c) Audit of administrative and program vouchers submitted to the mission 
for payment. 

(d) Audits required under section 1311 of the Supplemental Appropriations 
Act. 1955, which established criteria for the obligation of funds. 

(e) Audits of counterpart and other foreign currency financial activities. 

Progress has been made in recent months in covering areas of procedural 
deficiency. On April 1, 1956, 11 procedures were issued on various phases of 
mission audit responsibilities related to arrival and end use of ICA financed 
aid. In July 1956 general instructions were issued on the application of self- 
audit principles to various phases of mission operations. At about this same 
time procedures were formally established for mission audit responsibilities for 
the section 1311 obligation examination required as a prerequisite for the annual 
mission director's certification. In October 1956 several procedures were issued 
establishing the basis for various phases of voucher audits. 

Plans for improvement 

ICA intends to place emphasis on improving mission audit operations on a 
continuing basis. 

The first objective is to give procedural coverage to all major aspects of the 
audit program. Despite the progress made in recent months, these are signifi- 
cant areas that urgently require the development of audit policy and procedures 
and represent serious gaps in our audit system. These include audit guides and 
instructions for administrative audit of vouchers not yet included in formal 
procedural issuances. The entire area of audit responsibilities and functions in 
respect to both the review of financial provisions of proposed contracts and the 
audit of contractor operations has not been covered. Audit procedures are re- 
quired in the general areas of local currency funds, both United States owned 
and others subject to United States Government control, of cooperative services 
and for various other activities which require special audit treatment. 

The second objective is to review, refine, and amplify existing procedures. 
Present procedures are in many instances stated in broad terms and give gen- 
eral policies, guidelines, and instructions. There is a continuing need to amend 
these procedures as a result of operating experience and to state them in more 
precise and specifie detail. 

Benefits 


The magnitude, dispersion, diversification, and general complexity of ICA 
financial operations make it essential to establish a comprehensive and effective 
audit function at the country level. An adequate mission audit program will 
insure the effective and economical utilization of mutual security program 
financial resources for approved purposes and in accordance with applicable 
agency policies, regulations, and law. The benefits of this project are not 
subject to precise definition in terms of dollar savings, It is anticipated that the 
procedural development contemplated can be accomplished without additional 
cost to the agency. 

Timing 


December 1, 1957, has been established as a target date for completing cover- 
age for all major aspects of the mission audit program. The review, refinement, 
and amplification of existing procedures is a continuing process which will be 
carried on as rapidly as possible. 
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Progect No. 10. UTILIZATION OF ELECTRICAL ACCOUNTING AND TABULATING EQurp- 
MENT FOR FINANCIAL ACCOUNTING AND REPORTING 


Background 


At the outset of the economic cooperation program, it quickly became apparent 
that the usual ledger type of accounting for detail expenditures would not ade- 
quately serve the purposes of the program. The first attempt to cope with the 
situation was with a semimechanical card-sorter installation. While this system 
resulted in some improvement, it failed to meet the demands of the program, and 
after an exhaustive study, it was decided that the desired results could be 
obtained through the use of electrical accounting machine equipment. The 
primary objective was machine-produced detail notification of expenditures to 
cooperating countries and missions, which served as a basis for the deposit of 
counterpart. From that point, the potential of the basic data was quickly 
recognized and within a short period of time adaptations were made which 
produced detail support for accounting purposes, commodity statistics, 50-50 
transportation statistics, source, ete. The original machine accounting installa- 
tion has expanded from a modest beginning affecting 2 or 3 appropriations 
to the present system which currently covers 118 programs and produces 48 
statistical tabulations. 

«Early in fiscal year 1956 the ever-increasing number of active appropriations 
and consequent multiplication of allotments emphasized the shortcomings of 
manual preparation of fiscal reports and an intensive study was made of ways 
and means to improve the situation. This study resulted in the introduction of 
a system of allotment coding susceptible to punchcard treatment, which per- 
mitted machine reporting by appropriation, allottee, country, function, purpose, 
and year of allotment. The product of this innovation is the mechanically 
produced monthly country functional report and the monthly appropriation 
allotment report. In addition, the system serves the Budget Division by pro- 
ducing special tabulations for expenditure analysis purposes. Other one-shot 
tabulations have been made for various purposes. 


Plans for improvement 

(a) At the present time, this agency is currently exploring the possibility of 
adapting certain phases of ICA in Washington program allotment accounting to 
electrical accounting punchcard machine treatment. If successful, this change 
would permit machine reconciliation of supporting documents to the allotment 
accounts simultaneously with production of other electrically produced ac- 
counting material. The services of an electrical accounting machine technician 
have been obtained from the General Accounting Office to assist in the above 
project. 

(b) With the advent of utilization of foreign currencies in triangular trade 
transactions, we have anticipated the possibility of machine handling of such 
transactions. Procedures have been worked out and are ready for implementa- 
tion if the volume of foreign currency authorizations reach proportions which 
would justify machine treatment. 

(c) In addition to the specific studies contemplated under paragraphs (a) and 
(b) above, we will be continuously alert to the possibility of the effective utiliza- 
tion of electrical equipment in other phases of financial operations. 

Benefits 

This project is expected to result in the production of better quality financial 
detail, summary financial reports, and statistical tabulations which will enable 
better management and evaluation of ICA’s increasingly complex program. It 
is doubtful that any direct savings will be realized from this project. On the 
contrary, it is quite possible that increased accounting costs will be involved. 
Timing 

This project in total is continuing in character. If item (a) above is found 
to be feasible, it is anticipated that it will be in operation before the end of the 
fiscal year. Item (b) is self-explanatory with respect to accomplishment. 







Prosect No. 11. REView AND DEVELOPMENT OF NEW OR AMENDED FINANCIAL CON- 
CEPTS, POLICIES, PROCEDURES AND GUIDELINES FOR ICA CONTRACTS 
Background 

A substantial amount of ICA-financed assistance is implemented through 
technical service and construction contracts. Suppliers include commercial 
concerns, universities, and other nonprofit organizations. Contracts are almost 
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entirely of the cost-plus-fixed-fee type. ICA contract operations have become 
increasingly diversified and complex. Difficulties have arisen in various phases 
of ICA contract relations and operations as a result of delayed execution of 
contracts, problems of definition of scope and other contract provisions, changing 
policies and concepts, general lack of standard and consistent financial pro- 
visions and the absence of a comprehensive and integrated body of official poli- 
cies, procedures, guidelines, and regulations in respect to the overall contracting 
process. 

In view of these developing problems, ICA established an Office of Contract 
Relations in March 1956 in order that the responsibilities of the agency could 
be coordinated and a unified approach made on all phases of contract operations. 
Legal and controller staff units were detailed to the newly formed Office of 
Contract Relations to provide direct legal and financial advice and support. 
This organizational realinement and focus of ICA responsibilities have resulted 
in initial improvements and have formed the basis for continued improvements 
in this area of agency operations. 

Plans for improvement 

The new coordinated and comprehensive approach to the agency's contract 
operations which was initiated in March 1956 includes plans for improvement, 
as follows: 

(a) Review of ICA contracting practices to evaluate the suitability of fixed 
price and other types of contracts for specific situations instead of cost-plus- 
fixed-fee contracts. 

(Db) Review of special contract problems with universities. 

(c) Development of procedures for improvement in the timing and content 
of mission requests for contracts to be negotiated by ICA in Washington. 

(@) Analysis of current contract operations to determine the feasibility of 
reducing ICA preapproval requirements, particularly in respect to salary pro- 
visions. 

(e) Review of adequacy of ICA/W lists of qualified suppliers, distribution 
of invitations to bid and procedures for the evaluation of bids and selection of 
suppliers. 

(f) Development of improved standard financial and other provisions for in- 
clusions in all contracts. 

(9g) Development of a comprehensive manual containing policies and procedures 
applicable to the ICA contracting function. 

(h) Development of a contract audit manual which would include improved 
guides for the financial review of proposed contracts and for the postaudit of 
contracts. 


Benefits 

The objectives of this phase of the financial management improvement pro- 
gram include (a) greater protection of the Government’s financial interests in 
contracts, (b) better timing in respect to foreign aid project implementation, 
(c) improved relations with ICA contractors, (d@) improvements in quality of 
service received under contracts, and (e€) reduction in ICA workloads involved in 
special treatment of each contract executed by ICA. While it is expected that 
most of this project can be completed within existing authorized staffing, some 
additional consultant staff time may be required. 
Timing 

Completion of this project will be somewhat influenced by recruitment and 


related problems; however, it is anticipated that the major elements will be 
completed by December 31, 1957. 


Prosecr No. 12. EsTABLISHING AND IssUING BasIc FINANCIAL MANAGEMENT 
PRINCIPLES AND STANDARDS FOR COOPERATIVE SERVICES 
Background 

Cooperative services are operating entities jointly administered by ICA and 
cooperating countries for the purpose of carrying on projects. Operating capital 
is provided by ICA and the cooperating country depositing agreed cash contri- 
butions into jointly controlled bank accounts. 

In the Latin America area these cooperative services (servicios) had been 
in operation for several years prior to the creation of FOA/ICA under a program 
administered by the Institute of Inter-American Affairs. IILAA issued an ad- 
ministrative field manual in 1947 which outlined principles and procedures to be 
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followed. Since the Foreign Operations Administration (FOA) began operation, 
the appendix to the ITAA field manual has been used as a guide to the accounting 
methods to be used by the servicios. These instructions have not formally been 
made applicable to joint service operations outside of Latin America, nor have 
they been revised since their initial issuance in the light of experience there- 
under. 


Plan for improvement 

It is planned to develop and issue in manual order form, accounting, reporting, 
and financial management principles and standards to be followed in operating 
the cooperative services and also to provide for uniform reporting on the funds 
under control of the cooperative services. 


Benefits 

It is expected that the issuance of these instructions will result in better 
financial management of cooperative services, and in the submission to ICA/W 
of more informative reports concerning the financial operations of such services. 
Timing 

It is planned to issue this manual order prior to June 30, 1957. 


Prosgect No. 13. ESTABLISHMENT OF A SINGLE SYSTEM OF MISSION ALLOTMENT 
ACCOUNTING AND REPORTING FOR ALL UNITED STATES-OWNED FOREIGN CurR- 
RENCIES ADMINISTERED BY ICA 


Background 

ICA’s (FOA) initial use of United States-owned foreign currency for pro- 
gram purposes was authorized by section 550 of the Mutual Security Act of 
1951. To provide accounting and reporting instructions in accordance with the 
need at that time Manual Order 1091.1 was issued. Basic accounting records 
consisted of an allotment ledger and an object class distribution ledger. Re- 
ports were confined to a status of funds report (receipts, disbursements, and 
balance) and a simple status of allotment report. Beginning with fiscal year 
1955, Congress authorized a revised concept of foreign currency generation and 
use through enactment of section 402 of the Mutual Security Act of 1954, as 
amended. Subsequent acts have extended section 402 through fiscal year 1957. 
To provide accounting and reporting instructions, the missions have been ad- 
vised to follow Manual Order 1091.1 (applicable to sec. 550 funds), plus special 
instructions by circular airgrams. 

Also, beginning with fiscal year 1955, Congress authorized an entirely new 
program involving foreign currency generation under Public Law 480 which 
placed the responsibility for sale of the surplus agricultural commodities and 
generation of the foreign currency with the Department of Agriculture. The 
foreign currency is collected by the Treasury Department and a portion of it 
is authorized for ICA use through letters of allocation by the Bureau of the 
Budget. Accounting and reporting instructions for these funds were issued in 
airgram form March 9, 1956. Because of the nature and source of the funds 
and the fact that management required periodic reports on a project basis, this 
accounting system was patterned generally after the dollar appropriation ac- 
counting system. 

Currently, the missions are operating under two different foreign currency 
accounting systems (plus a different dollar system) and to a certain extent, 
different reporting procedures. 


Plans for improvement 


ICA is in the process of completely revising both accounting and reporting 
procedures for United States-owned foreign currency. The proposed accounting 
system for foreign currencies will, to the extent practicable, be patterned after 
the current dollar allotment system. The report formats for all United States- 
owned foreign currency will be designed after similar dollar reports for uni- 
formity in presentation. 


Benefits 


The revised accounting and reporting procedures, being patterned after the 
dollar accounting procedures, will afford uniformity in maintenance and there- 
fore require fewer instructions at the mission level. These procedures will also 
provide the basis for more complete reporting of the utilization of United 
States-owned local currencies, including, when appropriate, their obligation 
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and expenditure in the implementation of agreed upon projects, thereby pro- 
viding. management with comparable data in a uniform manner concerning 
activities financed with United States-owned local currency to that available 
for activities financed with dollar appropriations. 
Timing 

Manual order instructions contemplated in this project will be released by 
March 31, 1957. 


Progect No. 14. INSTALLATION OF GENERAL LEDGER ACCOUNTS RELATIVE TO UNITED 
STATES-OWNED FOREIGN CURRENCIES ADMINISTERED BY ICA 


Background 

Historically, the bulk of the local currency funds which were generated by the 
former Economic Cooperation Administration (ECA) and the Mutual Security 
Agency (MSA) were in the custody and name of the cooperating countries, in 
special deposit counterpart fund accounts, and were not United States-owned 
assets. Only between 5 percent and 10 percent of the counterpart funds were 
transferred to United States disbursing officers’ accounts for use by these former 
agencies. Counterpart funds were generated by appropriated-dollar expenditures 
against Washington allotments. Electrical accounting machine reports were 
transmitted by notification letters to the missions to support billings to coop- 
erating countries to effect deposits to the Counterpart Funds and make available 
the 5 to 10 percent United States portion to the antecedent ICA agencies. The 
missions maintained the records pertaining to the United States portion of local 
currency funds. Monthly cash-status and summary operating reports received 
from the missions were used to prepare overall agency reports. 

In view of the small percentage of United States-owned local currency funds 
involved, Agency control was considered adequate through local mission record 
keeping and Washington consolidation of reports rendered by the missions. 
With the enactment of section 1415 of the Supplementary Appropriation Act of 
1953, only sufficient funds to liquidate June 30, 1953, local currency (LC) obli- 
gations were retained by the Agency and the unobligated balance as of that date 
reverted to the Treasury. Since the enactment of section 1415, the 5 to 10 
percent United States-owned portion of counterpart generated has accrued 
directly to the Treasury and is not involved in ICA accounting. 

The enactment of section 550 in fiscal year 1954 and section 402 in subse- 
quent mutual-security legislation provided an entirely new source of United 
States-owned local currency for use by ICA in the implementation of its programs. 
Sales programs under these authorizations have run between $300 million 
and $350 million annually. In addition, local curreney funds in the dollar 
equivalent of several hundred million are being made available to ICA from 
sales programs financed under the provisions of Public Law 480 (title I). 

In the past accounting for these local currencies has been maintained at the 
allotment level and no controls have been established in the general ledgers. 


Plans for improvement 

The present volume of ICA local currency programs warrants the conversion 
to central general ledger accounting and reporting by ICA/W, similar to that 
maintained for appropriated dollars. The Comptroller General has been notified 
of the plan to establish ICA/W general ledger accounting for local currencies. 
On the basis of Section 1311 reports of United States-owned local currency funds, 
general ledgers have been set up to reflect the June 30, 1956, position for local 
currency funds which have accrued under section 550 and 402. Activity for the 
period July 1-September 30, 1956, has been recorded on worksheets preparatory 
to journalizing and posting, covering most of the countries, but the worksheets 
remain to be completed so as to include all of the countries involved. 

Action toward the establishment of similar Washington accounts for Public 
Law 480 local currencies allocated to ICA is still to be initiated. 
Benefits 

No financial savings will result from the establishment of a centralized gen- 
eral ledger accounting system for local currency. On the contrary, it is esti- 
mated that estabishment and maintenance of the system will require some addi- 
tional accounting personnel. This system will, however, result in a better con- 
trol of funds, facilitate the preparation of regulatory reports and the compliance 
with generally accepted accounting principles and standards. 
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Timing 

While the completion of this project will depend in part upon recruitment of 
additional personnel, it is anticipated that the ledgers will be established and 
posting brought to a current basis by June 30, 1957. 


Prosect No. 15. UNiIrorM BILLING AND COLLECTION PROCEDURE 


Background 

The billing procedures employed by ICA have not been placed on a uniform 
basis throughout the Agency since the amalgamation of several agencies into a 
single agency. In this respect, various techniques are utilized in billing for 
and handling funds. Systems previously followed by employees in their 
respective agencies are still being followed. From an accounting standpoint, 
accounts receivable are somewhat incomplete since the present method does not 
insure that copies of all bills for collection are forwarded to the accounting 
section for establishment of accounts receivable. Collections are received in 
several segments of the Agency and not recorded in the official accounts of the 
Agency until deposit of the funds into the Treasury is accomplished. Limited 
internal control on receipts exists because the billing and collection functions 
are in some instances located in the same office. 

A review of billing and collection procedures is necessary in order to insure 
a uniform billing by ICA and to maintain control over receivables. 


Plans for improvement 

We anticipate development and implementation of procedures which will 
provide for uniform billing by all segments of ICA, and for recording of all 
outstanding receivables in the Agency’s accounts in accordance with good account- 
ing practices. Adequate control over cash and check receipts will be implemented 
and surety bonds for personnel handling collections and refunds will be obtained. 
Establishment of a collection office on a centralized basis will be given due con- 
sideration in the light of Agency needs and physical requirements. 

Benefits 

Benefits to be derived will be primarily management gains in providing better 
control of collections and the establishment of accounts receivable which can 
be analyzed to determine areas where erroneous payments or any overpayments 
are occurring. 

The establishment of a central collection office, with full control over the 
collection and deposit of funds, will require the assignment of 1 to 2 employees 
specifically to this function, but the direct cost for these additional employees 
should be offset in whole or in part by enabling present employees in various 
areas of the Agency to utilize their full time on other functions. 

Timing 

Review of Agency operations under present arrangements and decision as to 
action required should be reached by June 30, 1957. Implementing procedures and 
a realinement of personnel required should be completed by December 31, 

57. 


Prosect No. 16. DEVELOPMENT oF More ErrecTivE ProcuREMENT AUTHORIZATION 
PROCEDURES 
Background 

All procurement authorizations (PA’s) have a terminal delivery date. Banks 
acting under ICA letters of commitment will not make payment for deliveries 
made after that date. There are several significant action points in the chain 
of implementation between the issuance of a PA and the terminal delivery date. 
The times at which these actions take place, or indeed if they take place at all, 
are meaningful tests of the progress of program implementation. The signifi- 
cant steps are: (a) the issuance of a subauthorization by the cooperating coun- 
try, (0) the making of a contract by the importer, and (c) the opening of a 
letter of credit by a bank at the request of the importer. 

Of these steps, (b) and (c) are of particular importance since they mark the 
Stage at which the importer is firmly committed and ICA has reasonable assur- 
ance that the obligated funds will be used expeditiously for the intended pur- 
pose. Because of the significance of the contracting step, PA’s contain a “ter- 
minal contracting” date and the agency has required from the cooperating 
countries periodic reports of the value of contracts placed as of this date. The 
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objective of such reporting has been to enable ICA to reduce the value of out- 
standing. PA’s to the amount for which contracts have been made within the 
authorized contracting period. In practice, it has been found difficult to obtain 
sufficiently complete and accurate reporting to enable ICA to implement this 
procedure uniformly. 

Procurement authorizations specify the commodities authorized by three-digit 
commodity codes. If the cooperating country wishes to use its ICA funds for 
other commodities than those specified, the PA must be canceled and a new one 
issued which lists the appropriate commodity code. This procedure places 
rather a considerable burden of work upon ICA Washington and the missions 
and may slow the progress of program implementation. 


Plans for improvement 

We are studying several methods for improving controls over the various steps 
in the procurement authorization process. This study includes consideration of 
reporting to the missions by cooperating countries of subauthorizations issued 
to be used as a device to spur the first step in implementation. We are also 
considering the use of a terminal date for the opening of letters of credit in lieu 
of the present contract cutoff date since this event may be better adapted to 
control and reporting than the making of contracts. 

In an effort to reduce the difficulties associated with code changes on PA’s, 
we are exploring the possibility of combining related three-digit codes with a 
view of issuing PA’s for logically integrated commodity segments. For example, 
codes 710, 720, and 730, which are for generators and motors, electrical appara- 
tus, and engines and turbines, might be covered by a single PA. The adoption 
of such a plan would afford the cooperating countries greater flexibility in utili- 
zation and tend to reduce the number of PA changes required. 


Benefits 

If our expectations are realized, essential fiscal and programing controls 
would be strengthened, there would be a reduction in workload, and an increase 
in the speed of program implementation. 


Timing 
We hope to be able to complete these studies and the issuance of instructions 
and implementing documents by December 31, 1957. 


Prosect No. 17. REview FuUNcTIONS oF ICA AND COOPERATING COUNTRIES IN THE 
CONTRACT PROCESS 
Background 

The following three major types of contracts are utilized in the ICA program: 
(a) Direct contracts which are executed between the United States Government 
and a supplier; (0b) third party contracts which are those where a contract is 
executed between the cooperating country and the supplier with certain rights 
reserved to the United States Government in consideration of the United States 
financing of the contract; and (c) bifurcated contracts which are contracts be- 
tween ICA and a supplier but are contingent upon a corollary agreement between 
the cooperating country and the supplier. 

Initially, agency policy contemplated extensive use of third party contracts 
with the agency role being limited to specifie authorization of the transaction and 
approval of the executed contract from a financial viewpoint. Operating problems 
and shifting of program emphasis to project type activities in underdeveloped 
areas have resulted in ICA assuming more direct responsibility for the selection 
of suppliers, the negotiation and acceptance of contract terms and conditions, 
evaluation of execution under the terms of the contract and dollar financing of 
these contracts. While the participating government’s role in the contracting 
proeess varies, it is now generally a secondary role with ICA handling direct 
and third party contracts in essentially the same manner. Bifurcated contracts 
are used only in certain limited circumstances and do not represent a major 
problem because of their limited application. 


Plans for improvement 

ICA’s role in the contracting process will be reexamined to determine the extent 
to which responsibilities for contract negotiation and execution should be dele- 
gated to cooperating governments. This will include a review of all significant 
aspects of our contractual relationships with a view toward developing arrange- 
ments which will permit assigning maximum responsibility to participating 
governments and at the same time maintaining essential financial controls. 
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Benefits 


If it is determined that it is practical and desirable to permit cooperating coun- 
tries to assume a larger and more direct role in the contracting process, benefits 
will be derived from: (a) Fostering a direct relationship between the country 
and the supplier which may result in more continuity in country development by 
establishing direct contract relationships between participating countries and 
United States suppliers; (6) developing country competence in this general area, 
and (c) reducing ICA workloads involved in the contracting process. 


Timing 
The target date for the completion of the study is December 31, 1957. 


Progect No. 18. IMPROVEMENT OF SUBAUTHORIZATION PROCEDURES 


Background 


ICA rules and regulations, through statute or administrative policy, impose 
upon cooperating countries and their importers certain requirements pertaining 
to procurement and shipment of ICA-financed commodities. These requirements 
relate to such matters as procurement at lowest competitive prices practicable, 
notification to United States small business of pending procurements, marine 
insurance, minimum of 50 percent shipment on United States-flag vessels and 
adherence to customary commercial practices. Information regarding these 
requirements is conveyed to importers by cooperating country instructions. 


Plans for improvement 


Procedures recently adopted provide for the submission of narrative reports 
from ICA missions describing the cooperating countries’ procedures in issuing 
subauthorizations to their importers. Any deficiencies noted or suggestions for 
improvements are communicated to the mission, for consultation with the coop- 
erating government. From the reports received, as well as ICA/Washington’'s 
knowledge of objectives desired, we plan to develop a model procedure which we 
will encourage cooperating countries to adopt. 


Benefits 
It is expected that this project will: (1) result in better knowledge of and 
therefore compliance with ICA rules and regulations pertaining to procurement, 


(2) encourage speedier subauthorization to importers and (3) stimulate more 
economical procurement. 


Timing 
It is anticipated that a model subauthorization procedure will be developed 
and transmitted to cooperating countries by December 31, 1957. 


Prosect No. 19. IMPROVEMENT IN EVALUATION OF CONTRACTOR PERFORMANCE 





Background 


There is a substantial number of commercial firms, nonprofit institutions and 
individuals performing services overseas under contracts with or financed by 
ICA. ICA/Washington has been principally concerned with arranging contracts 
with these contractors and processing the necessary papers to get them overseas. 
ICA/Washington requires and receives certain progress and final reports from 
the contractors but inadequate staff time has been available to analyze these 
reports or to make independent on-the-spot evaluation of performance. This 
Agency has relied primarily on the missions for evaluation of contractor per- 
formance. Such evaluation has been spotty primarily due to lack of the neces- 
sary technical and specialty competence of mission staffs to perform this func- 
tion. Past experience indicates that ICA/Washington may be made aware of con- 
tractors’ failures in only the most serious cases and then too late to rectify 
the situation completely. 

Certificates of performance must be signed by the missions or the recipient 
of the service prior to making payments under contracts. It appears, however, 
that many such certificates are issued routinely and are therefore not mean- 
ingful in terms of project evaluation of performance. 


Plans for improvement 


This project contemplates the following actions: 
(a) A review of the adequacy of current practices in evaluating contractor 
performance under provisions of contracts and against program objectives. 


cont 
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(b) Where deficiencies are found to exist, the development of ways and means 
of improving the evaluation process in both ICA/Washington and the missions. 


Benefits 

The benefits of this phase of the financial management improvement program 
will include: 

(a) Prompt corrective actions on basis of objective and timely evaluation 
reports. 

(>) Greater protection of the Government’s financial investment. 

(c) Improvements in performance against program objectives. 


Timing 
It is anticipated that improved evaluation of contractor performance for all 
contracts will be well underway by December 31, 1957. 


HANDLING OF CARE REQUESTS OF SEPTEMBER 1956 CONCERNING Eeypt 


ICA has no record of correspondence from Mr. Devine, CARE representative 
in Egypt in September 1956. However, the following information relates to the 
problems raised by Mr. Devine. 

As a result of meetings between Mr. Devine, the Embassy, and USOM in 
Cairo, certain comments with respect to CARE’s activities in Egypt were made 
by the Embassy to Washington in late September and early October 1956. 

ICA/Washington was frequently in touch by telephone with the New York 
offices of CARE during the latter part of 1956 and that headquarters was kept 
apprised of the situation with respect to Egypt. 

CARE shipped 10,690 title III food packages, each containing 22 pounds of 
rice, beans, and cheese, to Alexandria, Egypt, and these arrived at their destina- 
tion at the end of December 1956. Since January 1, 1957, ICA has approved the 
following title III commodities for shipment by CARE to Egypt: 


Pounds 
I niin nic iss eS ies pt ia geo a da st iat alanine ities 675, 000 
ag ys cin an dl abe leeches lies ica Aen aaa 412, 500 
I ie ssc hn wn an as i cami npc ra tne agai eens 2, 160, 000 


Most of these commodities were not packaged but were sent in bulk to the Gaza 
strip area. 

In addition to CARE, three other voluntary agencies, i. e., Church World 
Service, American Middle East Relief, and the National Catholic Welfare Con- 
ference have instituted a program to take care of the needs of 60,000 evacuees 
from the Port Said area. A 6-month program (April 1-September 1, 1957) of 
title III commodities has been approved and will be handled by these agencies. 
The following commodities will be shipped during this period: 


Pounds 
a ea ME ati Giapnint tirtenhings antennae 1, 620, 000 
TN NN ns esis asics dn Gens tsa cliche la age ee 1, 620, 000 


a a sac ae ad a a gk oe re ce ae ic a 315, 000 
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